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Chapter 1

The Fundamentals of Strategic Management

Introduction

Business strategy is the basis for organizational success in
an ever-changing and competitive environment. For any
organisation, large or small, multinational, or local, having
effective business strategies that have been developed and
implemented is imperative for an organisation to survive
and grow. This chapter lays out the basics of business
strategy, starting with how organisations establish their
purpose through missions and visions, procurement, and
strategic planning, highlighting all the tools for managers
in practice. Understanding these concepts in business
strategies is essential, as they set out a roadmap for all the
decisions undertaken in a business, from daily management
to major investment and market expansion.
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The macro environment, which comprises forces beyond
the control of an organisation, such as consumer tastes
and preferences, market trends, the economy, technology,
politics, and even societal trends, consistently influence and
reshape market competition. Organisations must define
the forces impacting their businesses and develop business
strategies that adequately address these forces. Through
further explanations of conceptual material and many real-
world examples and case studies throughout the chapter,
you will have a broad understanding of how organisations
create direction in achieving their strategic direction and
how they will achieve their goals.

Missions, Visions, Objectives
Understanding Mission Statements

A mission statement is a brief and precise conclusion ex-
plaining why an organisation exists. It describes the essential
purpose of the organisation, what the business does, who
and where the business serves, and how it creates value.
Think of a mission statement as the reason for being of the
organisation; in other words, why are we here versus where
are we going?

For example, Tesla’s mission statement is “to accelerate the
world’s transition to sustainable energy”. This makes it quite
clear that Tesla does not just exist for manufacturing vehicles.
Instead, they want to actively influence the world powers
themselves. It is action-oriented and fast and powerful,
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CHAPTER 1

broad enough to brandish as an umbrella for different prod-
ucts (solar panels, batteries, vehicles) but defined enough to
give specific direction (sustainable energy).

The benefits of a well-crafted mission statement have
many crucial functions, such as providing certainty and a
focal point for all employees of the organisation at every level
from the CEO to the frontline employee. When an employee
understands why their organisation exists, it allows them
to make better choices through the decisions they make as
part of fulfilling their purpose. Second, the organisation’s
mission is communicated externally to other stakeholders
in the business. Customers, investors, suppliers, and the
community can see what the organisation stands for and
relate to that in their expectations of doing business or
relationships with the organisation. Third, the mission
typically acts as a launchpad for developing strategies and
underlying objectives.

For example, British retailer Marks & Spencer has a
mission that centers on “inspiring every customer with
fantastic product and service.” The mission is linked to all
areas of the business, from product development to program
shaping and training staff. Marks and Spencer also used
the same mission when thinking through strategies when
the organisation experienced a decline in sales in the mid-
2010s. The organisation returned to the mission statement
as a means of reconnecting back to its core objectives, which
led to renovations in store design and space, improved the
quality of products, and retrained staff behaviour and service
to inspire customers.
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The Importance of Vision Statements

While a mission statement explains why an organisation is
today, a vision statement discusses where the organisation
is going in the future. A vision is an aspirational description
of what an organisation strives to achieve in the long term—
usually five to ten years or sometimes longer. It is a
description of what a future state will look like and is meant
to inspire and provide guidance for strategic initiatives.
Microsoft’s vision statement is, “to empower every person
and every organisation on the planet to achieve more,” which
shows how a vision statement goes beyond operations today
to a future that is ambitious. To ensure that this vision of the
future is exciting to the organisation and its employees, it is
specifically broad and aspirational, which helps organisation
members start thinking further than just software products
and how it might impact human capability and achievement.
Effective vision statements contain several elements: they
are focused on the future, so they describe what the ideal
state might look like and not what is happening now. They
are inspirational in that they call employees and stakeholders
to suggest and be a part of something meaningful. They are
easy to communicate and remember, and therefore easily
capture the audience’s attention. Finally, they are thought
to be provoking and achievable in terms of stretching the
organisation, but the statement is not completely unrealistic.
The distinction between mission and vision becomes
clearer when analysed. One example is Amazon’s mission
statement: “to be Earth’s most customer centric company,
where customers can find and discover anything they might
want to buy online” Nevertheless, founder Jeff Bezos’s
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aim has always been even bigger: to build a business that
could ship anything to anyone, anywhere, to revolutionise
the business of buying and selling on a global stage. This
vision supported Amazon’s growth from books to practically
every product category, its construction of complex logistics
networks, and the production of cloud computing resources
using AWS.

Setting Goals

Goals are more specific and measurable objectives that an
organisation develops based on its mission and aim. While
mission and vision statements provide a broad direction,
goals offer the same direction in specific action-oriented
objectives as timelines. Goals expand on the question, “What
do we need to accomplish specifically, and by when.”

An effective goal is often designed using the acronym
SMART. In other words, it is Specific, Measurable, Ac-
tionable, Realistic and Timed. A specific goal clearly sets
forth what needs to be improved. A measurable goal has
quantifiable criteria for accomplishing it.

An actionable goal is realistic, based on available resources
and organizational or environmental constraints. A relevant
goal aligns with the organisation’s mission and vision. In
addition, a time-bound goal sets the deadline for accom-
plishment. For example, a general statement, such as
“improve customer satisfaction” is not an actionable goal.
However, “increase customer satisfaction scores from 78%
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to 85% within the next 12 months, as measured by quarterly
customer surveys” meets all the criteria of SMART. It clearly
states what will improve (customer satisfaction scores), what
the improvement will be (from 78% to 85%), when (within 12
months), and what will measure the improvement (quarterly
customer surveys).

Most organisations set goals at multiple levels. Objec-
tives are typically corporate-level goals that focus on the
effectiveness of the organisation as a whole, such as overall
revenue growth or overall market cap goals. Business unit-
level objectives are mostly focused on a specific division of
the company; for example, launching three new products in
a specific market, which would supply specific suggestions
for functional departments, for example, decreasing manu-
facturing costs by 10% or decreasing employee turnover in
the sales department by 15%.

The British supermarket chain, Tesco, offers a fantastic
example of how objectives can drive organizational be-
haviour. In the early 2000s, Tesco set ambitious objectives
for international expansion with the goal of generating 50%
of revenues from outside the UK within a decade. The
specificity of the objective allowed for strategic decisions
about entry into individual markets, even if the strategic
choice was to enter markets such as Asia and the United
States. Ultimately, however, the US market did not engender
the hoped profitability objectives, and leadership has since
revised its objectives, which retracted from the North Amer-
ican market and have refocused back to their initial strength
in the caveat from international expansion objectives. The
suggestion that objectives should be routinely revisited
periodically based on performance and change in context is
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important for organisations to recognise.

The Relationship Between Mission, Vision, and Objec-
tives

Mission, vision, and objectives form an integrated system
that allows for strategic direction. The mission states why
the organisation exists, the vision describes the desired
destination of the organisation, and objectives prepare the
way for providing the specific means to reach the destination.
They presented a hierarchical arrangement, moving from a
broadly stated purpose to a specific action.

Consider Aviva, a financial service company in the United
Kingdom (UK). Their mission is to help people save their
future and manage their risks. Their vision is to become
the most digitally advanced insurer, delivering exceptional
experiences to all customers. From these statements, they
create specific objectives, such as achieving a number of
customers interacting with them digitally, settling claims
within 48 hours, and increasing retention rates by certain
percentages within defined time intervals.

When the mission, vision, and objectives are aligned, a
number of advantages occur. First, they provide strategic
coherence - all agency-level actions are directed towards the
same end. They provide communication, a language that
provides the basis for discussions on priorities and progress.
They create accountability - a standard against which to
measure performance in agencies. They provide motivation;
daily work is connected to the purpose of the organisation.
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However, when misalignment occurs between mission,
vision, and/or objectives, significant issues can arise. For
example, objectives that do not advance the vision waste
resources on activities that do not address the agency’s
desired future. When the vision is counter to the mission,
stakeholders have an unclear sense of the organisation’s
purpose. Regular review and refinement of mission, vision,
and objectives ensure alignment and relevance as the organ-
isation and context evolve.

Understanding Strategy
Defining Strategy

Strategy is an intentionally designed course of action aimed
at achieving organizational goals and objectives over time.
In its simplest terms, strategy involves making choices about
how to compete and win in a market. To make choices about
how to compete and win, organisations need to decide what
they will do, what they will not do, and how they will allocate
their limited resources to achieve a competitive advantage.

The idea of strategy originated in the military, where
generals developed strategies to defeat their enemies and
achieve victory. An ancient Chinese military strategist, Sun
Tzu, wrote in his text, “The Art of War, that strategy is
knowing yourself and knowing the enemy and selecting
a battleground they are not familiar with. The strategy in
war is about changing one’s strategy to fit the circumstances.
It is clear that these strategies can be translated directly
into the idea of business strategy in which the organisation
understands its strengths and weaknesses, its competitive
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environment, selects a market with clear opportunities, and
remains nimble in the way it acts on the various strategies
available.

In the business world, strategy is not just a course of
action or associated goals or objectives; it is deeply rooted
in the notion of competitive advantage and competitive po-
sitioning. Michael Porter, one of the influential scholars of
strategy and leadership, states that strategy is about making
a deliberate choice to complete an activity differently than
your rivals and/or to complete different activities than your
rivals. These two assets of positional advantage are critical
because they denote the essence of strategy as the hard
choices of what makes the organisation uniquely valuable
to their customers.

