Outside Influence
Imagine that you are a talented sterling silver jewelry designer. For the last year or so, you have designed special pieces for family and sold your creations at a local consignment shop. With all the positive feedback about your designs, you recently launched an online jewelry store. Your brother, a web designer, helped you build a cutting edge website with built-in payment methods. Your hard work paid off as you received your first online orders and customers shared rave reviews of your jewelry.  

However, several customers have requested custom designs using expensive gemstones—greatly increasing your upfront expenses. Other customers are international, requiring you to pay attention to additional shipping regulations and costs. To top it all off, at the same time that you are reading up on international shipping requirements and adjusting your budget to purchase more costly gemstones, you discover that the price of silver is quickly rising. 
All these factors exist in your business’s external environment. You can’t control them, but you must respond to them intelligently if you want your company to succeed. No business can escape the influence of dynamic (changing) outside factors, such as social trends, political issues, economic cycles, technological developments, etc. At each organization’s core should be a commitment to meeting customer needs; otherwise, the business will fail. Customer needs are continually 
changing due to the external environment as well. Successful businesses keep a close watch on all these factors and plan careful, thoughtful reactions that will help them to satisfy customers and stay competitive.

Factor it in

By now, you’ve realized that the external environment plays an important role in running a business. Now, let’s take a closer look at some of the external factors that business owners and managers must constantly consider. 

Ethnic/Cultural factors. Because of globalization (the rapid and unimpeded flow of capital, labor, and ideas across national borders), businesses are dealing with customers, suppliers, and partners from more parts of the world than ever before. This can affect a business’s environment in both positive and negative ways. On the upside, globalization provides businesses with access to more opportunities and potential target markets abroad and at home. Businesses can become more profitable by selling more products and by cutting costs through outsourcing, finding new supplies of natural resources, etc. 
The downside of globalization is that it can cause businesses to undertake a lot of extra planning and work. Any organization attempting to compete internationally must take the time and effort to develop cultural intelligence—an understanding of and sensitivity to the differences in customs, traditions, and values that exist among cultures. The Chinese, for example, value trusted relationships, so success in China depends on relationship-building skills rather than negotiating skills. The “Cultural Diversity” video by Speak First explains the importance of respecting differences among cultures to communicate effectively: https://www.youtube.com/watch?v=ZDvLk7e2Irc&list=PL-BnrTdQ15sazEhL3Nw9uOzWYXlbg6F1b&index=3.
Cultural differences can have a huge impact on business decisions and planning—they affect everything from product to price, promotion, and place (distribution). It’s also important for businesses to behave ethically within the different countries and cultures where they operate. Different cultures view ethical issues in unique ways—what’s considered bribery in one country, for instance, may be perfectly acceptable in another country. 

In the end, the extra work that participating in international business takes can be well worth it for an organization and can contribute to its long-term success. The impact of the global marketplace is an influential external factor that cannot be ignored, even by domestic businesses. As time goes on, the ethnic and cultural issues associated with globalization will continue to play significant roles in the external business environment. 

For a light-hearted look at how a lack of cultural awareness can cause difficulty, view the HSBC “Eels” ad: https://www.youtube.com/watch?v=6_WAmt3cMdk.
Political factors. Although government plays a bigger role in business in some countries than it does in others, no organization is unaffected by the political climate(s) in which it operates. All businesses are subject to a variety of laws made at the federal, state, and local levels. These laws may exist to regulate competition, to protect consumers, to guard the environment, to ensure fair employment practices, etc. Businesses must be aware of these laws and make sure they are following them. The video “Doing Business In China: Don’t Under Estimate the Complexities” details the many laws that must be followed: https://www.youtube.com/watch?v=_nJTROFXhpY.
Many businesses are also subject to the authority of certain regulatory agencies. In the United States, for example, the airline industry is regulated by the Federal Aviation Administration (FAA). The FAA oversees all aspects of civil and commercial aviation, including: flight-inspection standards, pilot certification, and air-traffic control. Any business operating within the industry must stay current with the latest FAA rules and guidelines. Similar agencies exist in other industries, in countries across the world. 

Some industries also take steps to regulate themselves by establishing industry associations that exert some degree of control over associated businesses, although that power isn’t derived from government authority. The American Medical Association (AMA), for instance, is an association of healthcare professionals in the U.S. that sets standards in areas such as ethics, accreditation, and medical coding. Many other industries, such as the real estate industry and the advertising industry, set guidelines and standards for businesses to follow. A company that is not in good standing with a related industry association may lose business.  Businesses may also face political pressure from consumer-action agencies or special-interest groups. These organizations exist to make sure that businesses are behaving ethically and are undertaking their expected social responsibility. In the U.S. and Canada, one of the most well-known of these groups is the Better Business Bureau (BBB). Local chapters of this organization gather information about businesses, alerting customers to any instances of unreliability or fraud. A poor BBB rating can affect a company very negatively. 

