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the first part of an external analysis is to thoroughly understand the external environment in which a

business operates. This initial step is crucial for identifying opportunities and threats that can impact

strategic decision-making. External analysis involves examining factors outside the company that

influence its performance, including market trends, competition, regulatory changes, and economic

conditions. By systematically evaluating these external elements, organizations can better position

themselves to capitalize on strengths and mitigate risks. This article explores the essential components

and methodologies involved in conducting an effective external analysis. It will also highlight the

importance of gathering accurate data and interpreting it to inform strategic planning. Understanding

the first part of an external analysis is fundamental for any business seeking sustainable competitive

advantage in today’s dynamic marketplace.
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Understanding the Concept of External Analysis

External analysis refers to the process of evaluating factors outside an organization that can affect its

performance and strategic direction. These factors typically include economic, political, social,



technological, environmental, and legal influences, collectively known as the PESTEL framework.

Additionally, competitive forces and market dynamics are critical components. The goal of external

analysis is to detect trends, anticipate changes, and uncover opportunities and threats in the external

environment. Effective external analysis provides businesses with insights necessary to adapt and

thrive within their respective industries.

Key Elements of External Environment

The external environment encompasses various elements that influence a company’s operations and

decision-making. These include:

Economic Factors: Inflation rates, economic growth, unemployment levels, and currency

fluctuations.

Political Factors: Government policies, political stability, trade regulations, and tax laws.

Social Factors: Demographic changes, cultural trends, consumer behaviors, and societal values.

Technological Factors: Innovations, automation, research and development, and technological

infrastructure.

Environmental Factors: Ecological concerns, sustainability initiatives, and climate change

impacts.

Legal Factors: Compliance requirements, labor laws, intellectual property rights, and litigation

risks.



Identifying the First Part of an External Analysis

The first part of an external analysis is to conduct a comprehensive environmental scanning process.

This involves gathering relevant data about the external factors that influence the industry and the

organization. Environmental scanning sets the foundation for deeper analytical methods by collecting

information on market trends, competitor strategies, and macroeconomic conditions. It aims to create a

broad understanding of the external landscape before narrowing down to specific variables that affect

the business directly.

Environmental Scanning Explained

Environmental scanning is a systematic approach to monitoring, evaluating, and disseminating

information from the external environment. It helps identify early signals of potential opportunities or

threats. This scanning process can be formal or informal and often incorporates both quantitative and

qualitative data. The first step within environmental scanning is to define the scope and parameters of

the analysis, ensuring that all relevant external factors are considered.

Data Collection and Sources

Accurate environmental scanning depends on reliable data collection from multiple sources. These

sources include:

Industry reports and market research studies

Government publications and regulatory announcements

News media and trade journals

Competitor financial reports and press releases



Social media analytics and consumer feedback

Technological trend analyses and patent filings

Gathering information from diverse sources ensures a holistic understanding of the external

environment and reduces the risk of overlooking critical factors.

Tools and Techniques for External Analysis

Once the first part of an external analysis is completed through environmental scanning, organizations

often use specific frameworks and tools to interpret the data. These tools help structure the external

factors into actionable insights that guide strategic decisions. Commonly used methods include

PESTEL analysis, Porter’s Five Forces, and SWOT analysis.

PESTEL Analysis

PESTEL analysis categorizes external influences into six domains: political, economic, social,

technological, environmental, and legal. This framework assists in identifying broad trends and

potential disruptions in the external environment. It is particularly useful for understanding macro-level

changes that might affect the industry or market.

Porter’s Five Forces

Porter’s Five Forces model focuses on competitive forces shaping an industry’s profitability. It

assesses the bargaining power of suppliers and customers, the threat of new entrants, the threat of

substitute products, and the intensity of competitive rivalry. This tool helps companies evaluate the

attractiveness of a market and anticipate competitive challenges.



SWOT Analysis

SWOT analysis combines internal strengths and weaknesses with external opportunities and threats.

After completing the first part of an external analysis, the threats and opportunities identified feed

directly into the SWOT framework. This integration guides strategic planning by matching internal

capabilities with the external environment.

Importance of Environmental Scanning

Environmental scanning as the initial phase of external analysis plays a vital role in business strategy

development. It enables organizations to remain proactive rather than reactive in a constantly evolving

marketplace. By recognizing shifts early, companies can adapt their strategies, innovate, and maintain

competitive advantage.

Benefits of Early External Analysis

Some key benefits of conducting thorough environmental scanning and external analysis include:

Risk Mitigation: Identifying potential threats early reduces vulnerability to external shocks.1.

Opportunity Identification: Detecting emerging trends helps capitalize on new markets or2.

technologies.

Strategic Alignment: Ensures business strategies are aligned with external realities and3.

stakeholder expectations.