As an example, consider two British fashion retailers that
adopt very different business strategies: Primark and
Burberry. The Primark strategy is based on offering faddish
clothing with a highly competitive pricing. In this case, high
volume of sales, minimum of advertising, quick turnaround
from production to customer, and simplicity of store look
and feel in the buying process are all part of the Primark
strategy and business model.Burberry’s strategic focus lies
in luxury positioning, premium price points, exclusive
designs, heritage brand storytelling, and meticulously
curated customer experiences in flagship stores. While
both companies find themselves within the fashion industry,
they make strategic choices regarding how they would create
value and compete in fundamentally different directions.
Neither strategy is better than the other; rather, they serve
completely different customer segments and require entirely
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different capabilities.
Levels of Strategy

Organisations typically have strategies at three different
levels: corporate, business, and functional. Understanding
these levels and how they fit together is important for the
effectiveness of strategic management.

Corporate strategy involves decision making concerning
the overall organizational scope and direction. Corporate
strategy outlines what industries and markets the organisa-
tion will participate in, how organizational resources will
be allocated among the organisation’s business units, and
what the “corporate portfolio’ should ultimately look like.
Corporate strategy consists of decisions such as whether
to diversify into new businesses, acquire other businesses,
divest poorly performing business units, and establish joint
ventures or strategic alliances.

An example of a corporate strategy is Unilever, a multi-
national conglomerate. Unilever is organized into several
categories: food, beverages, cleaning, and personal care.
Unilever’s corporate strategy consists of a number of de-
cisions: investment in individual brands, prioritizing geo-
graphical markets, acquiring brands or developing brands
internally, or balancing the corporate portfolio between
legacy and innovative products. In recent years, Unilever has
adopted a corporate strategy that looks to sustainability and
purpose-driven brands as a core principle, divesting slower-
growing food brands as a result, and investing heavily in
personal care products in line with consumer preferences
for health and environmental awareness.
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Business strategy, or competitive strategy, focuses on
how a specific business unit or division intends to compete
in designated markets. The questions are, who are the
customers to target, what is our competitive position, what
is the differentiation of our product, and what is the source
of our competitive advantage? Business strategy falls within
the boundary corporate strategy definition but is more
specific about how to win in a specific market.

For example, the Tata Group, an Indian multinational
conglomerate with a sizable footprint in the UK, illustrates
that business strategy comes in many forms among its
divisions. Tata Steel professes a business strategy based
on operational efficiency, vertical integration, and service
of large industrial customers. By comparison, Tata Con-
sultancy Services (TCS) professes a business strategy based
on digital transformation, innovation, and building long-
term relationships with enterprise clients. Although both
divisions operate under the Tata corporate umbrella, they
have developed their own business strategies relevant to
their competitive environment.

Functional strategies focus on how functions, marketing,
operations, finance, human resources, information tech-
nology, and so on will execute business and corporate
strategies. Functional strategies put each organisation’s
capability in alignment with the support strategy at a higher
level. Functional strategies take a wide strategic direction
and specify actions that occur within the various functions
of an organisation.

For example, if a retail organisation values a business
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strategy of superior customer service, the functional strategy
of human resources might involve recruiting employees with
high levels of interpersonal skills, extensive customer service
training, and compensation based on customer satisfaction.
The functional strategy of operations could reflect on store
layout prioritising customer interaction, inventory systems
perpetuating product availability, and developing quality
processes that minimise defects. The functional strategy
of marketing could focus on promoting the organisation
as a superior service excellence organisation, customer
testimonials, and service guarantees.

Deliberate and Emergent Strategy

One important component of understanding strategy
is recognising that not all strategies are crafted ex ante.
Henry Mintzberg, an important scholar of management,
distinguishes between deliberate and emergent strategies.
The deliberate strategy consists of the intended, intended,
sought through, and plans that organisations consciously
think through to implement. Emergent strategies develop
through patterns of action that develop in an organic way
from daily choices and responses to unforeseen events
arising from these choices.

In practice, most organizational strategies may include
a combination of emergent and deliberate strategies. An
organization may have a deliberate strategy to expand into a
new geographic market but the approach taken may emerge
as the organization learns through experimentation what
works, for example. Honda’s supply of motorcycles in
the US market during the 1960s illustrates this emergent
deliberate duality. Honda had a deliberate strategy to
compete in the US, a large motorcycle market dominated by
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Harley-Davidson and European manufacturers. However,
what they learned as they entered the US market was that
consumers were drawn to small, fuel-efficient bikes, and
American consumers had not even considered motorcycles
in the past. Honda then shifted to an emergent strategy that
embraced this opportunity in the market for small bikes. The
emergent strategy was more successful than the original one.
Another example is the smartphone industry. Through-
out the 2000s, Nokia undertook a deliberate strategy for
hardware innovation and expanded its mobile phone line.
However, when Apple launched the iPhone in 2007, Nokia
was slow to emerge as a new strategy that emphasised the
smartphone as a software platform instead of a commu-
nication device, and Nokia’s failure to adapt its deliberate
strategy helped lead to its rapid fall from the top of the mar-
ket to almost insignificant in just a number of years. Nokia’s
phone business was ultimately purchased by Microsoft, who
later exited the smartphone business, which shows that
even large/established technology companies struggle when
emergent changes upside down their deliberate strategies.

This dynamic of understanding is important for organ-
isations to remain strategically agile. While deliberate
planning still provides some direction and coordinates
organizational fingers, organisations must remain vigilant
about emergent patterns, unanticipated opportunities, and
unforeseen threats. A successful strategy comprises both
the upside of the planned direction unrealised and flexible
upside planned to the downside of external threat change.

The Role of Strategy to Accomplish Business Objectives
13



STRATEGIC MANAGEMENT MADE SIMPLE

and Goals
How Strategy Creates a Path to Success

Strategy is the vehicle between where an organisation is now
and where it wishes to be in the future. Without strategy,
objectives move from hopeful wishes (goals) to realistic plans.
Strategy takes an objective from a simple goal into a plan
for action by delineating how resources will be allocated,
what capabilities will need to be developed, and how the or-
ganisation will address challenges and manoeuvres around
competitors.

When thinking about strategy, consider a plan for transport
to a specific destination. An example is a plan to move
from London to Edinburgh. The goal is not so simple, with
“London to Edinburgh” being the only destination. Your
plan takes you beyond arriving at Edinburgh. Will you
drive, train, or fly? Each of these modes of transport retains
significant differences, in that each is a different strategic
choice with implications for cost, timing, flexibility, and
experience. Once you arrive at the mode of transport, your
choices, and therefore strategy just begins; what is the route,
when will your departure be, and what/where will stop along
the way take place? Business strategy works similarly in
defining the “how” of accomplishing objectives.

An illustrative example of a strategy that enables plans
to accomplish objectives comes from the British retailer
John Lewis Partnership. John Lewis set an objective of
how to maintain its market share in a competitive retail
market while maintaining its unique employee ownership
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model. Its strategy engages several factors: it separates
itself from its competitors on service and availability via
its employee owners who enable hospitality service, price
matching policy, heavy investments in omni-channel capa-
bility to connect facilitate shopping accessibility between
a physical store and online shopping, and high-quality
product brand context on trust that the customer knows
they will get good value from that brand. Each part of their
strategy works to enable progress in meeting their objectives
while successfully blocking their competitive environment
objectives from taking market share in a retail environment
that is a complex future driven by pricing retailers displaced
by online retailing.

Strategic Intent: The Aspiration Beyond Capability

Strategic intent refers to a more ambitious and remote vision
of organizational leadership. It embraces the ambition
that the organisation aspires to achieve, often beyond any
organizational capability. The concept of strategic intent is
attributed to Hamel and Hamel. Prahalad (2009) asserts that
organisations can build aspirations that challenge their ca-
pabilities to provoke innovation instead of establishing their
aspirations as a simpler objective involving only extended
performance.

Strategic intent applies three considerations that differ
from conventional goal-setting objectives. Objectives sig-
nify a measurable performance target within a known
timeframe, based on existing capabilities. Strategic intent,
unlike objectives, denotes a leadership position in the future,
given the context of current capabilities. The conversation

15
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becomes one of “What could we become?” instead of “What
could we accomplish, reasonably, given what we have?”
An example of strategic intent is the historical context.
In the 1980s, Samsung became a low-cost commodity
electronics manufacturer. They were not even on the
same competitive plane as some of the leadership brands,
such as Sony and Panasonic. The leaders at Samsung
established strategic intent during that time, that Samsung
would become the leading electronics company in the
world, and at time did not have the technology, brand
confidence, or the design ability of the leaders within the
product markets. Thus, there is plausibly some realistic
debate around that goal. It, however, pushed Samsung
to invest significantly in research and development, hire
the best professors and executives around the world, and
provide Tondo with some design capabilities and realized
they and others would learn it would take time to learn
as it related to their product performance, especially after
learning through many deaths over closer to or just beyond
about 25 years. Conversely, at least by the end of 2010
or beyond, Samsung overtook the world as the leading
manufacturer of televisions and smartphones, as well as
the world manufacturing of semiconductors in less time.
Strategic intent creates energy and motivation at all
organisational levels. Employees might think differently
about the work they are doing if they know their company
had an overall aspiration for industry leadership, rather than
just achieving some minor improvement or incremental
growth. Strategic intent inspires innovation, because if we
are going to achieve what seems to be impossible, we will
need new organizational methods of operating rather than
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just doing more of what is determined to be good.

Finally, strategic intent can create or retain stability to
anchor any development and deliverable changes made for
what might be within what seems to be radical tactical
changes.

