TOPIC NINE

BUSINESS ENVIRONMENT

9.0 Introduction 

The business environment encompasses all internal and external factors that significantly influence an organisation’s performance. It is a dynamic and complex system requiring continuous monitoring and strategic adaptation for a business to maintain competitiveness and achieve sustainable growth.

A core responsibility of a business administrator is to understand:

· The Internal Environment: Controllable factors within the within or inside the business that shape its strengths and weaknesses such as employees, resources, culture, and structure.

· The External Environment: Uncontrollable factors outside the business that present opportunities and threats such as political, economic, social, technological, ecological, and legal factors.

9.1 Analysing the Business Environment

Businesses use different tools to understand their environment and inform decision-making.

External Environment Analysis Tools

1. PESTEL Analysis – Examines Political, Economic, Social, Technological, Environmental, and Legal forces shaping business operations.

· Example (Uganda): Telecoms such as MTN and Airtel use PESTEL to assess mobile money regulations, technology adoption, and consumer demographics.

· Example (International): The European renewable energy sector uses PESTEL to evaluate government subsidies, consumer attitudes towards sustainability, and rapid advances in clean technology.

2. Porter’s Five Forces – Evaluates the competitive forces within an industry that affect profitability and market attractiveness (bargaining power of suppliers and buyers, threat of substitutes and new entrants, and intensity of rivalry).

· Example (Uganda): Ugandan banks face new entrants like fintech firms (e.g. Wave, Airtel Money) which disrupt traditional banking.

· Example (International): The global smartphone industry faces intense rivalry (Apple, Samsung, Huawei) and high supplier power for specialised microchips.

3. Competitive Analysis – Studies rivals’ strategies, strengths, and weaknesses to inform positioning.

· Example (Uganda): Nile Breweries and Uganda Breweries track each other’s pricing, distribution, and promotional campaigns to defend market share.

· Example (International): UK supermarkets (Tesco, Sainsbury’s, Aldi) analyse rivals’ pricing strategies and customer loyalty schemes to remain competitive.

4. Scenario Planning – Develops alternative future scenarios to prepare for uncertainty (e.g., currency depreciation, new tax policy).

· Example (Uganda): Coffee exporters build scenarios around fluctuating global prices, climate change, and trade policy shifts affecting EU markets. Also, many businesses generally planning for continuity under scenarios of volatile Ugandan shilling (UGX) exchange rates.
· Example (International): Shell pioneered scenario planning in the oil industry to anticipate energy shocks and regulatory changes.

5. Benchmarking – Compares an organisation’s performance, processes, or practices against industry leaders to identify gaps and improvements.

· Example (Uganda): Stanbic Bank benchmarks its digital services against top regional banks in Kenya to improve mobile banking platforms.

· Example (International): Toyota benchmarks production efficiency against leading automotive firms to refine lean manufacturing practices.

6. Value Chain Analysis – Identifies and optimises value-adding activities (inbound logistics, operations, marketing, etc.) to gain competitive advantage.

· Example (Uganda): Pearl Dairy optimises its value chain by improving milk collection, processing, and distribution to strengthen exports.

· Example (International): Apple manages its value chain globally, from design in California to assembly in Asia, to maintain quality and profitability.

Internal Environment Analysis Tools

1. Resource-Based View (RBV) - Examines internal resources (financial, human, technological, organisational) as sources of sustainable competitive advantage.
· Example (Uganda): Centenary Bank leverages its strong branch network and trusted brand to serve rural customers effectively.

· Example (International): Google capitalises on its advanced algorithms and human talent pool to maintain dominance in search and digital advertising.

2.  Balanced Scorecard (BSC) - Measures performance from four perspectives: financial, customer, internal processes, and learning & growth.

· Example (Uganda): Uganda Revenue Authority (URA) applies a Balanced Scorecard to track revenue collection efficiency, taxpayer satisfaction, and staff development.

· Example (International): British Airways uses the BSC to align service quality, operational efficiency, and customer satisfaction with financial performance.

