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ABSTRACT

An Investigation of the South African Operating Environment for Agribusinesses

by
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Degree : MCom (Agricultural Economics)
Department Agricultural Economics, Extension and Rural Development
Supervisor Doctor Daniel du P.S. Jordaan

Co-supervisor : Professor André Louw

Businesses can no longer confine themselves to only focusing on the factors in the internal
environment that are to a certain degree controllable. Constant changes within the operating
environment expose businesses to operating within an unpredictable environment
(uncontrollable factors). Two concepts explain the high unpredictability, namely VUCA
(Volatility, Uncertainty, Complexity, and Ambiguity) and TUNA (Turbulence, Uncertainty,
Novelty, and Ambiguity). The focus in this study is on the VUCA phenomenon.

The business environment is built on the phrase “survival of the fittest” — only businesses that
can manage exposure to an unpredictable environment will be able to gain a competitive
advantage and continue business operations in the future. This study investigates the operating
environment for S83outh African agribusinesses using environmental scanning approaches to
provide a granular view of the elements that constitute the environment for agribusinesses.
Therefore, the theory of causality — what causes the things and why — is extremely important
to consider when wishing to make informed strategic and operational decisions and ensuring

that a competitive advantage can be achieved.

This study aims to answer two main questions. Firstly, why does the agricultural industry need
to have the ability to prioritise the external factors of the agri-operating environment?

Secondly, why is it crucial to stay on track with the improvements in policies, the trends in the
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economy, the continuous upskilling, the latest advanced technology, rules and regulations, and

financial factors?

Various events influence the activities in agriculture. The magnitude and nature of disruptive
events vary from producer to producer, business to business, producer to business, and from
province to province. Therefore, risks and uncertainties impact on the outcome of business
activities, as these variables can change the priorities of a business, rapidly. Charles Darwin
stated, “It is not the strongest species that survive, nor the most intelligent, but the most
responsive to change” (Raoof, 2017). This dissertation builds on a PESTEL Analysis
Framework that will consist of specific criteria to measure and determine the need for setting
priorities to ultimately improve the agri-operating environment. ldentifying external factors
determines how producers and agribusinesses can position their operations, as well as the
decision-making process, for the continuous growth and success in the agri-operating

environment.

The study questionnaire was validated by several key informants with expertise in the
agricultural environment of South Africa. Shortcomings in the data captured were observed
and suggestions were made as to how the questionnaire could be improved to better establish
the credibility of the data being captured. It was crucial to benchmark established priority
reports that provided an outlook of the agricultural sector. The PESTEL Analysis Framework
(which is developed into an annual report) will be compared with these reports, illustrating the

differences as well as similarities that exist between reports.

It is recommended that the PESTEL Analysis Framework should be conducted annually for
producers and agribusinesses in South Africa. The reason is that this report is unique, compared
with established reports. Different groupings of the data can be arranged to investigate whether
the overall top 15 essential priorities would differ when considering groupings such as
identifying priorities for different role players within the agribusiness, comparing micro- and
large-scale agribusinesses, and whether the geographic area would potentially change the
priorities. The essence of the dissertation is that setting essential priorities would mitigate the
exposure to disruptive events, businesses would be in the position to make better strategic and
operational decisions, and that implementing change management tools as the PESTEL
Analysis Framework could assist businesses to adapt to the changing VUCA agri-operating

environment.
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CHAPTER 1:
INTRODUCTION

11 BACKGROUND

Modernisation of the economy rapidly developed agriculture globally (Jayne, et al., 2010). The
agricultural landscape has significantly changed as prominent factors have shaped the operating
structures of agribusinesses on a global scale. The two forces of globalisation and technology
impact on countless parts of the development in the agricultural landscape. Globalisation has
created a platform to market products and/or services, not only to the local or neighbouring
countries but also on a global scale. This defines an improvement in time, free trade and the
spread of products, capital, transfer of knowledge and skills, information, and job opportunities
across national borders (Velocity Global, 2022). Furthermore, the improvement in digital
globalisation has led to businesses interacting within split-seconds and in real time, creating
collaborative networks, and integrating operations (Luo, 2021). This has contributed to the
development of implementing advanced technologies such as GPS, mobile apps, and drones
that significantly improve the performance and sustainability of the agri-operating environment
(Born, et al., 2021). The continuous business development and interconnectedness on the
global, regional, and national levels place emphasis on planning, coordinating, adapting and
implementing existing and/or new strategies, tools and frameworks that will ensure value is

being created and captured for the agri-operating environment (Rachinger, et al., 2019).

This study seeks to illustrate how important it is for producers and agribusinesses to understand
their internal businesses, as well as their operating environments, as the world continues to
evolve rapidly and is becoming increasingly complex and hostile. According to Bernstein
(2013), quoting Kallie Schoeman, a mega-scale farmer from South Africa, farming is a long-
term investment and any producer or business in the agricultural operating environment must
“get bigger, get better, or get out”. This argues for the importance of investigating the need to
set priorities within the agri-operating environment of South Africa.

To achieve long-lived goals of business operations and to simultaneously determine the nature

of causality, the business must observe and implement a continuous environmental scan of the

1
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operating environment. Using environmental scanning approaches provide a granular view of
the elements that constitute the environment in which agribusinesses operate. An
environmental scan focuses on the current and future state of the environment that guides a
business to gather relevant information of the operating environment (Duan, et al., 2020). It
further assists the business to gain a comprehensive overview by obtaining data from the
operating environment, which enables a business to successfully manage the strategic and
operational decision-making processes (Miles, 1997). To strengthen the environmental scan, a
PESTEL Analysis Framework is constructed within this study, which allows a business to

identify external factors within the operating environment.

1.2 RESEARCH PROBLEM

This study develops a systematic, quantified, country-level, multi-stakeholder baseline
environmental scan for producers and agribusinesses. Businesses often tend to focus more on
the internal (controllable) factors that impact on the business operations, such as human
resources, production efficiency, marketing, corporate image, the organisational structure,
brand equity, and task executions (Mageplaza, 2022). However, the external (uncontrollable)
factors are equally important to take into consideration, as these factors have a profound

influence on business operations (Pulka, et al., 2021).