There are major ropes regarding strategic intent. First,
enthusiasm for strategic intent has to be managed with
reasonable intermediate objectives and potentially adaptive
and responsive strategies. An organisation pursuing strate-
gic intent cannot just read aspirations as a vision chase to
challenge its capabilities. They must break it down into
reasonable milestones to make some stages achievable in
the execution state. In other words, readiness is needed to
build capabilities, but based also on those exchanges, there
is responsive flexibility again back on the strategic intent.
Second, it is easy to go beyond the scope of time and money
to pursue a strategic intent.

Distinctive Strategic Directions

Businesses can grow and develop by adopting various
strategic directions. The Growth Matrix from Igor Ansoff
provides a clear way of understanding the different strategic
choices and splitting strategies into four main directions:
market penetration, market development, product develop-
ment, and diversification. Market penetration appears to
increase the sales of existing products in existing markets.
This direction includes winning competitors’ customers, en-
couraging existing customers to buy more often, or finding
new uses for existing products in existing markets. Market

17
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penetration strategies may include aggressive pricing, more
advertising, better distribution, and improved customer
service. The advantage of a market penetration strategy
is that it builds from strengths and stays within a familiar
territory, implying less risk. However, the growth potential
of a market penetration strategy is always constrained by
market size and competitive activity.

British supermarkets looking to conduct a market pene-
tration strategy may offer loyalty cards to frequently reward
customers for shopping, have aggressive price matching
against competitors, increase store opening hours to offer
greater shopping occasions, or offer convenience formats
in residential areas to make shopping easier for the same
customers.

Tesco has a successful Clubcard loyalty card which re-
wards customers for shopping frequently with the organi-
sation in the same UK market and is able to tailor offers to
individual customers based on their shopping habits.

Market development considers existing products in new
markets, geographical locations, or new customer segments.
Market development allows existing products to be adopted
in new product markets and develop market share, which re-
quires a deep understanding of the needs of new customers,
the coordination of marketing activity, the creation and
management of new distribution channels, and, in limited
cases, modifying products.

Greggs, a British bakery chain, focused on market de-
velopment by branching from their geographical core in
Northern England to match its core offer of sandwiches,
baked goods, and other pastries to Southern England and
Scotland. While continuing to sell the same core product
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offer, Greggs found ways to modify their operations to
suit the needs of the new geography and its competitive
landscape. In more recent years, Greggs has also embarked
on a market development approach to the evening dining
occasion by making preparations to extend their opening
hours and providing more product choice to appeal to
customers who would never have considered Greggs as a
place to dine in the later parts of the day.

Product development refers to the creation of new prod-
ucts in the existing markets. This direction is aimed at
tackling evolving customer needs, addressing competition,
or exploiting technology transfer while appealing to cus-
tomers in the same segment. The product development
approach draws on existing deep market knowledge while
also providing the need for innovation capability and a desire
to take development risk.

The pharmaceutical industry is renowned for adopting
a product development approach. The British Pharma
company GlaxoSmithKline is constantly developing new
medications to treat the same indications as they do for
existing medications, which will offer better efficacy, fewer
side effects, or a more convenient route of administration.
While GSK sells to the same customers, being healthcare
providers and patients, each new product in the pipeline
treats the same indication as previously developed medica-
tions within these existing markets. Diversification requires
organisations to develop new products for new markets. It
is also the riskiest strategy, as even unknown new products
are being developed for unknown markets.

Diversification creates growth opportunities when exist-
ing markets become mature, spreads risk across a number of

19



STRATEGIC MANAGEMENT MADE SIMPLE

different businesses, and leverages existing organizational
capabilities.

Richard Branson’s Virgin Group provides an illustrative
example of a diversification strategy. Virgin started as a
music retailer but has since developed into airlines, mobile
telecommunications, financial services, health clubs, and
many other market areas. Each instance of new venture
rationalisation is diversification, as new products are de-
veloped for new customer segments. Virgin has enjoyed
some success from the premised offering (Virgin Atlantic),
while others have failed miserably (Virgin Cola). Together,
they serve as examples of both the opportunity and risk that
accompany strategy diversification.

Organisations commonly undertake multiple strategies
simultaneously. Amazon started with a market penetration
strategy in the online book retailing space, but then went on
to pursue product development by adding to other product
offerings for the same online shoppers, followed by a market
development strategy by going international or targeting
business customers through its successful Amazon Web
Services arm, and finally, a diversification strategy with
its Amazon Fresh grocery service and Amazon Studios
for entertainment content development. Indeed, the oven
strategy is one of the key reasonforAmazon’s phenomenal
growth for many years.

Various Methods for Strategic Planning

SWOT Analysis: Grasping the Strategic Position
20
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SWOT analysis is among the most commonly used tools for
strategic planning, structured for reviewing the organisa-
tion’s Strengths, Weaknesses, Opportunities, and Threats.
This approach allows the entity to understand the internal
capabilities and limitations present, while also identifying
external aspects that promote or hinder the successful
attainment of objectives.

Strengths are internal attributes and resources that facil-
itate successful outcomes. Examples of strengths include
a strong brand reputation, proprietary technology, skilled
workforce, financial resources, efficient operations, loyal
customer base, or superior distribution channels. Identify-
ing strengths allows the organisation to understand what
it does well, identifying the capabilities that generate an
advantage.

Weaknesses are internal limitations that may hinder per-
formance. Common weaknesses include dated technology,
inadequate access to financial resources, poor location,
weak brand awareness, skill gaps in the workforce, and
online operational efficiencies. Identifying weaknesses is
imperative because it highlights the vulnerabilities that
competitors may exploit and the areas of improvement that
need to be addressed or mitigated.

Opportunities are external elements that an organisation
may be able to exploit. Examples of opportunities include
emerging industry trends, regulatory changes, weaknesses
of industry competitors, technological development, de-
mographic changes, and changing consumer preferences.
Identifying opportunities increases an organisation’s abil-
ity to foresee favourable occasions and make appropriate
preparations to benefit.
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Threats are external elements that negatively affect or-
ganisational performance. Examples of common threats in-
clude new industry market competitors, substitute products
or services, unfavourable regulatory processes, economic
downturns, changing customer preferences, or disruptive
technologies. Identifying threats provides organizations
with the ability to develop defensive strategies, or pivot
before it causes damage. Potential English Text: “Using
a SWOT analysis to evaluate the British engineering firm
Rolls-Royce, a company largely known for its aircraft
engines, its strengths may include being a global leader
in engineering expertise, establishing long-term contracts
with major airlines, having well-established relationships
with aircraft makers like Boeing or Airbus, and having a
reputation for reliability and innovation. The potential
weaknesses may be high fixed costs, dependence on cyclical
aerospace markets, complexity of managing global opera-
tions, and exposure to exchange rate fluctuations that can
affect international contracts.

Roll-Royce may see opportunities in the context of grow-
ing air travel demand in emerging markets, such as Asia,
increased demand for more fuel-efficient engines based on
environmental concerns, the potential for military contracts
as some governments modernise their military capabilities,
and the opportunity to add digital services through their
technologies in the area of engine monitoring and predictive
maintenance. Risks could include economic downturns
reducing demand for air travel, new competitors from
countries with lower labour rates, the risk of technological
disruption from alternative propulsion systems such as
electric aircraft engines, or possible geopolitical tensions af-
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fecting government defense expenditures. The real value of
SWOT analysis does not come from simply listing strengths,
weaknesses, opportunities, and threats, but from using
the factors through developing strategies. Organisations
should develop strategies to exploit strengths to pursue
opportunities (SO strategies), exploit strengths to counteract
threats (ST strategies), overcome weaknesses to pursue
opportunities (WO strategies), and minimise weaknesses
and threats (WT strategies).

For example, Rolls-Royce could deploy their engineering
strength (S) to develop an engine that is more efficient and
takes advantage of the opportunity (O) presented by the
environmental regulation of lower emissions.

PESTLE Analysis:

Scanning the Macro Environment PESTLE analysis is a
management tool that provides the analysis of macro en-
vironmental factors that have an impact on organizations.
“The abbreviations stand for Political, Economic, Social,
Technological, Legal, and Environmental factors. This
framework assists organisations in systematically exploring
external influences outside their control which are likely to
influence strategic options and performance.

Political factors include government policies, political stabil-
ity, tax policies, trade restrictions, tariffs, labour laws, and
government attitudes towards business. Political variables
can create opportunities or threats that require strategic
response. Brexit is a great example of a political vari-
able with macroeconomic implications for British business.
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Organisations had to review supply chains, workforce
strategies, compliance with regulations, and market access
after the political situation in the UK changed drastically
with regard to their membership in the EU. Organisations
moved operations to other countries to retain employee EU
markets for retail, adjust pricing policies for goods produced
to accommodate tariffs and customs, or devise products and
services that fit the new UK markets.

