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External Factor Evaluation

External Factor Evaluation (EFE) Matrix  allows strategists to summarize and evaluate economic, social, cultural,
demographic, environmental, political, governmental, legal, technological, and competitive information. Illustrated in
Table 311, the EFE Matrix can be developed in five steps:

1. List key external factors as identified in the externalaudit process. Include a total of from ten to twenty
factors, including both opportunities and threats affecting the firm and its industry. List the opportunities first
and then the threats. Be as specific as possible, using percentages, ratios, and comparative numbers whenever
possible.

2. Assign to each factor a weight that ranges from 0.0 (not important) to 1.0 (very important).  The weight
indicates the relative importance of that factor to being successful in the firm's industry. Opportunities often
receive higher weights than

An Example External Factor Evaluation Matrix for UST, Inc.
WEIGHTED

KEY EXTERNAL FACTORS     WEIGHT RATING SCORE

Opportunities
1. Global markets are practically untapped .15 1 .15
by smokeless tobacco market
2. Increased demand caused by public.05 3 .15
banning of smoking
3. Astronomical Internet advertising  .05 1 .05
growth
4. Pinkerton is leader in discount tobacco .15 4 .60
market
5. More social pressure to quit smoking,.10 3 .30
thus leading users to switch to
alternatives

Threats
1. Legislation against the tobacco industry .10 2 .20
2. Production limits on tobacco increases .05 3 .15
competition for production
3. Smokeless tobacco market is concen.05 2 .10
trated in southeast region of United States
4. Bad media exposure from the FDA.10 2 .20
5. Clinton Administration .20 1 .20

TOTAL 1.00 2.10

threats, but threats too can receive high weights if they are especially severe or
threatening. Appropriate weights can be determined by comparing successful with
 unsuccessful competitors or by discussing the factor and reaching a group consensus
 The sum of all weights assigned to the factors must equal 1.0.

3. Assign a 1to4 rating to each key external factor to indicate how effectively the firm's current  strategies
respond to the factor, where 4 = the response is superior, 3 = the response is above average, 2 = the response
is average, and 1 = the response is poor: Ratings are based on effectiveness of the firm's strategies. Ratings
are thus companybased, whereas the weights in Step  2 are industrybased. It is important to note that both
threats and opportunities can receive a 1, 2, 3, or 4.

4. Multiply each factor's weight by its rating to determine a weighted score.
5. Sum the weighted scores for each variable to determine the total weighted score for the organization.

Regardless of the number of key opportunities and threats included in an EFE Matrix, the highest possible total
weighted score for an organization is 4.0 and the lowest possible total weighted score is  1.0. The average total
weighted score is 2.5. A total weighted score of 4.0 indicates that an organization is responding in an outstanding way
to existing opportunities and threats in its industry. In other words, the firm's strategies effectively take advantage of
existing opportunities and minimize the potential adverse effect of external threats. A total score of 1.0 indicates that
the firm's strategies are not capitalizing on opportunities or avoiding external threats.

An  example  of  an  EFE  Matrix  is  provided  in  Table  311  for  UST,  Inc.,  the
manufacturer,  of   Skoal  and  Copenhagen  smokeless  tobacco.  Note  that  the  Clinton
Administration was considered to be the most important factor affecting this industry, as
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indicated by the weight of 0.20. UST was not pursuing strategies that effectively capitalize
on this opportunity, as indicated by the rating of 1.01. The total weighted score of 2.10
indicates that UST is below average in its effort to pursue strategies that capitalize on
external  opportunities  and  avoid  threats.  It  is  important  to  note  here  that  a  thorough
understanding of the factors being used in the EFE Matrix is more important than the
actual weights and ratings assigned.

Note: (1) The ratings values are as follows: 1 = major weakness, 2 = minor weakness, 3 = minor strength, 4 = major strength.   (2) 
As indicated by the total weighted score of 2.8, Competitor 3 is weakest.   (3) Only eight critical success factors are included for 
simplicity; this is too few in actuality.

The Competitive Profile Matrix (CPM) identifies a firm's major competitors and their particular strengths and
weaknesses in relation to a sample firm's strategic position. The weights and total weighted scores in both a

THE COMPETITIVE PROFILE MATRIX (CPM)

TABLE 312          A Competitive Profile 
Matrix

                                                                                                                        AVON L'OREAL PROCTER & GAMBLE

CRITICAL SUCCESS FACTORS                    WEIGHT             RATING               SCORE             RATING             SCORE      
RATING              SCORE

Advertising 0.20 1 0.20 4 0.80 3 0.60
Product Quality 0.10 4 0.40 4 0.40 3 0.30
Price Competitiveness 0.10 3 0.30 3 0.30 4 0.40
Management 0.10 4 0.40 3 0.30 3 0.30
Financial Position 0.15 4 0.60 3 0.45 3 0.45
Customer Loyalty 0.10 4 0.40 4 0.40 2 0.20
Global Expansion 0.20 4 0.80 2 0.40 2 0.40
Market Share 0.05 1 0.05 4 0.20 3 0.15

TOTAL 1.00 3.15 3.25 2.80

http://www.educatererindia.com/


GAUTAM SINGH, HOSPITALITY TRAINER,        www.educatererindia.com ,    info.gautam94@gmail.com
CPM and EFE have the same meaning. However, the factors in a CPM include both internal and external

issues; therefore, the ratings refer to strengths and weaknesses, where 4 = major strength, 3 = minor strength,
2 = minor weakness, and 1 = major weakness. There are some important differences between the EFE and
CPM. First of all, the critical success factors in a CPM are broader; they do not include specific or factual
data and even may focus on internal issues. The critical success factors in a CPM also are not grouped into
opportunities and threats as they are in an EFE. In a CPM the ratings and total weighted scores for rival firms
can  be  compared  to  the  sample  firm:,  This  comparative  analysis  provides  important  internal  strategic
information.

A sample Competitive Profile Matrix is provided in Table 312. In this example, advertising and global
expansion are the most  important  critical  success factors,  as indicated by a weight  of  0.20.  Avon's and
L'Oreal's product quality are superior, as evidenced 

by a rating of 4; L'Oreal's "financial position" is good, as indicated by a rating of 3; Procter & Gamble is the weakest
firm overall, as indicated by a total weighted score of 2.80.
Other than the critical success factors listed in the example CPM, other factors often included in this analysis include
breadth ofproduct line, effectiveness of sales distribution, proprietary or patent advantages, location of facilities,
production capacity and efficiency, experience, union relations, technological advantages, and ecommerce expertise. 

A word on interpretation: Just because one firm receives a 3.2 rating and another receives a 2.8 rating
in a Competitive Profile Matrix, it does not follow that the first firm is 20 percent better than the second.
Numbers reveal the relative strength of firms, but their implied precision is an illusion. Numbers are not
magic. The aim is not to arrive at a single number, but rather to assimilate and evaluate information in a
meaningful way that aids in decision making
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