3. Financial Ratio Analysis - Assesses financial health through ratios measuring liquidity, profitability, efficiency, and solvency.

· Example (Uganda): DFCU Bank analyses profitability ratios to improve return on assets and manage risks in the competitive banking sector.

· Example (International): Walmart uses ratio analysis to monitor its profit margins and ensure efficiency in global retail operations.

4.  BCG Matrix - Categorises business units or products into Stars, Cash Cows, Question Marks, and Dogs based on market share and market growth.

· Example (Uganda): Uganda Breweries classifies premium beers (e.g. Tusker Lite) as Stars, mainstream lagers as Cash Cows, and underperforming products as Dogs.

· Example (International): Unilever applies the BCG Matrix to allocate resources among its brands, treating Dove and OMO as Stars while phasing out weaker product lines.

Integrated Environment Analysis Tool 

SWOT Analysis - Internal and external environmental scan.
Definition: SWOT (Strengths, Weaknesses, Opportunities, Threats) analysis helps identify internal and external factors that can affect a business's success.

· Strengths are internal factors that help a business succeed (e.g., a strong brand, skilled employees, modern technology).

· Weaknesses are internal factors that hold a business back (e.g., poor customer service, high costs, outdated equipment).

· Opportunities are external factors that create chances for business growth or success (e.g., new markets, rising demand, favourable government policies).

· Threats are external factors that may cause problems or harm the business (e.g., political instability, new competitors, economic downturn).
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9.2 Internal Environment

These are internal factors that are controllable by management. They are often summarised under the 5Ms Model:

1. Men (Human Resources):
· Employee skills: Competence, experience, motivation, and teamwork improve efficiency and performance e.g. Google's high-skilled workforce drive its continuous market leadership. Low skills reduce efficiency and performance.

· Leadership/management style: Using the right style for the situation and people boosts morale and effectiveness. Dictatorial leadership works well in emergencies or with Type X employees (who dislike work, need supervision, and avoid responsibility). Participative leadership suits non-emergencies and Type Y employees (who are self-motivated, see work as natural, and seek responsibility). Applying styles in the wrong context reduces effectiveness.

· Organisational culture: Shared values and behaviours shape decision-making. A positive culture supports performance e.g. Google's innovative culture drives global success. A negative one harms it. 

· Organisational structure: Clear roles and reporting lines improve communication and efficiency. Poor structures slow decisions and harm performance.

· Human resource policies: Fair pay, training, and staff development enhance performance e.g. Stanbic Bank Uganda invests in employee training, improving customer service quality. Poor policies reduce effectiveness.

2. Money (Financial Resources):
· Financial assets (cash, credit, assets) support investment, growth and stability. Adequate finance improves performance e.g. Tesla's access to venture capital enabled electric vehicle innovation. In Uganda, firms like Bidco Uganda use strong finances for expansion. Limited finance restricts growth and stability.

3. Materials:
· Quality, cost, and availability of raw materials determine competitiveness and customer satisfaction. Adequate, good-quality materials improve performance; shortages reduce it. E.g. Apple's global supply chain ensures high-quality components. Uganda’s Nile Breweries relies on local farmers for sorghum; shortages affect production.

4. Machinery (Technology and Processes):
· Efficient, modern machines and orderly processes boost productivity. Outdated or inefficient systems reduce performance. E.g. Amazon's automation in warehouses. In Uganda, Roofings uses modern steel processing technology to compete with imports.

5. Markets (Marketing and Customer Base):

· The firm’s reputation, brand equity (the added value a brand provides through customer trust, loyalty, and recognition), distribution networks, and customer relationships determine market strength. Strong markets drive revenue, e.g. Coca-Cola’s global branding and Nile Breweries (Uganda) using its wide distribution network and established brand recognition across the country.
9.3 External Environment (PESTEL)

These are external factors that are beyond the organisation’s control. They must be understood and addressed strategically. The PESTEL framework provides structured analysis.

