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TEST PAPER 
ON

STRATEGIC ANALYSIS
EXTERNAL ENVIRONMENT



1. Explain briefly the primary activities that are grouped into five main activities under Value chain

analysis. (5)

2. Explain Porter’s five forces model as to how businesses can deal with the competition. (5)

3. Buyers of an industry’s products or services can sometimes exert considerable pressure on the

company. In the light of the five forces as propagated by Michael Porter, explain this force. Also

state as to when this leverage is evident. (5)

4. Examine the significance of KSFs (Key Success Factors) for competitive success. (5)

5. Explain the concept of Experience Curve and highlight its relevance in strategic management (5)

6. There are many companies in the market offering COVID vaccine. Analyse the product in terms of

threat of new entrants. (5)



1. Explain briefly the primary activities that are grouped into five main activities under Value chain analysis.
(5)



ANSWER:

1. Bargaining Power of Buyers is another force that influences the competitive condition of an industry. This
force becomes heavier depending on the possibility of buyers forming groups or cartels.

2. The bargaining power of the buyers influences not only the prices that the producer can charge but also
influences costs and investments of the producer. This is because powerful buyers usually bargain for
better services which involves more investment on the part of the producer.

3. Buyers of an industry's products or services can sometimes exert considerable pressure on existing firms
to secure lower prices or better services.

4. This leverage is particularly evident when –

i. Buyers have full knowledge of the source(s) of products and their substitutes. Thus, challenging the price
being charged by producers.

ii. They spend a lot of money on the industry's products i.e. they are big buyers. Thus, in a position to demand
favourable terms of contract.

iii. The industry's product is not perceived as critical to the buyer's needs and buyers are more concentrated
than firms supplying the product. They can easily switch to the substitutes available.



2. Explain Porter’s five forces model as to how businesses can deal with the competition. (5)



ANSWER:

Five forces model of Michael Porter is a powerful and widely used tool for systematically diagnosing the significant
competitive pressures in the market and assessing their strength and importance. The model holds that the state of
competition in an industry is a composite of competitive pressures operating in five areas of the overall market.

These five forces are:

1) Rivalry among current players: The rivalry among existing players is quite obvious. This is what is normally understood as
competition. For any player, the competitors influence strategic decisions at different strategic levels. The impact is
evident more at functional level in the prices being charged, advertising, and pressures on costs, product and so on.

2) Threat of new entrants: New entrants are always a powerful source of competition. The new capacity and product range
they bring in throw up new competitive pressure. And the bigger the new entrant, the more severe the competitive
effect. New entrants also place a limit on prices and affect the profitability of existing players.

3) Threats from substitutes: Substitute products are a latent source of competition in an industry. In many cases they
become a major constituent of competition. Substitute products offering a price advantage and/or performance
improvement to the consumer can drastically alter the competitive character of an industry. And they can bring it about
all of a sudden. For example, coir suffered at the hands of synthetic fibre. Wherever substantial investment in R&D is
taking place, threats from substitute products can be expected. Substitutes too usually limit the prices and profits in an
industry.



4. Bargaining power of customers: This is another force that influences the competitive condition of the industry. This
force will become heavier depending on the possibilities of the buyers forming groups or cartels. Mostly, this is a
phenomenon seen in industrial products. Quite often, users of industrial products come together formally or informally
and exert pressure on the producer. The bargaining power of the buyers influences not only the prices that the producer
can charge but also influences in many cases, costs and investments of the producer because powerful buyers usually
bargain for better services which involve costs and investment on the part of the producer.

5. Bargaining power of suppliers: Quite often suppliers, too, exercise considerable bargaining power over companies. The
more specialised the offering from the supplier, greater is his clout. And, if the suppliers are also limited in number, they
stand a still better chance to exhibit their bargaining power. The bargaining power of suppliers determines the cost of
raw materials and other inputs of the industry and, therefore, industry attractiveness and profitability.

The collective strength of five forces together determine industry attractiveness/profitability. This is so because these
forces influence the causes that underlie industry attractiveness/ profitability.