Interrelationships exist between the (1) systematic environmental scan, (2) a well-developed
strategic plan, (3) and the VUCA (volatile, uncertain, complex, and ambiguous) phenomenon.
This forces producers and agribusinesses to pro-actively introduce tools and frameworks
(which will be discussed in depth in the following chapters) to ensure the success of business
operations, as well as the strategic and operational decision-making process.

Since the business environment is constantly developing, challenges arise in the agri-operating

environment. The three specific problems are (Mikhno, et al., 2021):

1) Producers and agribusinesses do not always comprehensively understand the need to
implement appropriate tools and frameworks to assist in making informed strategic and
operational decisions that will potentially improve the ability to manage the exposure

to external factors in the agri-operating environment more effectively.

2
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2) Producers and agribusinesses largely base decisions on the internal, controllable factors
where the business feels comfortable operating, instead of also focusing on and
including the external factors that could tremendously impact on the business
operations (Mageplaza, 2022).

3) There is no applicable platform for assessing and measuring the importance and
urgency of the external factors, on a provincial basis, that influence the agri-operating

environment in South Africa.

In South Africa, there is no clearly defined platform that supports producers and agribusinesses
to identify and prioritise the external factors that influence their agri-operating environment,
and which is based on specific role players within the business, the business turnover, size,
magnitude, and geographic area (the nine provinces). Creating this platform will provide
insight and enable businesses to interpret and adapt more effectively to changes and disruptive
events occurring within the agri-operating environment (Lazenby & Ehlers, 2019b). Being
exposed to the VUCA phenomenon requires agribusiness to establish priorities and trends to
address the impacts of the external factors on the outcomes of the business operations.

1.2.1 The difference between a priority and trend

e Definition of a priority

A priority is seen as a condition that is treated first because the condition is ranked as important
and urgent (Howes, 2022). Setting priorities will guide producers and agribusinesses in the
appropriate direction to make informed strategic and operational decisions, based on the
external factors identified as an essential priority (Borghetti, et al., 2020).

e Definition of a trend

A trend identifies the progress or movement over a specific time frame, such as weather
patterns, prices, and production, that vary over a period. This means that historical data and
statistical analysis of certain specific criteria or variables are mapped (Husnayain, et al., 2020).
This supports producers and agribusinesses to extrapolate current trends and to identify and

attempt to predict the future, based on historical trends (Chron Contributor, 2022).
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Reports that identify priorities within the operating environment have previously been

published. These reports, amongst others, are as follows:

e Agribusiness Outlook Report (AGRA, 2022)

e Annual World Economic Forum Global Risks report (WEF, 2022)
e Agbiz Agribusiness Confidence Index Report (Sihlobo, 2022)

e Global Competitiveness Report (WEF, 2020)

e Agribusiness Agenda (KPMG, 2021).

However, these reports capture priorities and/or trends on a global and regional level, and not
on a national level. It is also important that producers and agribusinesses take cognisance of
the global, regional and national level external factors which specifically impact their agri-

operating environment.

1.3 RESEARCH OBJECTIVES

The overall objectives of this study would be addressed by constructing a PESTEL Analysis
Framework that will characterise and formalise the essential priorities for the agri-operating

environment in South Africa on a continuous basis.

The specific objectives were set out as follows:

I.  This study sought to provide an understanding of how it would be beneficial for
producers and agribusinesses to consider setting priorities within the agri-operating
environment that would enhance the business operations.

Il.  This study endeavours to generate criteria and a PESTEL Analysis Framework that
can define the top 15 essential agricultural priorities for each province in South
Africa over a specific period or timeframe.

1. This study aims to contribute to the growth and sustainability of the agri-operating
environment in South Africa by identifying and setting priorities for the external

factors that influence the business operations.
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IV.  This study endeavours to facilitate the assessment of how the process of identifying
and setting priorities could lead to improved strategic and operational decision-

making by producers and agribusinesses.

These four objectives will be addressed in detail in the respective chapters of this study.

14 RESEARCH PROPOSITIONS

The premise of the three research propositions argues that producers and agribusinesses must
react pro-actively to the external factors that influence their operating environment to enable

the business to make strategic and operational decisions.

The following propositions will be addressed:

Proposition 1 — More attention must be given to the external environment, as producers and
agribusinesses are exposed to and operate in a VUCA environment. The VUCA environment
generates an acute challenge for businesses in managing their operations because of factors
such as intergenerational handoffs, constant changing consumer preferences, and global
demographic shifts, which add fuel to the VUCA ‘fire’ (Millar, et al., 2018). The reason for
the shift towards focusing more on the external environment is attributable to businesses not
having full control over these factors (MBA Knowledge Base, 2022). Agribusinesses need to
orchestrate innovative structures that will assist them to manage and adapt to the related VUCA
fire in the business world. The examination of this proposition is also a vital component of this
study’s conceptual framework for the external factors that impact on the business operations.
This proposition is investigated in Chapter 2, which considers the continuous development of

business operations.

Proposition 2 — The perceived priorities of the operating environments for different categories
of agribusinesses vary significantly. Agribusinesses must identify and assess the factors that
influence their business operations to construct priority-setting (Fleurence & Torgerson, 2004).
Constructing priority setting will assist in organising the factors that are most urgent for the
agribusiness and in allowing sound decisions to be implemented to reduce the cost of
uncertainty (Indeed, 2022). Furthermore, the priorities will differ according to the geographic

location. Priorities in Limpopo will differ when compared with the priorities in Eastern Cape,
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Western Cape, and Kwa-Zulu Natal because of factors such as variations in rainfall,
temperature, and droughts (van Niekerk, 2022). Another category is the size of the
agribusiness, as a priority for a small business differs compared with that of a large business
(Wilkinson, et al., 2021). This proposition is investigated partly in Chapter 3 and partly in

Chapter 4, which provides a detailed discussion of the different categories of agribusinesses.

Proposition 3 — The operating environment for South African agribusinesses comprises a
mosaic of PESTEL factors that vary in importance. The PESTEL Analysis Framework assists
in analysing and identifying the external factors to ensure that an agribusiness can recognise
risks and vulnerabilities within their external operating environment (Zhiyong, 2017). This
framework represents six categories, namely Political, Economic, Social, Technological,
Environmental, and Legal factors. Under each category there are various sub-categories that
vary in importance for the agribusiness (Masih, et al.,, 2019). The PESTEL Analysis
Framework is a vital tool that is used to gather and analyse the data based on the importance
of each factor that influences the operations and strategic decisions of the agribusiness. This
proposition is investigated partly in Chapter 3 and 4 and partly in Chapter 5, which provides a
detailed discussion and assessment of the different sub-categories that can be seen as priorities

for agribusinesses.