1. Political Factors

· Government policies: Policies such as trade incentives (subsidies, tax holidays, preferential procurement, reduced tariffs) create opportunities or limits for businesses.

· Uganda example: The “Buy Uganda, Build Uganda” (BUBU) policy encourages local manufacturing and supports domestic businesses.

· Global example: China’s industrial subsidies help domestic manufacturers compete globally and expand production.

· Political stability: A stable political environment builds investor confidence, while instability can disrupt business operations.

· Uganda example: Relative stability attracts Foreign Direct Investment, but conflicts in neighbouring countries like Sudan and DR Congo can affect trade.

· Global example: The war in Ukraine has disrupted energy supplies and markets across Europe.

· Regulatory frameworks & bureaucracy: Efficient, clear rules make it easier to start and run businesses; excessive bureaucracy slows growth.

· Uganda example: Lengthy licensing processes can discourage entrepreneurs and delay business setup.

· Global example: Singapore’s streamlined regulations make it easy for global investors to operate businesses efficiently.

· Foreign relations: Good diplomatic relations influence cross-border trade and investment flows.

· Uganda example: Strong relations with Kenya facilitate trade and movement of goods.

· Global example: Tensions between the U.S. and China affect global supply chains and international business operations.

2. Economic Factors

· Inflation: Rising prices reduce consumers’ ability to buy goods and increase business costs.

· Uganda example: Fuel price hikes make products expensive, negatively affecting businesses.

· Global example: High inflation in Europe after COVID-19 increased living costs, reducing disposable income and demand.

· Interest rates: Higher rates increase borrowing costs, affecting investment and business expansion.

· Uganda example: The Bank of Uganda adjusts interest rates to control inflation and influence lending.

· Global example: U.S. Federal Reserve rate hikes make global borrowing more expensive, slowing investment in some countries.

· Exchange rates: Changes in currency value affect import and export competitiveness.

· Uganda example: Depreciation of the Ugandan Shilling increases the cost of imported goods e.g. machinery.

· Global example: A strong U.S. dollar raises import costs for businesses in emerging economies, reducing profits.

· GDP growth: High economic growth signals business opportunities and expands markets.

· Uganda example: Growth in the services sector, like telecoms, creates jobs, increases income, and boosts consumer demand.

· Global example: Rapid GDP growth in India attracts multinational companies seeking expanding markets.

· Income levels & unemployment: Affect consumer spending and availability of labour.

· Uganda example: High youth unemployment provides affordable labour but limits overall purchasing power.

· Global example: Growing middle classes in Asia increase demand for goods and services, expanding consumer markets.

3. Social & Cultural Factors

· Demographics: Age, population growth, and urbanisation shape demand.

· Uganda example: Rapid urbanisation creates larger markets for FMCGs (Fast-Moving Consumer Goods – everyday items like food, drinks, and toiletries).

· Global example: Ageing populations in Europe raise demand for healthcare and aged care centres.

· Education levels: Skilled labour improves productivity and innovation.

· Uganda example: Increasing numbers of university and other tertiary institutions graduates provide trained professionals for businesses, boosting efficiency.

· Global example: Strong education in STEM (Science, Technology, Engineering, and Mathematics) in India produces skilled workers who support technology and software industries.

· Social values & lifestyles: Changing preferences influence consumer behaviour and demand.

· Uganda example: Growing health awareness increases demand for gyms, organic foods, and fitness services.

· Global example: Sustainability and eco-friendly lifestyles drive demand for green products and services worldwide.

· Culture: Beliefs, norms, and traditions affect marketing and consumer choices.

· Uganda example: Using local languages and celebrities in advertisements improves customer engagement.

· Global example: Halal certification boosts sales in Muslim-majority markets, ensuring products meet cultural and religious standards.

4. Technological Factors

· Innovation & R&D: Developing new products, services, or processes gives businesses an edge over competitors by attracting more customers, improving efficiency, and staying relevant in the market.