Economic factors include economic growth, interest rate,
inflation, unemployment, exchange rate, and consumer
confidence. Economic factors affect the purchasing power
of consumers, their willingness to invest, and market growth.
In the British retail context, during the 2008 crisis, many
retailers adjusted their operational strategies as unemploy-
ment increased and consumer confidence decreased. In July
2008, high-end retailers reported a dramatic loss in sales due
to consumers switching their buying habits and showing
concern for commodities and values, such as discount
retailers such as Poundland, which expanded during this
same period. Organisations must improve their operational
strategies based on the current economic climate instead of
waiting for the economy to improve. Social factors can take
many forms, such as demographic shifts, changes in cultural
attitudes, changing lifestyles of consumers, changing levels
of education, and changes to the consciousness of the popula-
tion relative to health as well as working and leisure. Social
changes often create opportunities for new markets, and
sometimes create a context in which markets and products
become obsolete. The growing health acculturation in
British society, for example, created opportunities for new
businesses to provide gym facilities, organic food retailers,
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and wellness products, while threatening traditional fast-
food chains and the tobacco industry. If an organisation is
aware of social trends or changes in attitudes, it can capitalise
on these trends before its competitors recognise that the
market context has changed.

Technological factors refer to changes in the pace of tech-
nology, automation, research and development activity,
technology incentives, and technological obsolescence rates.
Technology by its nature can create opportunities through
innovation but can also threaten established business models
via displacement. The technology of streaming service
businesses, for instance, threatened the video rental industry
in the 1990s and adapted well-established businesses, such
as Blockbuster Video, while also creating a monumental
opportunity for both Netflix and its streaming competitors.
Retailers in the UK (and globally) have invested heavily in
e-commerce functionalities and mobile applications to re-
spond to technological shifts in consumer buying behaviour.
It is critical that organisations adopt new technologies,
and perhaps more importantly, that organisations consider
how new technologies will both support and disrupt their
industry.

Legal factors include employment laws, consumer pro-
tection, competition regulations, health and safety stipula-
tions, and regulations specific to industries. The changes
associated with legal factors can significantly transform
how an organisation operates, change cost structures, and
contribute to competition. The introduction of the General
Data Protection Regulation (GDPR) which was launched
across European Union member nations in 2018, forced
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businesses in the UK to fundamentally restructure how they
collected, stored, and utilised customer data. Businesses
needed new systems and processes to prevent legal actions
which meant new compliance officers, and thus business
process costs, as well as potential new businesses which had
formed to deal with GDPR issues.

Environmental factors include climate change, environ-
mental regulations, corporate social responsibility narra-
tives, carbon footprints, and waste disposal practices. The
climate change narrative has become more prevalent in
recent years, and consumers, investors, and regulators have
flipped environmental factors from considerations to strate-
gic components for businesses. For example, businesses in
the energy sector in the UK have a strategic imperative to
transition from reliance on fossil fuels to providing energy
in lieu of renewable energy sources. Furthermore, both
BP and Shell span business in energy markets, and as such
have both established periphery and strategic objectives for
carbon neutrality, while spending billions on renewable
energy initiatives, as they seek to fundamentally reposition
their businesses in response to the changing dynamics of
environmental factors.

Conducting a PESTLE analysis requires information ob-
tained from a range of sources such as government publica-
tions, industry reports, market research, media sources, and
experts in the field. The aim is not to create a comprehensive
list of every single factor that could occur but to identify the
factors that are most likely to significantly and strategically
change the environment surrounding the organisation.
These factors can then be used in strategic planning to
either expose force strategies that need to contend with
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opportunities that strategies should pursue, as well as to
mitigate the possible threat of those strategies.

Porter’s Five Forces: Assessing Competitive Rivalry

Michael Porter’s Five Forces framework helps examine the
level of rivalry within an industry, equipping firms with an
assessment of the competitive forces that shape profitability
and industry competition. The five forces are the threat of
new entrants, supplier bargaining power, buyer bargaining
power, threat of substitutes, and rivalry among the existing
competition.

Let us consider the threat of new entrants, which assesses
the degree to which new entrants (i.e. new competing firms)
can enter the industry. When barriers to entry are low or
non-existent, new competitors can enter with relative ease,
increasing overall competition. An increase in competition
can reduce the profitability of rival firms. Firms with high
barriers to entry deter new entrants from competing, easing
competitive pressure on existing firms. Barriers to entry
include economies of scale, capital requirements, access
to distribution channels, government regulations, brand
loyalty, and proprietary products/technologies.

For example, consider the British supermarket. The
barriers to entry are extremely high — new competitors need
to invest huge amounts of capital to establish stores and dis-
tribution channels, negotiate supplier agreements, develop
private label products, and build their brand awareness to
compete with established players such as Tesco, Sainsbury,
and Asda. While these entry barriers effectively keep
emerging rivals out of competition, discount retailers such as
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Aldi and Lidl successfully penetrated the Australian market
by implementing a very different strategic approach, which
is a significantly smaller product range offered at very low
prices. The Aldi and Lidl example illustrates that while the
barriers to market entry are high, established competitors
can be undermined by rivals who have aggressive strategies
that can then enter the market after a significant investment
in developing their brand and gaining acceptance from
consumers.

The power of supplier bargaining power, i.e., leverage over
purchase price, quality and terms suppliers can differentiate
their position. Suppliers may be powerful for a variety of
reasons—because there are limited alternatives available,
because switching costs are high, or because their items are
critical and differentiated. Powerful suppliers can demand
higher prices and better terms, which may undermine
buyers’ profitability. In contrast, suppliers may be weak
because there are many alternatives, switching costs are low,
and products are commoditised, allowing buyers to bargain
favourable terms.

In the British automotive market, for example, major manu-
facturers encounter strong suppliers of a few critical items,
such as advanced semiconductor chips sourced from limited
global suppliers. Indeed, the power of suppliers presented
itself during the 2021-2022 chip shortage when automakers
reduced production in the face of strong demand, because
they could not procure sufficient chips. Conversely, these
automakers have high levels of power over commodity
suppliers, such as standard fasteners or plastics, with many
alternative suppliers competing for business.
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Buyer-bargaining power is an assessment of customers’
ability to negotiate prices and terms. Strong buyers—high-
volume buyers, buyers with several alternative suppliers,
buyers whose costs are significant, or buyers that could
potentially backward integrate—are in a position to de-
mand lower prices, enhanced quality, or improved services.
Along the spectrum of buyer power, weak buyers—low-
volume buyers, buyers with few alternatives, buyers with
low switching costs, or buyers with limited total product
cost exposure— have limited bargaining power.

British supermarkets possess unusual buyer power over
food suppliers because they purchase massive volumes,
alternative retail channels are less effective, and they can
credibly threaten to develop private label alternatives. This
allows supermarkets to negotiate a very low price with their
suppliers, controversially squeezing supplier margins. In
contrast, individual consumers have low buyer power when
purchasing products in retail because the consumer buys
small amounts and lacks the ability to negotiate prices or
other terms.

The threat of substitutes considers how easily customers
can move towards substitutes that satisfy the same basic
needs but provide a different form. When similar substitutes
are available, they limit the price that an industry can
charge and reduce profitability. When quality substitutes
are unavailable, an industry can maintain prices and higher
margins.

British rail organisations have significant substitute
threats in car travel, coach services, and domestic flights.
Often, when rail fares reach certain levels of increase, a
number of travellers will move towards such substitutes.
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Thus, rail organisations cannot raise fares as much because
of the threat to the substitute. Conversely, specialised
pharmaceuticals have very limited substitute threats owing
to the absence of other products that effectively treat
particular medical conditions, allowing such companies to
charge premium pricing where competition law permits,
with virtually no substitute threat.

The rivalry among existing competitors reflects the level of
competition among existing players in an industry. Intense
rivalry occurs when the industry features many players of a
similar size (or players of various sizes), slow growth in the
industry, high fixed costs in the industry, low differentiation
in the product or service, and high exit barriers, resulting
in intense price competition and reduced profit margins. A
less intense rival atmosphere involves either few players, or
each has been able to highly differentiate their product or
service offerings, and the industry is growing.

The British mobile telecommunications industry provides
an excellent example of intense rivalry using these criteria.
Despite the cellular Internet, the slow growth environment
in this industry features several dominant players (EE,
Vodafone, 02, and Three), competing intensely for customer
advantage. Providers seek customer loyalty, but services are
almost identical and easily substitutable with low prices, pro-
ducing strong competitive rivalry and a low capacity to build
differentiation, offering higher margins. Thus, providers
of cellular services are forced to compete primarily on
price, thereby producing low-margin offerings. Providers
have sought to reduce this intense rivalry and competition-
based pricing through bundling strategies, attempting to
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differentiate between network quality, customer service,
and customer loyalty programs, which increases switching
costs for consumers.

Organisations implement a Five Forces analysis to identify
the structural attractiveness of their industry and to identify
specific strategic opportunities in their industry. If the
five-forces analysis identifies weak forces leading to an
attractive industry structure, strategies may involve main-
taining favourable structural conditions and/or entering the
industry. However, if the underlying Five Forces are strong
and result in unattractive industry conditions, strategies
might involve the company competing on differentiation to
limit or reduce price competition, find protection sustain-
able niches in the industry, and/or possibly exit towards a
more attractive industry. A framework such as the Five
Forces analysis also identifies the forces that have the
most significant impact on potential profitability, thereby
prioritising strategic focus.

Scenario Planning: Preparing for Uncertain Futures

Scenario planning is the process of constructing three to five
plausible scenarios in the future to examine how changes in
the environment could emerge and affect the organisation
differently. Scenario planning does not attempt to predict
a single future but embraces uncertainty of the future by
developing several future scenarios that are distinct but
plausible and internally consistent, but based on different
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possibilities about how the key uncertainties will play out.

The scenario planning process begins with identifying the
critical uncertainties that the organisation faces—critical
uncertainties that will greatly impact strategic success, but
have a highly uncertain future state. Some examples of
critical uncertainty for a UK-based energy company include
the rate at which climate policy will tighten, the price trend
of renewable energy technology, the rate of consumer buy-
in for electric vehicles, and the stability of global geopolitical
situations impacting fossil fuel supply.