These propositions have been articulated to contextualise the arguments in this study. Each

proposition will be discussed in the respective chapters of this study.

1.5 THE COMPETITIVE LANDSCAPE

The environment in which agribusinesses operate is ever-changing (Kohnova, et al., 2019).
Worldwide, the competitive landscape has changed significantly, compared with previous
years, and the way of doing business in the past does not guarantee the success of the business
in the future (Graupner, et al., 2011). Daily, the competency of operating is growing fiercer,
and agribusinesses need to alter their operations because of the volatility and uncertainty of the
future (Lazenby & Ehlers, 2019b). It is imperative that self-directed learning is exercised, as
more complexities arise for businesses in performing significantly within their competitive
landscape. Tough (1971) describes self-directed learning as the “major, highly deliberate effort

to gain certain knowledge and skill (or to change in some other way)”.
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Moreover, the founder and chairman of the World Economic Forum, Klaus Schwab, defines
the fourth industrial revolution as the movement of the digital domains. The development of
the digital domain has moved from an “offline” to an “online” reality where businesses
worldwide are connected through new advanced technologies (Xu, et al., 2018). Businesses
that implement and manage new advanced technologies within their competitive landscape
have a better chance of surviving in the volatile, uncertain future (Lazenby & Ehlers, 2019b).
This survival is attributable to receiving more amounts of accurate and reliable information at
a faster pace, where a greater depth of data can be collected and analysed, utilising artificial
intelligence to one’s advantage, as well as 3D printing and the use of the World Wide Web
(Internet of Things) (Schendel, 1995).

1.5.1 1AD Framework

The accelerating uncertainty in the business environment motivates the need to adapt the
business operations as changes occur (Gupta & Bose, 2019). This accentuates the importance
of setting priorities to act and react to internal and external factors that influence the operating
environment (Nguyena, et al., 2019). Businesses can incorporate the Institutional Analysis and
Development (IAD) framework, which will support a business to accomplish their goals and
specific outcomes (OCSDNet, 2022). The focus of this framework is to support the interaction
of various explanatory factors that influence the business operations of the actors (producers

and agribusinesses) and their ability to adapt to the “rules of the game” (McGinnis, 2011).

The action domain in the IAD framework has four factors that are intertwined, namely (1)
institutions, (2) actors, (3) activities, and (4) outcomes. The institutions, actors and activities
are affected by the environment in which the business operates. The relationship and
interactions among these three factors lead to specific outcomes that further influence the
environment (OCSDNet, 2022). This implies that the action domain is embedded into the
environment, as seen in Figure 1-1 below. The environment has three factors, namely (1)
physical infrastructure, (2) socioeconomics, and (3) policy and governance factors (Dorward
& Omamo, 2009).
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Figure 1-1: IAD Framework
Source: Dorward & Omamo (2009)

Figure 1-1 above illustrates the competitive landscape that producers and agribusinesses
operate in. The unpredictable fourth industrial revolution (Xu, et al., 2018) led to the widely
used phenomenon of the “VUCA environment”, which is incorporated within the competitive
landscape (Lazenby & Ehlers, 2019b).

1.5.2 The VUCA environment

Volatility — Volatility in statistical terms is quantified by the variance and standard deviation.
A broad spread (wide variance) in the dataset creates uncertainty, the opposite is also true as a
smaller spread (narrow variance) creates less uncertainty. This demonstrates that volatility
measures the extent and magnitude of change (Mack & Khare, 2016). The unpredictability
rising in the current business world shows how prominent it is for businesses to understand
their exposure to volatility in the market (Almasi & Enke, 2014). Volatility is a substantial
element of agriculture. Since 2006, food price volatility gained significant attention as the

increase in the price for crude oil led to higher prices for agricultural commodities due to
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biofuels used in agricultural production (Dahl, et al., 2020). The G20 Agricultural Ministers
implemented the “Action Plan on food price volatility and agriculture’ to effectively manage

volatility in the agricultural sector (Ministerial Declaration, 2011).

Uncertainty — Businesses cannot accurately predict the future, as uncertainty exists in the
market. Uncertainty is defined as having imperfect knowledge (Hardaker, 2015) and is linked
with other terms such as imprecision, vagueness, indeterminacy, and ambiguity (Beven, 2018).
Uncertainty also links with external factors, as managers cannot control these factors in the
agricultural sector, such as the Russia-Ukraine war. Both Russia and Ukraine are net exporters
of wheat. These disruptive actions led to a 60 percent price increase for wheat in Africa, as well
as causing other global prices to soar (crude oil and sunflower oil) (Tasamba, 2022). Other
external factors include climate change, fluctuations in the market, and policy changes
(Mittenzwei, et al., 2017).

Complexity — The new competitive landscape requires businesses to develop an understanding
of the ever-changing business environment. This can be challenging and complex, as various
factors influence the decision-making and implementing process. Information is no longer
confined within businesses, while technological advancements are rising, and the performances
of businesses are non-negotiable (Tain, 2019). In the 21% century, businesses are operating
globally and in open markets. This strengthens the pressure of competencies, flexibility, and
adaptive structures (Bohorquez Arévalo & Espinosa, 2015). To manage complexities, self-
organisation (also known as the self-directed learning) must be applied so that businesses can
co-evolve through transitions (Mitleton-Kelly, 2011). Biodiversity is a major complexity that
producers and agribusinesses face within the agricultural sector. Agriculture is the main driver
that contributes to biodiversity loss that is attributable to the intensification of agricultural
practices. This affects the ecosystem and species that play a significant role for agricultural
production (Gonthier, 2014). Evelien M. de Olde argues that moral agricultural complexities
can be overcome by implementing corporate social responsibilities (CSR) initiatives (de Olde
& Valentinov, 2019).

Ambiguity — The term “ambiguity” can be described as representing an event that has multiple
ways of being interpreted, which can result in a lack of clarity (Lazenby, 2018). While

businesses in the past easily developed and executed their business plans, operating in the 21
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century is not as straightforward as it was in the past because of the ever-changing environment
(Lazenby & Ehlers, 2019b).