3. Buyers of an industry’s products or services can sometimes exert considerable pressure on the company. In
the light of the five forces as propagated by Michael Porter, explain this force. Also state as to when this
leverage is evident. (5)



ANSWER:

1. Bargaining Power of Buyers is another force that influences the competitive condition of an industry. This
force becomes heavier depending on the possibility of buyers forming groups or cartels.

2. The bargaining power of the buyers influences not only the prices that the producer can charge but also
influences costs and investments of the producer. This is because powerful buyers usually bargain for
better services which involves more investment on the part of the producer.

3. Buyers of an industry's products or services can sometimes exert considerable pressure on existing firms
to secure lower prices or better services.

4. This leverage is particularly evident when –

i. Buyers have full knowledge of the source(s) of products and their substitutes. Thus, challenging the price
being charged by producers.

ii. They spend a lot of money on the industry's products i.e. they are big buyers. Thus, in a position to demand
favourable terms of contract.

iii. The industry's product is not perceived as critical to the buyer's needs and buyers are more concentrated
than firms supplying the product. They can easily switch to the substitutes available.



4. Examine the significance of KSFs (Key Success Factors) for competitive success. (5)



ANSWER:

1. An industry’s Key Success Factors (KSFs) are those things that most affect industry members’ ability to
prosper in the marketplace - the particular strategy elements, product attributes, resources, competencies,
competitive capabilities, and business outcomes that spell the difference between profit and loss and,
ultimately, between competitive success or failure.

2. Key success factors are the prerequisites for industry success or, to put it another way, KSFs are the factors
that shape whether a company will be financially and competitively successful.

3. An organisation with perceptive understanding of industry KSFs can gain sustainable competitive advantage by
training its strategy on industry KSFs and devoting its energies to being distinctively better than rivals on one
or more of these factors.

4. Business organisations that stand out on a particular KSF enjoy a stronger market position for their, efforts-
being distinctively better than rivals on one or more key success factors presents a golden opportunity for
gaining competitive advantage.

5. Using the industry’s KSFs as cornerstones for the company’s strategy and trying to gain sustainable competitive
advantage by excelling at one particular KSF is a fruitful competitive strategy approach.

6. Key success factors vary from industry to industry and even from time to time within the same industry as
driving forces and competitive conditions change.



5. Explain the concept of Experience Curve and highlight its relevance in strategic management                        (5)



ANSWER:

1. Experience curve is based on the commonly observed phenomenon that unit costs decline as a firm accumulates
experience in terms of a cumulative volume of production.

2. The implication is that larger firms in an industry would tend to have lower unit costs as compared to those for
smaller companies, thereby gaining a competitive cost advantage.

3. Experience curve results from a variety of factors such as learning effects, economies of scale, product redesign and
technological improvements in production.

4. Experience curve has following features:

a. As business organisation grow, they gain experience.

b. Experience may provide an advantage over the competition. Experience is a key barrier to entry.

c. Large and successful organisation possess stronger “experience effect”.

d. As a business grows, it understands the complexities and benefits from its experiences.

5. The concept of experience curve is relevant for a number of areas in strategic management. For instance, experience
curve is considered a barrier for new firms contemplating entry in an industry & It is also used to build market share
and discourage competition.



6. There are many companies in the market offering COVID vaccine. Analyse the product in terms of threat of
new entrants. (5)



ANSWER:

1. There are three companies offering a vaccine for COVID-19 in India and a fourth company is awaiting
approval from authorities.

2. This product involves huge capital requirements and hence not every existing pharma company is likely to get
into the competition.

3. However, once approved for use, the entire world is the target market. This would lead to economies of
scale helping the company to recover the investments made.

4. The product differentiation is in terms of the low after effect of the vaccine and the effectiveness of the
vaccine in controlling COVID-19. Brand identity is becoming very important with people preferring
international brands compared to a home – grown company.

5. Factors like switching cost, access to distribution channels and possibility of aggressive retaliation do not
apply at present because governments across the world are controlling these factors and the vaccine has
not entered the phase of free competition.
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