The organisation will then develop several scenarios,
generally between three and five, that are distinct and
plausible variations of how critical uncertainties could
evolve. Each scenario will require a narrative that is
coherent and describes the path into the future from present-
day situations, the drivers that lead to the specific outcome,
and the implications of the world it has created for the
organisation. Scenarios are sometimes given imaginative
names to evoke meanings. For UK energy companies, some
scenarios could be “Green Transition Leaps Forward” -
Tighter climate policies, a rapid reduction in the price of
renewable energy technology, and strong consumer attitude
would diminish the need for fossil fuel power significantly.

By 2035, renewable energy will become the dominant
source of power, electric vehicles will reach mass adoption,
and the largest carbon-intensive energy companies will
experience heightened regulatory and market pressures.

Scenario #1 “Muddling Through”:
Moderate policy tightening, slow technology advance-
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ment, mixed consumer sentiment means a gradual but
uneven transition to cleaner energy. Fossil fuels remain
significant sources of energy until 2040, and renewable
adoption moves steadily forward, but no leaps occur (like
many electric technology improvements). Governments
want to advance climate and clean energy agendas but have
to balance the environment with high levels of economic
concern.

Scenario #2 “Fossil Resurgence”:

geopolitical instability, economic pressures, and slower
than anticipated technological advancements in renewables
will shift focus back on energy security, and renewable
energy will become a smaller part of energy sourcing.
Climate and related policies weaken or lack effective im-
plementation, fossil fuel energy remains cheap and retains
appropriate levels of market share and accuracy, and the
energy landscape is configured back in favour of fossil fuels
as acceptable energy sources.

Organizations then test strategic actions in response to
each of the scenarios by asking the question: “How would
this action or action plan do in each of these scenarios?”
Robust actions will perform relatively well in multiple
scenarios. Vulnerable actions will perform well in one or
more scenarios and terribly in one or more scenarios. This
process prompts organisations to consider flexible strategies
which adapt to multiple futures instead of placing bets on a
full investment in the probabilities of one future.

Shell was on the vanguard of scenario planning as early as
the 1970s. Shell developed their scenarios based on concerns
regarding oil pricing and geopolitical stability. When the
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Saudi Oil embargo occurred, Shell was better prepared
than its competitors because they had already developed
scenarios involving disruptions in the oil supply and oil price
shocks. Their scenarios placed them in a position to respond
more quickly and better than competitors who were caught
off guards. Shell performed strongly during a challenging
period that severely harmed some of its competitors.

Scenario planning also allows organisations to develop
the capacity to recognise early warning signals - bits of
evidence that go past, reading the future, and signal what
scenario is starting to unfold. Organisations can constantly
monitor these signals; for example, if many signals signal
the “Green Transition Accelerates” scenario has begun to
occur, the energy company could accelerate its renewable
investments and start to divest itself of fossil fuels sooner
than anticipated.

The value of scenarios is not found in accurately predict-
ing the future - which is impossible to do given genuine
uncertainty - but in creating long-term strategic thinking,
constructing appropriate assumptions about the future, and
ultimately developing long-term organizational flexibility.
Organisations involved in scenario planning create adaptive
capacity, challenge wisdom from the past, and make plans
that will enable organisations to respond faster when they
are surprised.

Conclusion

Business strategy encompasses much more than simply
academic study; it is the applied discipline that ultimately
leads to the success or failure of an organisation in com-
petitive markets. In this chapter, we explored the core
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components of strategic thinking, from establishing an
organisation’s purpose via missions and visions to utilising
rigorous analytical approaches as a basis for strategy-based
judgments.

We have seen how missions express why an organisation
exists; visions express where an organisation would like
to ‘get to’; and objectives express concrete, measurable
targets that are derived from those high level statements.
Strategy connects the present situation to the desired future
and clarifies how to achieve objectives. Strategic intent
is to move an organisation beyond a comfortable set of
objectives toward higher, more ambitious visions which
will require people to push their capabilities and enhance
their innovation. There are four strategic directions for
growth—market penetration, market development, product
development, and diversification—that suggest different
approaches to achieving organizational growth, each with
its own level of inherent risk and/or reward.

The strategic decision-making methods examined in
this chapter—SWOT, PESTLE, Porter’s Five Forces, and
scenario planning—are all systematic processes for enabling
an organisation to understand its strategic positioning,
competitive environment, and preparation for uncertainty.
These techniques will not guarantee success, but they will
significantly enhance and elevate strategic thinking by
providing a complete view, challenging assumptions, and
opening up avenues for opportunities and threats that
might otherwise be overlooked while pursuing high-level
responses.

Case studies from organisations in Britain and around the
globe have illustrated how these concepts work in practice.
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For example, Tesco’s strategic expansion and subsequent
strategic retrenchment, Samsung’s strategic transition from
being a commodity producer to being an innovation lead
competitor, and Shell’s pioneering use of scenario planning
demonstrate the power of a good strategy and the dangers
of poor strategy.

The macro environment will continually shape an organ-
isation’s strategic environment, whether through political
changes and uncertainty, economic fluctuations, changes in
societal thinking toward sustainability, the rapid advance-
ment of technology and Al, legislative changes, or environ-
mental concerns. Organisations will not have control of
these forces, but they will need to interpret and respond to
them by adopting strategies that are adaptive and planned,
with a balance of direction and the flexibility to rearrange
plans as the environment changes.

As you continue to academically study these concepts and
eventually engage with them in practice, consider strategy
as both science and art. The analytical frameworks provide
scientific rigor, but success is derived from judgment or
choices made in circumstances of uncertainty and creativity
to think differently to overcome adoption. The most
effective strategists have disciplined analytics combined
with a deep understanding of entrepreneurial thinking—
learning about best practices while also being committed to
a broader long-term vision.

The strategic challenges businesses will face in the coming
years—digital transformation, climate change, geopolit-
ical instability, demographic shifts, and disruption due
to change— undoubtedly necessitate the practice of so-
phisticated strategic thinking and responsive capabilities.
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The ideas and tools explored in this chapter outline the
foundation for developing the level of strategic competence
that business leaders of tomorrow will need to navigate a
complex world into which change is accelerating at locations
where we have had little historical experience relative to
establishment.

Learning activities :

Think about a popular business (e.g. Amazon, Tesco, or
a local company), discover information about its mission
and vision, and provide one current business objective.
Then, provide a short analysis of how the organisation’s
strategy addresses at least two macro-environmental forces
(e.g. social trends, technology change, etc.) described in
the chapter. Write a short paragraph describing how the
interconnection of the mission, vision, and objectives, and
the external environment forces drive the organisation’s
strategy.
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The External Environment & Business Strategy

Introduction

Each business operates within a complex series of external
forces that influence its fate. It could be laws set by
governments, technological upheaval, shifting consumer
preferences, or competitive dynamics; businesses must work
within an environment they cannot control, but they need
to know well. This chapter will address how the macro
external environment, which is the external factor that
broadly affects all businesses, will also affect organisational
strategy and decision-making.

Understanding the macro environment is not simply an
academic exercise but a mandate for business survival and
success. Businesses that do not pay attention to changes
in the macro environment increasingly find that they are
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losing to competitors, caught off guard by new regulations,
or recipients of technology that exceeds their expectations.
However, businesses that are conscious of their macro
environment on a regular basis and plan for the environment
will first identify opportunities before their competitors,
avert possible threats before they arrive, and increase their
overall plan with what is actually happening in the business
environment.

In this chapter, we engage with several powerful analytical
frameworks that can aid managers in making sense of the
macro environment. We use stakeholder analysis to view
the complex web of individuals and groups which influence
business success. We conduct a PESTLE analysis to analyse
the political, economic, social, technological, legal, and
environmental factors. We will touch on Porter’s Five
Forces model, which looks through competition and its
influence on industry profitability. Finally, we examine the
structure-conduct-performance model, which examines the
relationship between the characteristics of an industry and
a firm’s characteristics.

Throughout this chapter, we will examine a variety of
frameworks with real-world alignment to functionality
through case studies and research, where we will translate
theoretical understandings into practical takeaways. By the
end of this chapter, analytical lenses will be used to assess
how macro-environmental forces affect business strategy
and organisational performance.
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Exploring the Macro Environment

The macro environment is a large-scale external force
impacting all organisations within a certain environment,
regardless of the specific market, industry, or position within
the market. The macro environment is different from the
micro environment, which includes factors that immediately
surround a specific firm such as customers, suppliers, and
immediate competitors. The macro environment consists
of broader societal forces that shape the overall business
environment. These forces largely exist beyond the control
of a specific organisation but nonetheless have a significant
bearing on strategic choices and operational realities.

The macro environment matters because it can involve both
opportunities and threats to existing businesses. A positive
macro environment might involve stable political envi-
ronments, growing economies, legal systems that support
business, and rapidly changing technological advancement,
all of which enable businesses to thrive.

Conversely, a negative macro environment, such as political
instability, economic recession, restrictive regulations, and
change in technology, could threaten the future of even
strong firms. An example of a macro environmental shock
brought about by the COVID-19 pandemic has devastated
some industries (e.g. hospitality and aviation) while simulta-
neously presenting unprecedented opportunities for others
(e.g. e-commerce, video conferencing, and pharmaceuticals).
One can think about the case of Netflix to give an original
example of a macro environment impacting organisational
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strategy. Upon launching Netflix in 1997 as a DVD-by-mail
rental store, there were several macro environmental factors
involved in its early strategy. From a technological perspec-
tive, the Internet has become increasingly widespread, but
it still presents slow broadband speeds.