This showcases the point that the VUCA environment impacts tremendously on the ever-
changing business environment. The dynamic exploration of the VUCA phenomenon supports
businesses to identify and react to the complex turmoil of the modern business world and to
enable the businesses to position themselves within the new competitive landscape (Bartscht,
2015). Subsequently, the competitive landscape that illustrates the VUCA phenomenon and the
IAD framework are valuable concepts that define the business operating environment.
Producers and agribusinesses must be willing to adapt and allocate time to examine the external

factors that influence the business operations and decision-making process.

1.6 OUTLINE

This dissertation comprises six chapters. The first chapter provides the background and outline
for the study. The second chapter provides an overview of the literature related to the agri-
operating environment, and of how the environment influences the business functions and
performance on the global, regional, and national levels. The third chapter emphasises how
disruptive events, risks, and uncertainties progressively impact on business operations. This
chapter further builds on incorporating scenario planning that enables the implementation of
change management arising from businesses being exposed to the VUCA environment. The
PESTEL Analysis Framework is developed to allow a business to set priorities according to
sub-categories identified within the framework — specifically focusing on agriculture. The
fourth chapter provides a framework derived from Chapter 3 to capture how setting essential
priorities could benefit producers and agribusiness in the agri-operating environment. The fifth
chapter evaluates the data captured in Chapter 4 by reducing the external factors to the top 15
essential priorities as well as different groupings to consider whether priorities remain in the
same position. The sixth and final chapter describes the shortcomings found in the data,
comments on how the implementation of the PESTEL Analysis Framework differs as
compared with other established priority reports, and provides recommendations for improving

the need for setting priorities, as well as for further research.
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CHAPTER 2:
THE IMPORTANCE OF THE BUSINESS OPERATING ENVIRONMENT

The continuous modification and review of internal factors and priorities are required in a
constantly changing and turbulent external environment (Kennerley & Neely, 2003). Robert
Duncan, author of “Characteristics of Organizational Environments and Perceived
Environmental Uncertainty”, has mentioned that the single most substantial influence on a
business strategy comprises the inside and outside environments of the business (Duncan,
1972).

The primary purpose of this chapter is to review the importance and relevance of the internal
and external environments and the causal effects on the business operating environment, as
well as the business model that may be adopted. The domain for the theoretical framework is
built on the four circles that determine why a business must prioritise their environment and to
recognise the strong relationship that exists between the functions and performance of a
business. Furthermore, this chapter will highlight the uniqueness and capital requirements of

the agribusiness sector and why it is crucial to understand the agri-operating environment.

2.1  OPERATING ENVIRONMENT

Businesses would enjoy operating in an environment where a business could maintain the
business plan, produce at an optimal level, with minimum costs, and have control over their
entire business, with minimal changes (NDSU, 2022). This is theoretically the ideal
environment to operate in, as the business establishes a level of security over their internal
environment. To increase productivity, efficiency and effectiveness in the internal
environment, the business must be willing to adapt and ensure a conducive working
environment for their employees (Raziq & Maulabakhsh, 2015). Thomas H. Davenport wrote
in his book, “Working Knowledge: How organisations manage what they know”, that the heart
of a business is determined on how it functions (Davenport & Prusak, 1998). This emphasises
the importance of constantly improving and sustaining the internal (controllable) environment
of the business (Deloitte, 2022). However, not only should endeavours be made by businesses

to control their internal environment, but they should also explore ways to adapt to the external
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(uncontrollable) environment (Surbhi, 2022). Determining these external factors can create

both new opportunities and threats to the agri-operating environment (Wanjiru, et al., 2019).

2.1.1 Comparison between the internal and external environments

In Table 2-1 below, a comparison is made between the internal and external environments.

Table 2-1: Internal and external environments

INTERNAL EXTERNAL
COMPARISON ENVIRONMENT ENVIRONMENT
Nature Controllable factors Uncontrollable factors
Consists of Strengths and weaknesses Opportunities and threats
. All th in ratin
Impacts on The business only All the businesses operating
in this sector
. . The growth, expansion,
Bearing on The. t?usmess functlon.s, reputation, and survival of
decisions, and strategies i
the business
Predictability Relative high level of High level of uncertainty
predictability

Source: Surbhi (2022)

2.2 INTERNAL ENVIRONMENT

Gaining internal control provides support to producers and agribusiness to ensure that their
objectives, components, and organisational structure (variables of the internal relationship
cube) are linked to improve the overall performance (Passett, et al., 2018). Figure 2-1 below
depicts the direct relationship that is needed to ensure the success of the internal business
environment. The columns in Figure 2-1 represent the objectives, namely the operations,
reporting and compliance of the business. The rows represent the components that are needed
to achieve the objectives of the business (COSO, 2013). Lastly, the organisational structure is
represented on the right-hand side, which provides the different business units that the business
can implement to fulfil their specific needs. A combination of the structures can be formed to
strengthen the internal business operations. The different organisational structures, among
various other structures, include the functional structure — grouped according to the specified

function such as financial department, marketing department, and human resource department,
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and divisional structure — and indicates the activities of the business performed in different

geographical areas (Ahmady, et al., 2016).

&
Control Environment ’ﬁ
BT
e Jp

Figure 2-1: Internal relationship cube
Source: COSO (2013)

Furthermore, a study conducted by Bain & Company identified the point that 65% of 960
global executives argue that setting strategic direction provides a high level of satisfaction
(Lazenby & Ehlers, 2019a). This is achieved through developing and incorporating a vision
statement, strategic intent, and mission statement that could enable the success of functioning

within a turbulent VUCA environment.

Vision statement — This focuses on the question “what the business wants to become in the
future”. This indicates a road map and view of the business in the future (Gulati, et al., 2016).