· Uganda example: Banks with effective internet and mobile banking services have a competitive advantage over slow adopters or banks with inefficient platforms.

· Global example: Firms like Amazon and Netflix, which continually innovate their digital platforms, attract more customers and stay ahead of competitors.

· Digitalisation: Using technology in business operations makes processes faster, easier, and more efficient.

· Uganda example: E-commerce platforms, such as Jumia, use mobile apps to reach more customers and simplify shopping and payment processes.

· Global example: Companies like Amazon use advanced digital systems to manage orders, deliveries, and customer service efficiently, helping them lead the global online retail market.

· Technological disruption: New technologies can replace older methods, forcing industries to adapt or lose relevance.

· Uganda example: Mobile money services have changed how people save, send, and receive money, reducing reliance on traditional banking.

· Global example: Nokia’s mobile phone business was disrupted by the rise of smartphones, showing how established companies can quickly lose market share if they fail to adopt new technology.

5. Ecological Factors

· Climate change: Changes in climate patterns can reduce resource availability and increase business risks.

· Uganda example: Irregular rainfall and prolonged droughts threaten crop production, affecting raw materials for Agro processors like those in the sugar industry (e.g., Kakira Sugar Works). 

· Global example: Rising sea levels endanger coastal cities, damaging infrastructure and disrupting businesses.

· Resource scarcity: Limited natural resources can constrain production and increase costs.

· Uganda example: Overfishing in Lake Victoria reduces fish supply, impacting the fishing industry and related businesses.

· Global example: Shortages of rare earth minerals slow down production in technology industries worldwide.

· Pollution & waste: Environmental damage can increase operational costs and regulatory pressures.

· Uganda example: Rapid urbanisation in Kampala causes air and water pollution, affecting public health and businesses.

· Global: Plastic pollution has led to bans and stricter regulations in the EU, forcing companies to adopt eco-friendly alternatives.

· Sustainability & regulation: Following eco-friendly practices can attract investment and improve reputation.

· Uganda example: The National Environment Management Authority (NEMA) enforces environmental laws, ensuring businesses operate sustainably.

· Global example: ESG (Environmental, Social, and Governance) standards influence investment decisions and consumer preferences worldwide.

6. Legal Factors

· Business laws: Rules for registering and operating a business ensure compliance and protect stakeholders.

· Uganda example: The Uganda Registration Services Bureau (URSB) manages business registration and ensures firms meet legal requirements.

· Global example: Simplified business registration processes, like in Rwanda, encourage entrepreneurship and attract investors.

· Competition laws: Prevent monopolies and unfair practices, ensuring a level playing field.

· Uganda example: The Competition Act, 2024 (Act 5 of 2024) stops businesses from engaging in anti-competitive behaviour that could harm consumers.

· Global example: In March 2019, the European Commission fined Google €1.49 billion for abusing its dominant position in the online advertising market by restricting rivals from placing ads on third-party websites. This practice violated EU competition law and the fine aimed to promote fair competition and give consumers access to diverse services.

· Intellectual property rights: Protect innovation, inventions, and creative works to encourage research and development.

· Uganda example: URSB enforces patents and trademarks to safeguard local innovations.

· Global example: U.S. patent laws protect pharmaceutical innovations, ensuring companies can profit from research.

· Product safety & consumer protection: Ensure products are safe and meet quality standards.

· Uganda example: The Uganda National Bureau of Standards (UNBS) monitors product quality to protect consumers.

· Global example: The EU enforces strict product safety regulations, recalling unsafe goods when necessary.

· Data protection & privacy: Protect personal and business information in the digital age.

· Uganda example: The Data Protection and Privacy Act, 2019 (Act 9 of 2019) regulates how personal data is collected, stored, and used.

· Global example: Europe’s General Data Protection Regulation (GDPR) sets strict standards for handling citizen data.

· Environmental laws: Promote sustainable business practices and reduce environmental harm.

· Uganda example: NEMA enforces laws on pollution, waste management, and resource use.