Economically, the dot-com boom drove investor interest in
start-ups that venture capital funding. Socially, consumers
were familiar with the process of travelling to their local
video rental stores. Legally, the company worked through
copyright and donor-post regulations. As the macro en-
vironment changed (broadband Internet became ubiqui-
tous, smartphones were created, and consumer preferences
changed to request on-demand content) Netflix adjusted
its strategy—starting as a DVD rental by mail to a global
streaming powerhouse and content creator. The situation
illustrates that organisations need to routinely assess and
react to changes in the macro environment.

[t is also important to consider the distinction between being
reactive or proactive to changes in the macro-environment.
Reactive organisations sit and wait to adapt to a macro
environmental change until a shock occurs, and so they have
to sprint to catch up with competitors. Proactive organisa-
tions methodologically review their macro environment to
anticipate environmental change and position themselves
better for any change. It is not abnormal that when Amazon
recognised cloud computing as a strong transitional change
in technology, they actively began developing Amazon Web
Services as a new business segment that currently generates
a solid portion of their revenues. This proactive approach to
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the macro environment illustrates good strategic thinking.

Analysis of the macro environment can serve a variety
of strategic purposes. Understanding the possible vari-
ables of the macro environment can assist organisations in
identifying and taking advantage of new opportunities that
arise, such as new trade agreements that open new market
opportunities or changes in demographics that produce new
consumer needs. The analysis can also expose potential
threats that require defense strategies to overcome, for
example, a disruptive technology that would impact the
existing industry or market space for suggesting tightened
regulations. The analysis can assist with the allocation
of restricted resources by informing groups within an
organisation on which capabilities will be most important
to the future environment. The analysis provides utility by
developing an organisation’s forward-looking scenario plan-
ning, revealing other plausible futures that an organisation
may experience. Most fundamentally, however, the analysis
of the macro environment ensures that business operations
are aligned with the external environment, as opposed to
organizational perceived reality.

Stakeholder Analysis and the Stakeholder Matrix

Stakeholders are individuals, groups, or organisations that
can affect or are affected by a business, its activities, objec-
tives, and/or policies. The stakeholder concept acknowl-
edges that businesses do not exist within a vacuum; they
operate within a web of relationships with stakeholders
that are much larger than shareholders. Stakeholders
consist of, among others, employees who provide their
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labour, customers who buy products, suppliers that provide
raw materials, local communities where operations occur,
governments that create the regulatory environment for
operations, environmentalists that are concerned about
the impact of business operations on the environment, etc.
Each stakeholder group has differing interests, expectations,
and levels of power to affect the decisions made by the
organisation in which they are stakeholders.

Stakeholder analysis is the formal process of identifying
stakeholders, determining interests and concerns, evaluating
power and influence, and taking appropriate steps to engage
or deal with stakeholders. This analytical process ac-
knowledges that organisational success involves more than
simply satisfying shareholders, but also involves managing
relationships and satisfying multiple stakeholder groups
because their support and opposition can affect whether
the organisation’s strategy is successful. If you do not
understand or take stakeholders into account, you may
create conflict, legislative hurdles, reputational damage, and
organisational failure.

The stakeholder matrix is a simple but helpful tool used
to categorise stakeholders in two dimensions: their level of
power or influence over the organisation, and their level of
interest in the organisation’s activities. Power is the degree
to which stakeholders can affect decisions and outcomes
of the organisation for various reasons such as formally
assigned power, control over resources, political power, or
other reasons, and interest is the degree to which stakehold-
ers care or pay attention to what the organisation is doing
or decisions being made. When identifying stakeholders in
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two dimensions, managers can construct a matrix with four
quadrants that suggests different stakeholder engagement
approaches. Each of the four quadrants directs stakeholders’
strategic engagement. Stakeholders with high power and
interest are important players and require proactive support
and involvement. These stakeholders are most capable
of impacting the organisation while also caring about the
organisation’s decision-making process.

In all likelihood, the organisation will need to hear from
these stakeholders during decision-making processes and
communicate regularly with them to keep their issues
current and address them. These stakeholders may include
large investors, key regulators, or powerful customer groups.
Stakeholders with high power and low interest should be
satisfied but will require limited communication. These
stakeholders are capable of influencing outcomes, but lack
overall engagement unless something arises relating to their
interests. Their strategy is to keep them satisfied while
not inundating them with information that may lead to
increased interest levels. These stakeholders may include
government departments with regulatory authorities, or
financial institutions that provide support.

Stakeholders with low power and high interest should be
posted through regular communication. These stakeholders
are concerned about the organisation but lack significant
influence, so to avoid dissatisfaction, the organisation needs
to keep them informed. These stakeholders may engage
in advocacy potential as they are invested in the organisa-
tion. These stakeholder examples may include employee
associations, community groups, or specialist interests.
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Stakeholders with low power and interest warrant minimal
monitoring. These stakeholders are neither impactful to
the organization’s operations nor care much about the
organization’s activities. While greater involvement con-
sumes resources, it is advisable to monitor their status, as
time, events, or actions can change their power or interest.
Distant suppliers, members of the public, or associations
representing industries not directly affected by the project
are some examples.

One project that exemplifies the use of the Stakeholder
Matrix in stakeholder engagement is High-Speed 2 (HS2),
the proposed high-speed railway in the UK. As this is
an infrastructure project, it serves as a clear example of
the Stakeholder Matrix in action. The UK government,
as the major funder and decision maker, is within the
space of high power and high interest, and needs to be
closely managed as they are the key players in the long-
term viability of the project. Local councils along the
proposed route are also in the high-power, high-interest
quadrant, as they have the authority to approve planning
permission and have a deep interest in how the project
will impact their communities. HS2 Ltd has developed
extensive engagement strategies to approach this group,
including ongoing consultation, compensation packages,
and design improvements to address the concerns that key
As the project delivery body, HS2 Ltd stakeholder have
articulated.

Environmental organisations appeared in the low power,
high interest quadrant initially, as they cared intensely about
the impact on the environment but did not have official
authority over project approval. The key to moving toward
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the high-power, high-interest quadrant was successful cam-
paigning, litigation against projects they disagreed with, and
media influence. The stakeholders in the matrix were not
static. For example, the Woodland Trust had a high degree
of concern and challenged aspects of the project, partic-
ularly those affecting ancient woodlands. The Woodland
Trust’s interests succeeded through action, securing design
modifications, and enhancing environmental controls. This
experience again demonstrates why organisations need to
continuously monitor stakeholder positioning in the matrix
and not assume the status of their relationships.

Financial institutions providing funding and financial
backing were located in the high-power, low-interest quad-
rant. They have substantial power, as their funding is
critical, and without that funding, the project would not
get off the ground; however, their interest was in the
financial viability of the project and risk management,
rather than all the finer details of the project. HS2 Ltd
was able to satisfy these stakeholders by offering annual
financial information and risk management updates that
met the expectations of the stakeholder group but also did
not overwhelm them with operational detail or minutiae.
Stakeholders in areas removed from the proposed route
were in the low power, low interest category, indicating that
they could be considered to need low engagement; they only
needed general information, such as updates from public
information campaigns.

The Stakeholder Matrix details the inherent tensions and
trade-offs that accompany strategic decision making. Stake-
holder groups often have competing desires. HS2 was
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particularly clear in demonstrating this: the government
cared about improving national connectivity and economic
growth, environmental groups were concerned about bio-
diversity and environmental sustainability, residents were
interested in minimising disruption, business organisations
encouraged an improved transport lead, and taxpayer advo-
cacy organisations promoted value for money.

Regardless of what decision was made, there was no
option to fully satisfy all stakeholders at the same time. The
Stakeholder Matrix is a valuable tool for organisations and
managers to appraise and understand stakeholder conflict
and development; therefore, when relation management
occurs, engagement occurs at the appropriate level of invest-
ment depending on what stakeholders they see fit.

The engagement of stakeholders is more than the mapping
of stakeholder significance in or under the umbrella of
stakeholder theory. Once stakeholders are identified and
mapped into a quadrant, organisations need to consider
accountability, communication, and engagement strategies.
To engage key players, organisations can formulate formal
engagement strategies, develop account managers, and
gear their governance structures accordingly. Stakeholders
needing satisfaction can be managed with regular updates
and communication. Stakeholder groups that need to be
informed can be managed through bulletins or newsletter
consultations and formal meetings where engagement is
appropriate. A stakeholder engagement awareness and
approach will assist organisations to efficiently direct re-
sources to key players while maintaining and cultivating
relationships where needed.
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Stakeholder Mapping

Although a stakeholder matrix is useful for exploring power
and interest, stakeholder mapping goes even further by ex-
ploring the entire ecosystem of stakeholders and illustrating
their complex relationships. Stakeholder mapping creates
visual mappings that show not only stakeholders themselves
but also the connections between them, their own levels
of influence, their attitudes towards the organisation, and
their strategic implications. This is a more nuanced way
of looking at stakeholders because they do not function
independently but as part of a social, political, and economic
network, which serves to amplify or constrain their influ-
ence.