Lastly, businesses must pay their taxes! This is an external factor that affects all companies. Tax requirements are set by the government in whatever nation, state, city, etc., the business operates. Businesses usually don’t have much control over how much they pay in taxes, but successful ones stay current with tax payments and work with their accountants and financial advisors to make sure they’re operating as efficiently as possible. 

Social factors. Remember that a business’s survival hinges on its ability to successfully meet customer needs and wants. Those needs and wants tend to change frequently because customers are influenced by their external environments as well. Social trends affect customer needs in a number of ways. Here are just a few examples:


•
Changing values about social issues have led many consumers to consciously select and purchase products from companies that demonstrate social responsibility by fulfilling their duty to contribute to the well-being of society.  In response, some businesses have become involved in charitable initiatives, while others have gone so far as to incorporate social responsibility into their business model. Regardless of their approach, companies that appeal to consumers’ social sensibilities promote a positive company image. For example, “The Juntos Shoe: Ecuadorian Street Repurposed for the Common Good” video shows how a shoe company gives back to support education in Ecuador: https://www.youtube.com/watch?v=5MRkaO2Yg9o.

•
Changing family roles have created opportunities to offer products and services that save busy moms and dads time. There’s high demand for time-saving solutions such as prepared meals and grocery delivery. Day care facilities continue to expand and offer education, food service, and even parental “cyber” visits via webcam. Companies that offer products and services to help these busy parents are much more likely to gain their business.  


•
Lifestyle and fashion trends change rapidly. A popular actress wearing designer sunglasses can start a new trend or end an old one. Last week’s favorite music group is quickly replaced by the latest Internet sensation. Businesses in fast-moving industries like entertainment and fashion must keep a close eye on trends and be ready to respond quickly to profit from customers’ ever-changing interests and demands. 

•
Shifts in demographics also dictate customer needs. As Baby Boomers retire and downsize their lifestyles, the need for financial planning and safe, affordable housing has increased. Growing numbers of minorities in the U.S. have prompted many companies to consider these consumers’ values and needs as well. The video “Hispanic Marketing Ideas for Small Business” offers simple tips for businesses hoping to gain Hispanic customers: https://www.youtube.com/watch?v=M9jUhomEwCk.
All of these social factors contribute to the overall external environment that businesses must consider when making decisions and plans. 
Economic factors. Every business is affected by the economic environment in which it operates—including the global, national, and local economies. The main way that economic factors influence business is the impact they have on customers’ willingness and ability to spend money. Customers spend more or less, depending on economic factors such as:

•
Economic growth


•
Inflation


•
Interest rates


•
Unemployment rates


•
Changing incomes

In a sluggish economy, customers spend less. They may have lost confidence in the market, or they may be unemployed or have lower incomes. In a poor economy, customers may still be able to buy products to meet basic needs but are unlikely to spend much money on discretionary items (products that are wanted but not needed). This affects some businesses and industries more than others. For example, customers will always require items such as housing and food. However, sales of new cars, vacations, and designer clothes will likely suffer in slow economic times. Businesses associated with these types of products must adjust their strategies accordingly. 

The economy also affects a business’s operations. Changes in the economy can increase or reduce a business’s costs. In a good economy, for instance, jobs may be more plentiful than available, qualified workers. In this case, a business might have to offer higher pay and better benefits to attract the best employees. This will make running the business more costly. 

In a poor economy, on the other hand, jobs may be scarce, allowing companies to pay employees less and save on operational costs. This is not to say that a good economy always costs a business more money, and a poor economy always helps it to save! Consider that in a good economy, a business may get a better interest rate for a mortgage or other type of loan. Or, in a bad economy, costs for certain resources (such as gas or raw materials) may rise, increasing operational expenses. This is why it’s so important for businesses to pay attention to the external factors of the economy to determine how to make the best decisions!

Technological factors. Implementing new technology can help businesses remain profitable and meet customers’ needs and wants. Self-serve kiosks, for example, help stores, airports, banks, and even restaurants serve customers with less time and less cost. Businesses often turn to technology to find solutions to economic factors outside their control, such as increases in wages and taxes. Robotics and automated solutions can reduce costs and increase production. Crave’s video “We had lunch at a fully automated restaurant” shows how the restaurant Eatsa uses technology to operate more efficiently while fulfilling consumers’ desire for freshly prepared food made to order: https://www.youtube.com/watch?v=e1o4Y-92k8Q.
In addition, technology affects what customers want, need, and expect. Successful businesses pay close attention to how technology influences the specific needs of their target markets. Car makers’ ability to offer fuel economy along with integrated technology and safety features, for example, are paramount to their success. New developments in automation and robotics, on the other hand, are likely to be adopted by manufacturers hoping to increase production. 