Strategic intent — The strategic intent provides agribusinesses with a sense of direction and
purpose. It creates urgency by setting predominant, ambitious goals that stretch agribusinesses
and focus on the achievement of long-term goals. It also represents the basis for resource
allocation and drives strategic decision making (Mariadoss, et al., 2014). It can be challenging
for agribusinesses to reach their goals, as well as ensuring the commitment by all the employees
and their personal efforts. Therefore, it is important that the strategic intent should effectively
pervade the entire workforce and that the workforce believes that the products or services could

win.
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Mission statement — This focuses on the question “what is our business”. This statement is
often derived from the vision or strategic intent, and has four focus areas, namely the purpose;
the business’s strategy in terms of the nature of the business; the behaviour standards and

culture of the business; and the moral principles, beliefs and values (Lazenby & Ehlers, 2019b).

Furthermore, in line with strategic directions, is the ability to maintain stability within the
business. This can be accomplished through coordination and interrelationships with
employees, consumers, suppliers, and competitors, sharing relevant information and
management style (Zinovieva, 2016). This emphasises the urgency among producers and
agribusinesses to ensure that business operations, as well as strategic and operational decision-

making processes, can be achieved at an optimal level.

2.2.1 Coordination of activities

Supply chain coordination and interdependencies connect each stage of the chain, and each
actor is sequentially dependent on the performance of the previous actor. This ensures the
effective flow of the products and payments from the point of origin, up to where the
customers purchase the products (Arshinder & Deshmukh, 2008). The sharp increase in
demand for purchasing goods and services from all over the world indicates the rapid
transformations in supply chains. This transformation implies a shift from supplier-driven
chains (push process) to buyer-driven chains (pull process), which is attributable to the
increased availability of real time information, combined with advanced technologies
(Rachinger, et al., 2019). This supports the need for producers and agribusiness to understand
the agri-operating environment to better enable the businesses to respond to the transformation.
Figure 2-2 below indicates the shift.
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Figure 2-2: Push and pull process
Source: LEK 788 (2021)

2.2.2 Porter’s Value Chain

The main purpose of a business is to generate an acceptable profit and return on assets through
the sales of the products and services that the business provides (Osterwalder & Pigneur, 2011).
Milton Friedman, a prominent American economist, claimed that businesses only have one
specific social responsibility, “to use its resources and engage in activities designed to increase
its profits so long as it stays within the rules of the game, which is to say, engages in open and
free competition, without deception or fraud” (Friedman, 1982). However, the purpose of a
business has shifted in the 21% century (Xu, et al., 2018). Businesses exist not only to generate
a profit, but also to create value for their customers, as a business cannot function without any
customers (Lim, 2022). This emphasises that society is the single, most significant part, as
businesses aim to provide products and services that will benefit the society, essentially

creating value for the customers (Hollensbe, et al., 2014).

Michael Porter developed the “value chain analysis” (VCA) concept that supports businesses
to create value for customers (Flanagan, et al., 2018). The value refers to the amount that
customers are willing to pay; the higher the values of products and services are, the higher the
willingness to pay would be (Lazenby & Ehlers, 2020a). The main purpose of the VCA is to
increase the value that is added to the products and services and to decrease business expenses
to ultimately gain a competitive advantage (Simatupang, et al., 2017).

Moreover, the VCA is grouped into two categories, namely the primary and secondary

activities. The primary activities involve the activities that are linked directly to the product
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and services that are provided to the customers (Koc & Bozdag, 2017). The secondary activities
support the primary activities throughout the process with various functions of the business
(see Figure 2-3 below) (Flanagan, et al., 2018). This illustrates the point that the VCA
comprises a series of activities that range from the supplier to the customer (Ruan, 2020).

Porter's value chain
Firm infrastructure \
Support or
secondary Human resource management \
value
activities Technology development \
Procurement \
Inbound Operations Outbound | Marketing Service
logistics pe logistics and sales
\ J

v
Primary value activities

Figure 2-3: Value chain analysis

Source: Kaplan Financial (2022)

Both the primary and secondary activities are vital to implement to safeguard the success of
the business. Both sets of activities are required in a business and are interdependent, as
mentioned earlier. Along with considering Porter’s VCA, businesses must decide to execute
horizontal or vertical integration for creating value and pursuing their business operations. The

difference between horizontal and vertical integration is discussed below.

Horizontal integration — This refers to achieving the goals set out between the people in the
departments that work on the same level of managerial hierarchy (Heeringa, et al., 2020). This
indicates that economic ties are formed to strengthen and align the business operations, such

as joint inputs and sales (Mutura, et al., 2015).

Vertical integration — This is achieved through linking people at various hierarchical levels
that merge into a single business operation to increase their market power (Mutura, et al., 2015).
Vertical integration is sub-divided into backward and forward integration, which is discussed

below.
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e Backward vertical integration — This involves gaining increased control or ownership of
the business’ suppliers. This is normally implemented when the current supplier of a
business is too costly, incapable of meeting the needs of the business, or unreliable when
providing parts, materials, or components (Oshodi, 2022). For example, a bakery that buys

the business of a wheat farm/processor.

e Forward vertical integration — This relates to gaining dominance over the retailer or
distributors. This is achieved when a business cuts out the retailers and distributors and
sells directly to the customers (Lin, 2014). For example, a producer selling his or her fruits

directly to the local stores, rather than using a distribution centre.

Both horizontal and vertical integration can support the success of further growth. A business
needs to decide which integration is best suited for its operations. Furthermore, Bulturbayevich
and Ismatullayevich (2021) argue that implementing vertical integration would lead to
modernisation, socio-economic development, and long-term growth, as well as improving

quality standards to an international level.

Producers and agribusinesses need to address the factors in the internal environment. Without
understanding the internal environment, the more challenging it will be to plan, respond, and
implement strategic and operational decisions, and to set essential priorities within the external

environment.

2.3 EXTERNAL ENVIRONMENT

A high level of interdependency exists between the internal and external environments. Figure
2-4 below indicates four circles within which producers and agribusiness operate to achieve
business performance and growth. These circles include the organisation, market, industry, and
operating environments (Olsen, 2016). The organisation is seen as the internal environment
(inner circle), and the market, industry, and operating environment are seen as comprising the

external environment (outside circles).
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Figure 2-4: Operating Environment
Source: Olsen (2016)

2.3.1 Organisation

As mentioned above, the organisation is seen as the ideal environment for businesses, as the
factors are controllable (Deloitte, 2022). These internal factors include the business model
being adopted, financial management, human resources, marketing, business plan, and
operations (Hove & Tarisai, 2013). This allows the business to focus on its strengths and
weaknesses, and creates space to develop internally.