A particularly useful stakeholder mapping method plots
stakeholders along two axes which represent their level of
support, or opposition, to the activities of the organisation
and their level of influence or power. This essentially creates
four quadrants in which strategies involving stakeholders
have differing implications, depending on their placement in
the quadrants. High-influence, high-support stakeholders,
for example, represent champions of the organisation and
should be fully engaged and enabled to become advocates.
Such stakeholders are important alliances.

High influence, low support stakeholders represent block-
ers to your strategy and can present significant threats
which must be managed to prevent negative consequences
or, ideally, convert them to have a more favourable view.
These are critical stakeholders, as they have the ability to
derail strategies, tarnish reputations, or create obstacles to
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regulatory approval if left unmanaged.

Low-influence and high-support stakeholders are sup-
porters of the yet you seek. While their influence may
not be much now, their enthusiasm means they could
become advocates who increase their influence or work
together to create substantial collective voices. Stakeholders
with low influence and low support are critics who are
worth monitoring but do not necessitate active engagement
unless their opposition increases or their influence grows.
Instead of expending resources engaging in this peripheral
opposition, the resources may be more wisely spent on other
stakeholders (noting that the issue may emerge later if the
peripheral opposition escalates).

Nonetheless, monitoring their position and potential
for escalation is reasonable, as things can and do change
in the world of stakeholder engagement. The support-
influence mapping system offers a different lens through the
stakeholder mapping lens from the power-interest matrix.
The power-interest matrix is valuable for determining
stakeholder attention and stakeholders’ ability to influence
outcomes with their interest, while the support-influence
mapping strategy is about stakeholders’ attitudes and strate-
gically prioritising folks you want to leverage support or
manage opposition. Overall, the stakeholder landscape can
be considered by using both mapping strategies for quality
engagement. A stakeholder may be a high-power/high-
interest stakeholder (with a close watch and active man-
agement), but also a high opposition (which requires the
development of strategies to neutralise their opposition),
which implies highly intensive and careful engagement.
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Network mapping is another sophisticated stakeholder-
mapping strategy that visualises stakeholder relationships.
In this mapping approach, stakeholders are represented
as nodes of the network, and the lines depict stakeholder
relationships, alliances, conflicts, or communication channel
relationships among one another. This process will provide
useful insights into key stakeholder relationships, in which
the real credible powerbrokers in the region might be
mapping inclusive and aligned groups of stakeholders who
can jointly exercise greater influence than perhaps summa-
tive individual percentages (greater sum reputation), and
stakeholders or stakeholder groups charted on the diagram
that visually represents opposing views of complained
stakeholder groups that could complicate the strategic
engagement initiative.

Network maps are useful in understanding that working
with a central and well-connected stakeholder in the web
of stakeholder relationships may help influence others
nearby-one or two connections—older stakeholders or one
or more stakeholders could unwittingly activate unpres-
sured support or respectfully mitigate a potential stake-
holder or stakeholder group of opposition or at the very least
neutralise resistance when working with them. Generally
speaking when working on real stakeholder engagement
mapping, identifying a well-connected minor supportive
stakeholder or stakeholder group may be a good target.
Shell’s suggestion to dispose of the Brent Spar oil storage
platform in the mid-1990s is an excellent example of the
relevance of stakeholder mapping.

Shell wanted to dispose of the platform by deep-sea
sinking in the Atlantic Ocean after receiving UK government
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sanctions and what the company considered to be a full
assessment of environmental considerations. However, the
company failed to sufficiently map out the stakeholder envi-
ronment and network relationships that would determine
the decision event and outcome.

Greenpeace possessed a high influence ability (both to
generate media and to mobilise the public) and a high
opposition view of disdain for this method of disposal,
branding it ‘environmentally irresponsible’. Initially, Shell
underestimated the influence of Greenpeace, labelling the
environmental group as possessing only a high interest but
lower power.This was a big error. Greenpeace embarked on
a dramatic campaign fully occupying the platform, drawing
all kinds of media coverage and mobilising public opinion
across Europe. More importantly, Greenpeace operated
within vast networks of connected environmental groups,
media outlets, political parties, and consumer advocacy
organisations.This network amplification significantly in-
creased the effective influence.

Consumer groups and the general public, initially stake-
holders with low power, subsequently moved into a highly
influential position as a result of the proofs of public
opinion generated by the Greenpeace campaign, which
created a cascading impact of opposition from stakeholders:
concerned community members reached out to their elected
officials to create political pressure; consumers started
boycotting Shell’s petrol stations, affecting revenue; media
story coverage increased, damaging reputation; and the
German and other European governments, which were
peripheral stakeholders, became high-influence opponents
and victims of opinion shifts, demanding policy changes.
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In particular, the UK government, which was a high-power
supporter, also found its support undermined by opposition
from other stakeholders with more influence. Shell was
defeated strategically and did not successfully map the
dynamic nature of stakeholder positioning and anticipated
opposing stakeholder positions as the campaign exerted
pressure on the network. Ultimately, they decided to
abandon the plan for deep-sea disposal while tearing down
the lost platform onshore at a much higher cost. Shell
suffered significant damage to its reputation, and this case
shows why stakeholder mapping must be a dynamic process
in comparison to a static one, anticipating how a campaign,
event, or change in circumstances may alter stakeholder
position, influence, and relationships within a network.

A more sophisticated mapping of stakeholders may have
recognised that Greenpeace would be mobilising and utilis-
ing broad networks that would require Shell to proactively
engage before the onslaught of too many feedback loops
occurred.

Effective stakeholder mapping begins with several prac-
tical steps: initially, organisations will need to be compre-
hensive in identifying all the relevant stakeholders, some
that may not be immediately identifiable. This is often
beyond business relationships, such as community groups,
NGOs, media, and academic institutions, which might affect
and/or be affected by decisions. Second, organisations
need to research and seek an understanding of each stake-
holder’s interests, motivations, and concerns related to
their decision-making that they might not be vocalising
to decision makers. This requires genuine engagement,
listening, and guessing. Third, organisations need to deter-

52



CHAPTER 2

mine the power and influence of every stakeholder and their
position along relevant dimensions of support to oppose or
interest to attention. Fourth, organisations need to map the
relationships among stakeholders and determine networks,
alliances, and conflicts.

This will also reveal indirect paths of influence and the
potential for coalitions to develop. Fifth, organisations
should devise strategies to engage with the different stake-
holders in those groups based on their positioning from
the mapping. By doing so, engagement resources can be
allocated strategically, and engagement communication
can be developed according to the needs and concerns
of each stakeholder. Sixth, organisations will want to
regularly update stakeholder maps as circumstances change,
acknowledging that stakeholder dynamic positioning is
exactly that, dynamic, and not fixed.

Events, campaigns, policy changes, or decisions made by
an organisation can all shift the power, interest, and attitudes
of stakeholders, warranting different strategic thinking.

Stakeholder mapping tools provide support for strategic
decision-making in organisations. Stakeholder mapping
enables organisations to project stakeholder reactions to
chartering strategies and to generate an understanding of
which stakeholders support or oppose their initiatives and
the intensity of these respective positions. Stakeholder
mapping can further illustrate potential coalition dynamics
for which stakeholder groups may come together in support
or opposition. Stakeholder mapping will also provide
insights into where to allocate resources in ensuring priority
of engagement work with stakeholders and stakeholder
groups whose resources are a factor in decision-making,

53



STRATEGIC MANAGEMENT MADE SIMPLE

with respect to engaged stakeholders with their position
towards strategies, plans, or decisions-of-note to strategic
success. Stakeholder mapping supports risk management
in being proactive about potential sources of opposition,
trouble, and/or conflict before decisions are in place for
implementation.

Stakeholder mapping provides guidance for stakeholder
engagement messaging to clarify the messages that resonate
with various stakeholders. Most notably, stakeholder map-
ping provides a mapping perspective towards compelling
organisations to be realistically aware of the complex nature
of the social space, where all strategies must inevitably play
out.

Environmental Analysis Using PESTLE

A PESTLE analysis is useful and can provide a framework
for considering the macro environmental factors relating to
organisations in a structured way. PESTLE is an acronym
for Political, Economic, Social, Technological, Legal, and
Environmental factors, the broader categories of external
forces affecting business conditions. By analysing each
factor step-by-step, organisations can ensure thorough
and complete environmental scanning, which is potentially
missed when considering all economic factors together.
PESTLE is designed to break down the complexity inherent
in the macro-environment into smaller and relatively easy
analytical categories.

Political factors include government policy, political stability
/instability, trade regulations and policies, taxation policy,

54



CHAPTER 2

government leadership, and a broad category evaluating
the political environment in which businesses operate.
As a multitude of factors affect business conditions by
encouraging or restricting access to markets, increasing or
decreasing operational costs, encouraging or discouraging
employment or investment opportunities, and political
factors when combined or assessed, play an important role in
organisations’ planning for the future. Political factors can
affect positive and negative business conditions. As political
stability increases or decreases, organisations may decide as
part of their risk assessment to invest, operate, or locate a fa-
cility, product, or service in a location. Government policies
regarding trade (tariffs, trade agreements, etc.) dictate what
markets businesses can access and in what terms. Taxation
policy is an important consideration when sourcing revenue
and measuring potential profit and growth. Government
spending decisions have implications for organisations
regarding demand in various business sectors. Regulatory
approaches determine whether an organisation is heavily
monitored and controlled, or if government regulators take
an interventionist role in business practices. The extent of
political factors varies significantly from country to country
and should certainly be seen as an important consideration
in international business.