Competitive factors. Another key external factor that businesses must pay attention to is competition. Businesses can’t control their competition, but they certainly must strive to stay competitive—not just by keeping up with other companies in their industries, but by staying ahead of them whenever possible. Competition is fiercer than ever, and, due to globalization, many businesses must now compete with firms all over the world, not just domestic ones. An organization runs the risk of failure if it doesn’t regularly monitor the external environment to keep tabs on the competition, capitalizing on competitive opportunities and avoiding threats as much as possible. The Reuters video “Amazon Goes Into Battle with UK Supermarkets” shows how British supermarkets are dealing with competition from AmazonFresh’s delivery service: www.reuters.tv/v/bXX/2016/06/09/amazon-goes-into-battle-with-uk-supermarkets.
Summary

A business can’t control its external environment, but it must respond to it appropriately if it wants to succeed. Business owners and managers should constantly consider external factors such as ethnic/cultural issues, political climate (laws, taxes, etc.), social trends and changes, economic conditions, technological developments, and competition. 

React Right
It’s clear that successful organizations must remain aware of their external environments at all times. Keeping track of external factors and their changes is part of a process known as environmental scanning. This process brings important information to light for a business’s owners or managers, but knowledge alone isn’t enough—they must use their insight to react appropriately. 

Line of work

It’s important to note that certain businesses and industries are more sensitive to certain environmental changes than others. For instance:


•
Businesses that operate in multiple countries are more susceptible to shifts in the global economy than small, local businesses might be. 


•
Firms in highly regulated industries must be extra diligent about keeping current with new laws and regulations. A change in local building codes, for example, can affect the daily work of a remodeling contractor. 


•
A consumer-products manufacturer, such as a cosmetics company, is more sensitive to changes in consumer trends than a different type of business, such as a steel manufacturer, might be. Popular colors for makeup right now are likely to change by next season. 


•
Financial-services providers are especially vulnerable to changes in economic conditions. In poor economic times, customers may not have as much money to invest with investment firms, or they may cut back on the levels and types of insurance they carry. 

•
A cable-and-Internet services provider is immediately affected by new developments in its field, whereas a non-tech-oriented business, such as a day care for children, is not as sensitive to technological trends and changes. 

•
Businesses using the earth’s resources are affected by changing environmental concerns and laws. These companies may need to evaluate their business practices, devise ways to conserve resources, or develop technology and methods that are environmentally 
friendly. 

Business owners and managers must be aware of which specific external factors affect their businesses the most. 

Plan ahead

Once the people running a business know which environmental factors affect the organization most, they can plan responses to change as much in advance as possible. Businesses can plan for change in a number of different ways. A multinational company might be aware of a new foreign market that will be opening up soon. It can conduct preliminary research on the market and begin developing cultural intelligence to best meet customer needs in the region. Or, if a business is aware of new legislation that may be passed that will affect its operations, it might go ahead and prepare for the likely changes ahead or even participate in lobbying efforts to support or oppose the proposed law. The David Pakman Show video “Google Record Spending on Lobbying to Keep Internet Freedom & Net Neutrality” discusses Google’s motivation for spending over $16 million on lobbying efforts: https://www.youtube.com/watch?v=0A53sX0uTwQ.

Businesses can also be proactive by adjusting products or marketing campaigns to fit upcoming social trends, budgeting for slow economic times, leveraging the newest technologies to streamline operations, filling customer needs that competitors are neglecting, and preparing for well-known scheduled events, such as the Olympics or a political convention. 
The bottom line

By conducting environmental scanning and being aware of which environmental factors affect their organizations the most, business owners and managers can be prepared to respond quickly and effectively to changes in the external environment. The end goal of these responses should be to take advantage of opportunities and avoid potential threats, giving the business the best chance to stay competitive, continue meeting customer needs, and achieve long-term 
success.

Summary

Businesses conduct environmental scanning to remain aware of changes in their external environments. Some businesses and industries are more susceptible to environmental changes than others. Owners and managers should plan ahead as much as possible to respond to environmental changes and stay competitive. 

GLOBAL MARKET �Some people say the world is flat. What they mean is that technological developments like the Internet and mobile communication have connected all parts of the world. The video "Alibaba vs. Amazon, who will win?" reflects on the global competition between two e-commerce giants that would be impossible without the Internet or mobile communication:  � HYPERLINK "https://www.youtube.com/watch?v=qBbXy3men3MA." ��https://www.youtube.com/watch?v=qBbXy3men3MA.�





What is lobbying? Lobbying is a practice in which a person or group attempts to influence lawmakers to pass or block certain laws. Today, many industries attempt to ensure that new legislation benefits their business activities. Some organizations, such as the National Rifle Association (NRA) and the American Association of Retired Persons (AARP), have their own political experts, or lobbyists. Other companies hire professional lobbyists who have considerable experience in Washington. These consultants know who will or won't support a particular project and whether there are other interests competing with an issue at hand. It is not uncommon for some organizations to spend millions of dollars on lobbying efforts in one year. The Center for Responsive Politics maintains a database of U.S. lobbying efforts and spending at � HYPERLINK "https://www.opensecrets.org/lobby/index.php" ��https://www.opensecrets.org/lobby/index.php�.
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