2.3.2 Market

In the existing setting, the external factors influence the quality, efficiency, sustainability, and
feasibility of producers and agribusinesses (NDSU, 2022). Understanding the market
environment is essential for adapting to any changes. Customers strive to fulfil their wants and
needs. If their needs are not met, customers will turn to other businesses that can meet their

demands and needs (O'Connell, et al., 2014). This ultimately illustrates the importance of
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understanding the target market. Without having the knowledge of the customers and the target

market, the business is doomed to failure (Kotler & Keller, 2016a).

Moreover, businesses need to understand the market, whether the business is operating in a
niche or mass market. Charlene Walters, author of “Own Your Other” states that a niche market
is a specialised market that differentiates the business products from competitors and places
the business in the position to outrival the competition (Schooley, 2021). A mass market
produces goods and services on a larger scale, and competition is tight, as substitute products
exist (Coelho, et al., 2018). Therefore, to plan, adapt and react to any changes in the operating
market; businesses need to have the correct knowledge of their market to pursue appropriate
marketing strategies. Understanding the market is extremely important, as it directly influences
the inner circle in which producers and agribusinesses operate.

Lastly, the implementation and application of a business life cycle (BLC) principle, and the
stage where the business is positioned, will identify whether there is stagnation or growth.
Consequently, this situation determines whether producers and agribusiness react properly to
changes in their market. The four stages of the BLC comprise introduction, growth, maturity,
and decline (Lazenby & Ehlers, 2020c).

2.3.3 Industry

The industry environment is rapidly evolving. Consumers require the best products and well-
delivered services, and producers are constantly searching for new resources to improve their
products to fulfil the needs of current and future consumers. Communication channels have
improved tremendously, as individuals and businesses are able to communicate, worldwide,
within split seconds (Kotler & Keller, 2016b), and the speed of development, information and

intelligence has increased significantly during recent decades.

Michael Porter’s five forces industry model supports businesses to analyse the competitive
forces, namely “(1) bargaining power of suppliers (2) bargaining power of buyers (3) threat of
new entrants (4) degree of rivalry among existing competitors (5) threat of substitute products
or services” (Lazenby & Ehlers, 2020b). Under each force, there are components that

businesses need to examine extensively to be able to grasp the impact of a component on how
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attractive the industry is. This allows businesses to make strategic and operational decisions
(de Bruin, 2016).

2.3.4 Operating environment

The disruptive changes in the operating environment influence the performance and success
rate of producers and agribusinesses. To enable priority setting in the rapidly changing
operating environment, flexibility, adaptability and change management tools should be
incorporated into the business operations. The main reason to strive towards flexibility is
attributable to the underlying factors that directly impact on the operating environment (Gupta
& Bose, 2019). A global study on seed systems indicates that incorporating “regulatory
flexibility” addresses the needs of producers, as this encompasses rules and guidelines to
achieve long-term goals (Kuhlmann & Dey, 2021). Change management tools are discussed in
Chapter 3.

Furthermore, the operating environment is exposed to multiple factors that constantly change
owing to market volatility, fluctuations, and increased globalisation (Swartz & Kawajiri, 2019).
Chapter 3 will explore these factors by implementing the PESTEL Analysis Framework. This
framework can support producers and agribusinesses to set priorities according to the
opportunities and threats identified within the environment (Surbhi, 2022). This could lead to
business stability being obtained because of producers and agribusiness positioning a business
timeously to respond to these external factors that influence their operating environment
(Zinovieva, et al., 2016).

2.3.5 VUCA environment

Figure 2-4 above illustrates a distinct comparison that exists between the inner and outside
circles (Udoagwu, 2021). However, another outside circle can be added to Figure 2-4, namely
the “VUCA environment’. Businesses need to adapt their functions to tie in with the
competitive landscape that the business operates in. Including this circle can be justified, as
businesses operate in volatile, uncertain, complex, and ambiguous operating environments
(Bartscht, 2015). Therefore, adding the VUCA environment circle creates a conceptual

framework (see Figure 2-5 below), as a new model is created that businesses can use to identify
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and manage the turbulent agri-operating environment. The action domain and environment
(from the IAD Framework in Chapter 1) are concurrently influenced by the VUCA
environment. Therefore, the conceptual framework builds on the IAD Framework to strengthen

the importance of understanding the perceived operating environment.

Organisation

Market

Industry

Operating Environment

VUCA Environment

Figure 2-5: Conceptual framework of the operating environment

Source: Compiled by the Author

In conclusion, to successfully operate internally, a business must achieve the coordination of
activities, ensure that value is added along the value chain, and strive towards achieving the
vision, strategic intent, and mission of the business, as it would then be in the position to
respond to and control these factors. If this is successful, the business can set priorities
according to the external environment (market, industry, operating, and VUCA environment)
that influences the functionality and performance of the internal environment, and ensure that
consumer standards are met. The interrelated relationship between the internal and external
environments places emphasis on self-directed learning (as discussed in Chapter 1) being
implemented to gain knowledge and develop skills to pro-actively respond to the controllable

and, to a certain point, the uncontrollable events.
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24  THE RELATIONSHIP BETWEEN THE FUNCTIONS AND PERFORMANCE
OF BUSINESSES WITHIN THE OPERATING ENVIRONMENT

A strong relationship exists between the ability of a business to function and the ability of a
business to perform within the operating environment. This statement is justified through

various case studies discussed below, and occurs at global, regional, and national levels.
2.4.1 Global level

Firstly, in Indonesia, the dairy cattle milk cooperatives statistically calculated that, for
agribusinesses to function and perform outstandingly, a causal relationship is needed between
organisational learning and job satisfaction. This causal relationship (see Figure 2-6 below)
promotes market orientation and, ultimately, business achievement (Al Idrus, et al., 2018). The
acronyms are as follows: organisational learning (OL), job satisfaction (JS), market orientation
(MO), and business achievement (BA).