Resource Optimization: Guides better allocation of resources toward promising initiatives.4.

Competitive Intelligence: Provides insights into competitors’ strengths and weaknesses.5.



Integrating External Analysis into Strategic Planning

The insights gained from the first part of an external analysis must be integrated into the broader

strategic planning process. This integration ensures that business objectives and tactics are aligned

with external market conditions, enhancing the likelihood of success and long-term sustainability.

Linking External Analysis to Strategy Formulation

External analysis informs the strategic formulation phase by highlighting the external factors that can

impact strategic choices. Organizations use this information to define goals, evaluate strategic options,

and prioritize initiatives that leverage external opportunities or address threats. It also helps in scenario

planning to prepare for various possible futures.

Continuous Monitoring and Updating

Because external environments are dynamic, external analysis is not a one-time activity. Continuous

environmental scanning and periodic updates to the analysis are necessary to maintain strategic

relevance. This ongoing process allows companies to remain agile and responsive to rapid changes in

the business landscape.

Frequently Asked Questions

What is the first part of an external analysis?

The first part of an external analysis is to conduct an environmental scan to identify external factors

that can impact the organization.



Why is identifying opportunities and threats important in the first part

of an external analysis?

Identifying opportunities and threats helps organizations understand external conditions that could

affect their performance, enabling strategic planning.

What tools are commonly used in the first part of an external

analysis?

Common tools include PESTEL analysis, SWOT analysis, and Porter’s Five Forces to assess political,

economic, social, technological, environmental, and legal factors.

How does the first part of an external analysis affect business

strategy?

It provides insights into the external environment, helping businesses adapt their strategies to leverage

opportunities and mitigate threats.

What role does market research play in the first part of an external

analysis?

Market research provides data on customer needs, competitors, and industry trends, forming the basis

for identifying external factors.

Is competitor analysis part of the first step in an external analysis?

Yes, competitor analysis is a crucial component of the initial external analysis to understand

competitive dynamics.

How often should the first part of an external analysis be conducted?

It should be conducted regularly, such as annually or whenever significant market changes occur, to



keep strategies relevant.

Can the first part of an external analysis influence internal decision-

making?

Absolutely, insights gained from the external analysis inform internal decisions by highlighting external

pressures and opportunities.

Additional Resources

1. Understanding External Analysis: Foundations and Frameworks

This book introduces the fundamental concepts of external analysis in strategic management. It covers

key frameworks such as PESTEL and Porter’s Five Forces, helping readers grasp how external factors

influence business environments. The text is ideal for beginners aiming to build a strong analytical

foundation.

2. Scanning the Business Environment: Techniques and Tools

Focused on the practical aspects of environmental scanning, this book guides readers through various

techniques to identify and monitor external trends. It emphasizes the importance of data collection and

interpretation in forming strategic insights. Case studies illustrate how companies successfully detect

and adapt to external changes.

3. Market Analysis and Competitive Intelligence

This title delves into the initial steps of external analysis, particularly analyzing market dynamics and

competitor behavior. Readers learn how to gather and assess competitive intelligence to anticipate

market shifts. The book provides actionable strategies for maintaining a competitive edge.

4. Strategic Environmental Analysis: Concepts and Applications

Offering a comprehensive look at environmental analysis, this book explains how to assess political,

economic, social, technological, environmental, and legal factors. It stresses the role of such analysis

in strategic decision-making and long-term planning. Practical examples demonstrate the application of



these concepts in various industries.

5. External Analysis for Business Success

This book highlights the critical importance of external analysis as the first step in strategic planning. It

discusses how businesses can identify opportunities and threats in their external environment. Readers

gain insights into aligning organizational strategy with external realities.

6. PESTEL Analysis: A Guide to External Environmental Scanning

Dedicated to the PESTEL framework, this book provides a detailed explanation of each factor

influencing businesses externally. It teaches readers how to conduct thorough environmental scans

using this model. The guide includes templates and checklists for practical use.

7. Porter’s Five Forces and Industry Analysis

This book explores Michael Porter’s Five Forces model as a tool for external analysis. It demonstrates

how to evaluate industry competitiveness and profitability potential. Readers are equipped with

methods to analyze supplier power, buyer power, rivalry, threats of substitution, and new entrants.

8. Global Trends and Their Impact on Business Strategy

Focusing on the first step of external analysis, this book examines how global trends shape business

environments. It covers topics such as globalization, technological advances, and socio-political

changes. The text helps readers understand the broader context affecting strategic choices.

9. Environmental Scanning in the Age of Big Data

This contemporary book addresses the evolving methods of external analysis using big data and

analytics. It guides readers on leveraging data-driven tools to conduct more precise and timely

environmental scans. The book also discusses challenges and ethical considerations in data use.
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