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GRAC,

Macroenvironment
The general environ-

ind! nd includes

technological farces,

PEST

An scronym referring to
the anakysis of the four
macrognvironmental
forces: Palitical-legal,
Econamic, Social, and
Technological.
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FIGURE E Macroenvironmental Forces

After the industry has been clearly defined and ils prospects for profits identi-
fied, forces outside the industey should be considered. Constant n_.._.»=nnm inthese

cutegorics
wy should bhe ye

ewy, lor example, has political-
legal (e.g., legislation requiring that safety standards be met), social (e.g., con-
sumer demands for safe vehicles), and technological {e.g., innovations that may
improve safety) dimensions. In such situations, one needs to understand how the
various macroenvironmental forces combine o influence industry behavior and
performance.

Firms operating in multiple markets may be affected in different manners by
macroenvironmental forces in each markew. For example, wide roads and rela-
tively modest fuel taxes (i.e., political-legal factors), a culture that reinforces the
automobile as 3 means of personal expression (i.e., a sociocultural factor), and
a high standard of living (i.e., an economic factor) suggest higher demand for
moderate to large vehicles in the United States. In contrast, narrow roads, higher
fuel taxes, a view that a vehicle is more about transportation than about personal
expression, and less disposable income suggest higher demand for smaller cars
in Latin American countries. Hence, the application of Porter's model to firms
operating in many different industry structures within a single nation or, most
notably, many different nations can be quite cumbersome,

External Environment

Although large organizations and trade associations often attempt to influ-
ence change in the macroenvironment, these forces are usually not under the
direct control of business organizations. On occasion, a large, dominant firm
such as Wal-Mart may be able to exert some degree of influence over one or
maore aspects of the macroenvironment. For example, the giant retailer's politi
cal action committee contributed about $1 million to candidates and parties in
the United States in both 2003 and 2004." However, this level of influence is not
common because strategic managers typically seek to enable a firm to operate
effectively within largely uncontrollable environmental constraints while capital-
izing on the opportunitics provided by its environment.

The key distinction here is strategic managers must first identify and analyze
these national and global macroenviror I forces and und d how each
foree affects the induspies in which they operate before addressing firm-specific
strategy concerns. Hence, understanding a force’s broad effects should precede
understanding it specific effects. Applications of these forces that are unique
or specific w the fivm are considered as opporu
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dustry would spend more than 36

billion 1o comply, m:_a_:_m $275 10 the price tag of a large truck by 2011.2

Military conflicts can also influence how certain industries operate, especially
those with ught global ties, For example, during the 2003 war in Iraq, many firms
maodified their promotional sirategies, fearing that their ielevision advertisements
might be considered insensitive i aired alongside breaking coverage of the war.
At the same lime, others began o plan for meeting the anticipated futire needs
in Iraq for such products as cell ph . refrig and automobiles. After
the previous Iraqi regime was ousted in mid-2008, U.S. firms began to compete
vigorously for lucrative reconstruction contracis.®

Itis not safe wo assume that firms always seek less regulation. In some instances,
firm leaders prefer o operate within clear boundaries established by govern-
ments. In 2004, for example, Ford chief Bill Ford said he would support higher
fuel taxes in exchange for incentives to produce more energy-efficient vehicles.”
In another example, following the sharp declines in air travel in the United
States, airlines on the verge of bankruptey campaigned for and received $15 billion
in government support in 2002 and an additional $2.9 billion in 20033
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