Figure 2-6: Causal relationship
Source: Al Idrus, et al. (2018)

Secondly, data items were gathered from 119 Romanian companies to determine the impacts
of the forces that influence the operating environment. These forces include failures in the
supply chain, cyber-attacks, hazardous events, loss of crucial employees, natural disasters such
as floods, drought and earthquakes, mismanagement, and risks and uncertainties in the
operating environment. The interviews concluded that a business continuity management plan
is needed to ensure that businesses can function and perform continuously in the future
(Paunescu, et al., 2018).
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Thirdly, a study conducted in Singapore identified the point that the inability of a business to
perform and execute activities is attributable to the manufacturers that neglected to include the
environmental factors in their business functions (Ward, et al., 1995). This supports the need
for setting priorities.

Fourthly, a questionnaire compiled on Nigerian companies (sample size of 150) concluded that
the performance of a business is significantly influenced by the external environment (the
outside circles) that disrupts the ability of the business to function effectively (Adeoye &
Elegunde, 2012). This emphasises the implementation of tools and frameworks that enable a

producer and agribusiness to prevent and respond to disruptive events.

Lastly, a study conducted on 207 manufacturing businesses in Australia (Prajogo, 2016)
concluded that businesses tend to focus on their internal factors (such as management, human
resources, and technological capabilities) because this environment is seen as the “comfort
zone” of businesses (Oke, et al., 2013). However, innovation is needed in both the internal and
external environments to ensure acceptable business performance (Prajogo, 2016). This
confirms the point that producers and agribusinesses place greater emphasis on the internal
factors than on the external factors owing to having more relevant information available — thus,
they prefer working with the known internal environment, rather than the unknown, volatile,

uncertain, complex, and ambiguous external environment (Corrocher & Zirulia, 2010).

The five case studies referred above were based on a global level. The case studies mentioned

below are based on a regional level.

2.4.2 Regional level

Researchers in Namibia conducted a survey with the focus on the question “Which key
management practices (functions) and activities seem to influence the effectiveness

(performance) of businesses in Namibia?”

After interviewing 54 businesses, the data highlighted four key aspects of the ability of a
business to function and to perform within the operating environment. These four key aspects

are (1) political influences, (2) risks of expressing opinions, (3) scarcity of skills and
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experience, and (4) the size of the economy and population (Ngwangwama, et al., 2019). Figure
2-7 below illustrates the key aspects that influence the operating environment in Namibia.

These aspects are linked with the PESTEL Analysis Framework in Chapter 3.
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Figure 2-7: Key aspects influencing the operating environment

Source: Ngwangwama, et al. (2019)

Furthermore, the Micro- and Small- to Medium-size Enterprises (MSME) in Zimbabwe are
struggling to perform in their operating environment. The survey of 50 MSME entrepreneurs
concluded that the MSMEs are not registered, there is little to no infrastructure, and they are
exposed to weather conditions such as rainfall and storms owing to working in the open
(Marunda & Marunda, 2014). This leads to poor revenues because the internal and external

operating environments are not conducive for the proper operation of the MSMEs.

Lastly, according to Zack et al. (2009), to achieve competitiveness and sustainability in a
turbulent operating environment, a business must focus on the performance of the business. A
research study of the Botswana Water Utilities Corporation concluded that the business
performance was measured in terms of employee attraction, customer fulfilment, quality

service, and employee retention (Mzwinila, et al., 2022). These factors form part of the non-
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financial aspects. However, it is also important to consider the financial aspects, such as profit

margins of the business and the return on investment(s) (Abusweilem & Abualoush, 2019).

2.4.3 National level

Following strategic planning practices comprises a fundamental part for any business, as this
assists to give strategic direction, supports strategic decisions, guides the business operations,
and supports the business to fulfil its functions and performance (Bryson, et al., 2018). The
Gauteng province of South Africa concluded that the MSMEs under study (based on 200
questionnaires) needed to implement strategic planning practices to perform in their turbulent
environment (Sandanda, et al., 2014). In addition, strategic planning will lead to improved

strategic decisions being taken.

Moreover, the Sekhukhune district in the Limpopo province identified five factors that enable
business performance and reduce the risk of failure, based on a study of 200 MSMEs. These
factors comprise finance, product and service, business location, government support, and
entrepreneurial characteristics (Garg & Phaahla, 2018). These factors are taken into
consideration in Chapter 3 and partly in Chapter 4 when analysing the study questionnaire,

which is based on the PESTEL Analysis Framework.

Beneke et al. (2016) argue that adaptability and competitiveness are two concepts that secure
business survival in the operating environment. To function and perform within the VUCA
environment, a business should understand its operating environment, industry, market, and
inner circle (refer to Figure 2-5 above). This underpins the implementation of a framework that
would prompt a business to adapt to changes within the internal and external environments, as
factors at the global, regional, and national levels influence the business operations and the

strategic and operational decision-making process.

2.5 OPERATING ENVIRONMENT OF SOUTH AFRICA

The cornerstone of South Africa’s operating environment is founded on the transition of the
constitutional democracy in 1994 (Suttner, 2014), followed by the term “rainbow nation”,

which is undertaken to describe the racial unity among various cultures, and the hope for a
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bright future (Handa, 2022). However, in the existing setting, inequality, poverty and
unemployment remain enormous challenges for the country. The National Development Plan
(NDP) of 2011/12 strives to address and eliminate these challenges by 2030 (Cumming, et al.,
2017).

The Gini Index represents the distribution of income, with zero being equal to perfect equality
and 100 being equal to perfect inequality (Trading Economics, 2022). South Africa was
reported as being at 63 in 2014 (World Bank, 2022), which ranks South Africa as one of the
most unequal countries in the world (IMF, 2022). Despite these challenges, South Africa still
provides a sophisticated operating environment for businesses on the global, regional, and

national levels.

A PESTEL Analysis Framework will be incorporated by this study to establish the current
issues in the agri-operating environment of South Africa. The ‘PESTEL’ acronym represents
six categories, namely the Political, Economic, Social, Technological, Environmental, and
Legal aspects of a country (Pan, et al., 2019). The PESTEL Analysis Framework is discussed
in detail in Chapter 3.