An example of political factors that have implications for
an industry might be the automotive industry following
Brexit in the UK. EU membership prior to Brexit afforded
UK automotive manufacturers tariff-free access to markets
in Europe, with regulatory alignment for the quality of the
products as well as facilitating seamless supply chains across
borders regardless of sector, which were able to remain
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compliant with regulatory requirements. Brexit has enacted
political uncertainty as an external market condition that
significantly affects strategic planning. Some manufacturers,
such as Nissan operating a plant in Sunderland UK, ques-
tioned how their tariff arrangements for exports would look
forward when exporting for the various markets, customs
arrangements, and regulatory alignment. The negotiated
political environment between the UK and Europe would
determine the extent to which tariffs applied to UK exports,
whether customs checks and requirements would need
to happen, and/or whether regulatory divergence would
require manufacturers to comply with various regulatory
arrangements across borders.

Such political factors forced automotive manufacturers to
engage in scenario planning to consider the implications of
various possible political outcomes for their business. Some
manufacturers decided to withhold long-term investment
in the UK until clarity was offered politically. Other man-
ufacturers solicited and established political commitments
(Nissan received political assurances from the government
about the competitiveness of their site in the Sunderland
UK before committing to a new investment). Ultimately,
political negotiation would shape the trade agreement and
subsequently set the stage for the strategic environment
in which the sector would operate not only in the UK
but internationally, and also provide the political context
moving forward.

The above example illustrates how political factors create
uncertainty calling on organisations—especially interna-
tional organisations—to strategize flexibly to actors in the
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political system, and attend to or shape political events
impacting their interests.

Economic factors include economic growth patterns
and rates of inflation, interest rates, exchange rates, un-
employment levels, disposable income, overall conditions
affecting consumers’ purchasing power, and the cost of
doing business. Economic factors directly impact demand
from consumers, cost of operations, and potential viability
of investment. Economic growth signals the potential ex-
pansion of market demand as consumers’ purchasing power
increases and businesses begin expansionary investment.

When recessionary conditions exist, consumer demand
reduces, as does the potential for increased financial distress.
Interest rates affect the borrowing capacity of both busi-
nesses and consumers, affecting their purchasing behaviour
and investment or durable goods purchasing behaviour.
Exchange rate conditions affect both international competi-
tiveness and profitability of domestic businesses engaged in
cross-border trade. Unemployment levels affect spending
and labour market conditions, and disposable income affects
consumers’ ability to purchase the goods or services needed.

The 2008 global financial crisis illustrates the impact of
economic factors on business strategy. The crisis started
in the US housing market, but it spread rapidly around the
world to create an economic environment characterised by
falling consumer confidence, rising unemployment, falling
asset values, and a contraction of credit to both businesses
and consumers. Economic factors have devastated certain
industries while creating opportunities for others. Luxury
goods retailers were burdened by a significant decrease in
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consumer demand as consumers eliminated discretionary
spending. Investment banks failed or required govern-
ment bailouts, as their values combined with the failure
of asset-backed collateralised loan obligations. Developers
of property projects found previous projects to be unviable
as financing dried up and demand evaporated.

However, under the same economic circumstances, oppor-
tunities arose for other firms positioned to take advantage
of them. Discount retailers, such as Aldi and Lidl, gained
share as consumers switched to value-based purchasing.
Asset management firms buy distressed properties at bargain
prices. Debt collection agencies have experienced growth
with an increase in loan defaults. The disparate impacts of
the economic consequences on some business sectors and
not others illustrate the principle that different economic
factors will have differing levels of impact in different
sectors, requiring the analysis of specific economic sectors.

Social factors include cultural norms, demographics,
lifestyle changes, levels of education, social attitudes towards
work and leisure time, and social values that affect consumer
behaviour in the marketplace and labour market.

Social factors provide situational contexts for what a
consumer may physically want and have the economic
capacity to buy, and also provide information regarding how
they prefer to interact with businesses and what they may
expect from an employer, demographic factors, such as aging
populations, urbanisation, or shifts in household formation,
generate new market segments, and create new patterns
of demand. Cultural perspectives on health, sustainability,
convenience, or social responsibility all drive choices when
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it comes to purchasing products. Likewise, educational
attainment affects the capabilities of the workforce and
sophistication of consumers. Changing lifestyles create new
opportunities for production or provisioning as priorities
shift.

The emergence of plant-based food alternatives provides an
example of the strategic implications of social factors. To-
day, many consumers—particularly millennial consumers—
demonstrate awareness and concern for animal welfare and
care about both environmental sustainability and personal
health. The shift we have seen in social values around
animals, sustainability, and health has created new opportu-
nities for manufacturers to provide plant-based substitutes
for traditional animal products. Companies such as Beyond
Meat, Impossible Foods, and Oatly have been successful
businesses that adjust their product lines and marketing
strategies according to social macro trends. Furthermore,
larger, traditional food companies, such as McDonald’s and
Nestlé, have recognised the implications of these social
trends in response to plant-based burger offerings or ready-
to-drink ranges of well-known vegan brands.

These strategic responses or adaptations demonstrate
that social factors created fundamental shifts in consumer
demand, not fleeting trends. Furthermore, the demographic
analysis performed indicated, as valuable as plant-based
substitutes were for consumers embracing plant-based diet,
younger populations were increasingly embracing plant-
based diets for health and environmental reasons. Thus, as
younger consumers age, they are likely to reinforce the trend,
particularly as they gain purchasing power. In addition to
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the analysis of observable behavioural changes, survey data
analysis found that even individuals not identifying fully
as vegans were, at least, consuming less meat for health or
environmental reasons, thus expanding the target market.

Social media platforms such as Instagram provide so-
cial connections through influencers communicating plant-
based lifestyles and products more broadly across large-scale
market segments. Companies that identified these social
elements early and adjusted their product lines ahead of the
game as the market changed.

Technological factors include the pace of innovation
and improvements in technological and automation in-
frastructure, research and development (R&D) activity,
pattern of technology adoption, and the implications of
these changes for conduct and competition. Technology
is one of the more rapidly changing macro-environmental
headers, wherein pacing creates opportunities and threats.
As new technologies are developed, they can be used to
develop new products and services, as well as new business
models that threaten or disrupt existing markets. Digital
technology has disrupted industries, ranging from retail
to financial services to entertainment. Automation of
technology can also affect the amount of labour required for
a product or service and the cost structure. Communication
technologies are changing how businesses communicate
with their customers and coordinate with other parts of
the business. Data analytics capabilities allow businesses to
analyse information in new ways and create new models of
personalisation.

The taxi industry has experienced disruptive power of
technology through the introduction of ride-hailing plat-
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forms. Technologies such as smartphones, GPS navigation,
mobile payment, and ride-hailing algorithms have allowed
companies such as Uber and Lyft to wrestle their market
share from the taxi industry by offering new business models.
These technological factors converge to enable ride-hailing
as an opportunity. For example, smartphones increased
available access to the software that riders and drivers both
had in their pocket; GPS allowed for the ability to track
geographic location and route the ride efficiently; mobile
payment systems removed friction from cash transactions;
rating systems ensured accountability and trust between
the ride-hailing app and both riders and drivers; and ride-
hailing platform and app algorithms matched riders to
drivers based on proximity and charged surge pricing for
demand.

Traditional taxi companies face a strategic dilemma as
these technological factors change the competitive envi-
ronment. Some have attempted to maintain regulatory
barriers that protect taxi companies from entering the
market. Other companies have invested in developing their
own applications and digital platforms to compete with
technology. Others partnered with ride-hailing apps and
platforms, instead of competing. These strategic decisions
reflect an individual taxi company’s assessment of adapt-
ability and whether technological change could be resisted
or needed to be adapted to. Cities and countries addressed
technological disruption differently, as some regulated ride-
hailing platforms allow innovation as the norm, while in
other contexts, regulations sought to protect the taxi service
from encroaching technology.

This case shows that there are many important aspects
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of the technological factor to note in PESTLE analysis.
First, technologies tend to be combined synergistically;
ride-hailing is made possible by the conjunction of many
technologies, not just a single new technology. Second,
technological change can be extremely rapid and often pro-
vides incumbents little time to adapt. Third, technological
factors tend to intersect and have political and legal factors
as secondary conditions, and both political and legal systems
define how societies respond to technological disruptions.
Fourth, technological change creates winners and losers—
businesses need to analyse whether they are in a place to
benefit from these trends or if they are being threatened by
them.

Legal factors refer to laws and regulations which affect
the operation of a business, including employment laws,
consumer protection, competition laws, health and safety
regulations, intellectual property laws, and other laws which
may operate within a specific industry or context. Legal
factors place limits on business behaviour, generate com-
pliance costs, and create a legal framework which governs
behaviours in the market. Legal factors can change and affect
the conditions under which businesses operate tremen-
dously, and changes in legal factors can lead to stricter
regulations which may also have cost implications, prohibit
a firm’s behaviour altogether, or change the requirements
of products. Legal factors also often intersect with political
factors, because most political decisions are used as a basis
for legislative change. Each jurisdiction operates within a
different legal framework in which an organisation has to
traverse relative to each market in which it participates.
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The introduction of the General Data Protection Regu-
lation (GDPR) in the E.U. demonstrates a strategic impact
of legal factors—GDPR legally mandated the handling and
protection of individuals, both residents and citizens, that
personally identifiable information (PII) about each resident
or citizen was governed by specific regulations—in this case,
GDPR. GDPR came into effective in 2018 and operational-
ized new rules for how an organization in the E.U. could
do business and interact with its citizens and residen