· Global example: Global environmental regulations and standards, such as ESG requirements, influence investment and corporate practices.

9.4 Importance of Business Environment Analysis

Analysing the business environment, both external and internal factors helps businesses understand influences on performance, anticipate changes, and make informed decisions. Key benefits include:

1. Strategic planning: Identifies opportunities and threats, guiding investments, expansions, and long-term goals.

2. Risk management: Helps firms prepare for economic, regulatory, competitive, and internal operational challenges.

3. Informed decision-making: Supports sound choices on operations, investments, growth strategies, and resource allocation.

4. Innovation and adaptability: Encourages creative solutions and flexibility to respond to market trends, internal process improvements, and emerging technologies.

5. Regulatory compliance: Ensures operations follow laws, ethical standards, and industry regulations.

6. Sustainability and corporate responsibility: Supports long-term growth while considering environmental, social, and governance (ESG) factors.

7. Stakeholder engagement and internal efficiency: Strengthens relationships with customers, employees, and investors, while optimising internal resources and organisational performance.

Online Video Resources

· PESTEL Analysis EXPLAINED | B2U | Business To You
https://www.youtube.com/watch?v=bYn4CyL3r5w YouTube
· SWOT and PEST: What are they, and why do they matter?
https://www.youtube.com/watch?v=WhYDewjAg9s YouTube
· How to Conduct Swot and Pestle Analysis | Talent and Skills HuB
 https://www.youtube.com/watch?v=bmxYKA9Lge8 YouTube
· Utilising SWOT, PESTEL, and Five Forces Analyses in Your Strategic Planning
 https://www.youtube.com/watch?v=G0dR4nI9dsQ YouTube
· PESTLE Analysis - The Simplest explanation ever
 https://www.youtube.com/watch?v=Gv5fza6wHE4 YouTube
· PESTLE Analysis Explained | McDonald’s Examples https://www.youtube.com/watch?v=6N7yc_mjdJQ YouTube
· What is PESTLE Analysis?
https://www.youtube.com/watch?v=lh2pPQO-WSE
Case Study: GreenGrow Uganda Ltd. – Seizing an Opportunity in a Shifting Environment


GreenGrow Uganda Ltd. is a promising Kampala-based agribusiness specialising in the production of high-quality organic maize. Founded in 2022, it leverages Uganda's fertile soil to cater to a growing urban middle class seeking healthier food options. The company has a dedicated young workforce and strong relationships with local farmers.


However, GreenGrow faces significant challenges. Its processing machinery is outdated, leading to lower output and occasional quality inconsistencies compared with imported South African brands. Furthermore, the recent depreciation of the Ugandan Shilling has made sourcing spare parts and packaging materials extremely expensive.


Nevertheless, the Ugandan government, through its "Buy Uganda, Build Uganda" (BUBU) policy, is offering tax incentives to agribusinesses that invest in adding value locally. Additionally, the National Agricultural Research Organisation (NARO) has developed a new drought-resistant maize variety, a crucial advantage given the unpredictable rainfall patterns in the country.


The CEO, David Omondi, must decide whether to invest the company's limited capital in new processing technology to seize these opportunities or to focus on strengthening finances to withstand the economic pressures.

Discussion Questions

1. Using a PESTEL analysis, identify the two most critical external factors from the case that GreenGrow must address immediately. Justify your choices.

2. Based on the internal environment, what is GreenGrow's most significant weakness that could prevent it from capitalising on the government's BUBU policy? What should management do to resolve it?

3. How does the interplay between the technological environment (the new seed variant) and the ecological environment (unpredictable weather) create a strategic option for GreenGrow?

4. Applying Porter’s Five Forces, analyse the competitive threat GreenGrow faces. What strategy would you recommend improving its competitive position against the imported brands?

5. If you were to conduct a SWOT analysis for GreenGrow, what would one SO (Strengths-Opportunities) and one WT (Weaknesses-Threats) strategy be?
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