Implementing the framework will be valuable for producers and agribusinesses at the global,
regional, and national levels, as it enables strategic and operational decisions to be taken, based
on the economic performance of the country. As a result, South Africa could continue to
implement programmes to ensure the success of business functions and performance. These
programmes include the Agriculture and Agro-processing Master Plan (AAMP) for 2030,
which forms part of a priority plan that promotes sustainable growth in the agricultural sector
(namc, 2022). Secondly, the Broad-based Black Economic Empowerment (BBBEE)
programme, which aims to empower and uplift the South African economy by including
previously disadvantaged people (FundingHub, 2022). This programme also includes
AgriBEE, which promotes equitable access, participation, and employment of people from
different backgrounds, specifically aimed at the agricultural sector (DAFF, 2022). Thirdly, the
Department of Agriculture, Land Reform and Rural Development (DALRRD) aims to enhance
access to land and development in the rural communities (GOV.ZA, 2022). Lastly, the National
Development Plan (NDP) of 2030 (in 2011/12) aims to eliminate poverty and reduce inequality
(NPC, 2022).
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The factors mentioned above (among various others) all contribute to the state of the agri-
operating environment. By understanding the agri-operating environment, sound priorities can

be set to enable and improve strategic planning.

26  AGRI-OPERATING ENVIRONMENT

The agricultural sector must continue to manage their business operations, despite the
instability caused by the VUCA environment. Producers and agribusinesses operate in the
similar agri-operating environment; however, they have different needs — thus, emphasising
the point that priorities may differ between the producers and agribusinesses. Producers plan
their operations, which include the preparation for cropping, e.g. ploughing and planting of
crops, soil preparation, pesticides, the growth period and safeguarding the yield and quality of
the crop, the harvesting, and the storage of the crop (BYJU'S, 2022a). Agribusinesses need to
position their operations to and assist their clients, as well as ensuring that the interests of their
stakeholders are safeguarded (CFI Team, 2022).

An enabling environment, which includes policies, plays a significant role in making decisions
on investing in the agribusiness sector. The agri-operating environment of South Africa, as
compared with African countries such as Uganda, Kenya and Tanzania, has the best-defined
rule of law in Africa (Nicolai & Vincent, 2018). This is seen in Chapter 4 when analysing the
PESTEL Analysis Framework. An example of the rule of law includes the regulating of
property rights. Along with property rights comes security of tenure, and shareholders would
prefer to invest in South Africa, when compared with the African countries where property
rights enforcements are costly, challenging to implement, and have a lack of creditworthiness
because of mismanagement within government policies (Kraxberger, 2007). Accordingly,
gaining an understanding of the operating environment provides producers and agribusinesses

with knowledge to plan accordingly and achieve long-term goals.

2.6.1 Working capital turnover ratio

The nature of doing business in the agri-operating environment illustrates the point that profits
can be generated from annual crops to perennial crops that produce more than once in a year

(Zizlavsky, 2014). The environment faces obstacles, such as weather conditions, pests, climate
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change, foot and mouth disease, and droughts, that impact on production (Gaffneya, et al.,

2019). Subsequently, the production periods vary between farming activities, which also leads

to profits being generated within different timeframes. A producer who farms with

commaodities such as maize, wheat, soybeans, sorghum and cotton generates their profits within

one production season of a year (James, et al., 2010), while a producer who farms with

mangoes, lemons, oranges, grapes, macadamias, and pecans generates profits over a period of
10-25 years (Brar & Danyluk, 2018).

Capital is required for the continuity of performing the business activities (Pratama, et al.,

2020). Efficiency ratios determine the degree of effectively allocating available resources.

Agriculture is a long-term investment, with a relatively slow capital turnover ratio (Bernstein,

2013). Table 2-2 below indicates the differences between capital turnover ratio and working

capital turnover ratio.

Table 2-2: Difference between efficiency ratios

Efficiency Capital turnover ratio (1) Working capital turnover ratio (2)
ratios (1) (2)
Definition Determines how effectively the capital | Determines how efficient the ratio is
is utilised in the business. between the business turnover and
working capital. The working capital in
the denominator represents the current
assets, minus current liabilities.
Formula Capital Turnover Ratio Working Capital Turnover Ratio
_ Gross production value _ Net Sales
~ Average total capital employed ~ Working Capital
Explanation A high ratio illustrates a higher | A high ratio illustrates the efficient use
operative use of capital. and management of a business’s short-
term assets and liabilities.

Sources: Standard Bank (2017); Bintara (2020)

For this study, the focus will be placed on the working capital turnover ratio. Multiple case

studies illustrate how important the understanding and implementation of the concept of

working capital turnover ratio is within a business.

Firstly, a case study with a sample of 48 businesses’ financial statements for the period between

2015 and 2018 indicated that the working capital ratio, inventory turnover, and operational cost

ratio significantly impact on 16.5% of the business performance (Pratama, et al., 2020).
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Secondly, a research study on 14 food and beverage businesses between the period of 2014 and
2018 concluded that working capital turnover ratio and fixed assets turnover concurrently
affect the Return on Asset (ROA) (Puspita, et al., 2021). Lastly, a study of the period from
2016 to 2018 on consumer goods businesses on the Indonesia Stock Exchange (IDX) illustrates
the point that working capital turnover has an extensive impact on the business performance,
as well as on the results, with an R square value of 0.283 — indicating that 28.3% of the working

capital ratio, leverage, and revenue growth affect the ROA (Pardanawati, 2021).

Furthermore, it is imperative to understand the financial concepts attributable to the nature of
doing business and the working capital turnover ratio being lower within the agri-operating
environment. However, in 2020, the agri-operating environment was the best-performing
sector in terms of growth, which boasted a year-on-year growth rate of 13.1% (Standard Bank,
2022). This shows the resilience of the environment, as numerous industries were on the point
of collapsing because of the COVID-19 pandemic (Peng & Simpson-Bell, 2022). The
resilience of this industry shows the potential to yield great returns for both public and private

investments.

2.7 SUMMARY

Chapter 2 has discussed the importance of shifting the focus from the internal to the external
environment as businesses continue to accelerate business functions and performance in a
dynamic, turbulent world. This theme is supported by the consequences of the VUCA
phenomenon. To ensure the success of a business operating in a dynamic, turbulent world, the
business needs to prioritise and recognise the fact that the agri-operating environment is not
only influenced by the organisation itself, the market and the industry, but also by the VUCA

environment, which significantly influences the future and continuity of the business.

A further key dimension of this chapter is the point that producers and agribusinesses have
access to programmes to assist business development. However, the nature of the business is
that it remains a long-term investment and is constantly exposed to the VUCA environment.
Prioritising external factors would assist producers and agribusinesses to pla