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Executive Summary 
This report examines Microsoft's strategy, including its internal and external 

environment, competitiveness and strategic plans. The report reveals that Microsoft is 

in a dynamic, competitive technology sector, with a focus on cloud computing and 

artificial intelligence (AI) development. 

The external analysis shows that the company has significant opportunities from digital 

transformation and the growing market for cloud services, but also faces threats from 

competition with Amazon and Google, and regulatory scrutiny. The internal analysis 

reveals that Microsoft possesses significant strengths in its resources and capabilities, 

especially in its Azure cloud platform, AI technologies and ecosystem, which deliver 

competitive advantage. 

The Balanced Scorecard shows that Microsoft has a coherent strategy across 

financial, customer, internal business and innovation perspectives. But the cost and 

complexity of R&D and operations are significant issues. 

The report concludes that Microsoft should maximise its potential in AI, optimise costs, 

bolster its global cloud footprint and ecosystem integration. Microsoft has strong 

prospects for future growth, but needs to balance innovation, efficiency and 

competition to maintain its competitive edge. 
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1. Introduction 
Strategic management involves an analysis of an organisation's internal and external 

environment to create and execute strategies that enable long term sustainable 

competitive advantage (Johnson et al., 2020). In the rapidly evolving global 

environment, organisations need to constantly review their strategies in response to 

technology, globalisation and increasing consumer expectations (Grant, 2019). 

This report critically examines Microsoft’s strategic management. Microsoft is a global 

technology firm that works in the fields of cloud computing, software and artificial 

intelligence. Microsoft has also transitioned its strategy from product to services and 

cloud computing, primarily with Microsoft Azure and artificial intelligence (AI) 

(Microsoft, 2024). 

This report not only aims to summarise Microsoft's strategy, but also to assess the 

impact of its internal and external factors on its strategy. The report will apply various 

frameworks like PESTEL, Porter's Five Forces, VRIO and the Balanced Scorecard to 

analyse the competitiveness and sustainability of Microsoft. It will also highlight key 

strategic issues and offer suggestions for sustaining its competitive advantage in this 

fiercely competitive technology industry (Hill et al., 2014). 
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2. Organisational Context and Overview 
Microsoft Corporation is a multinational technology corporation established in 1975 by 

Bill Gates and Paul Allen. Microsoft initially achieved early success with the flagship 

products of the Windows operating system and Microsoft Office, which became the 

standard operating system and office application suite for personal computers 

(Cusumano, 2015). Microsoft has evolved from a product company to a service and 

platform company, with its emphasis on the cloud, artificial intelligence (AI) and digital 

services. 

 
 

Figure 1: Microsoft company (Rasheed Ahmad Gopang, 2024) 

Microsoft's purpose is "to empower every person and every organisation on the planet 

to achieve more" (Microsoft, 2024). This statement speaks to its emphasis on 

productivity, accessibility and digital. It aspires to be a leader in cloud computing and 

AI development, helping individuals and organisations with cutting-edge technology 

(Nadella, 2017). These vision statements are the strategic direction for Microsoft and 

its long-term strategies, particularly in cloud computing and AI. 

Microsoft follows a hybrid business model of product and services. It has significant 

revenue from cloud computing via Microsoft Azure, and other services such as 

Microsoft 365 and LinkedIn. Microsoft has achieved more than $211 billion in revenue 

in 2024, with the Intelligent Cloud segment playing a significant role (Microsoft, 2024). 
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The move towards subscription and cloud services has enabled it to generate 

consistent revenue. 

Microsoft is in the highly competitive and innovative global technology sector. The key 

competitors are Amazon, Google and Apple. Amazon dominates the cloud market with 

its AWS service, Google is a strong competitor in the data and AI market and Apple is 

dominant in hardware and integration (Gartner, 2023). To keep pace with this 

competition, Microsoft must focus on research and development. 

Microsoft's market position is supported by its ecosystem of products and services. 

Software such as Windows, Office 365, Azure and AI technologies are extensively 

adopted by businesses and consumers, leading to significant lock-in. But this also 

poses risks, as this market power comes with the need for innovation and significant 

investment. For instance, Microsoft invested over $27 billion in R&D, highlighting the 

costs of maintaining technological innovation (Statista, 2024). Hence, Microsoft’s 

approach is to balance innovation, growth and cost in a very competitive international 

environment. 
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3. External Environment Analysis 
The external environment is significant as it can impact an organisation's strategy and 

operations. The PESTEL model is a common framework to examine macro-

environmental factors such as political, economic, social, technological, environmental 

and legal forces (Johnson et al., 2020). These are external to the organisation, and 

may present opportunities and threats. Particularly for a multinational company such 

as Microsoft, it's crucial to consider these external factors as the company operates in 

many countries with varying regulation, economic and technological factors. 

 

 
 
 

Figure 2: PESTEL Analysis (Springworks, 2025) 
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3.1 PESTEL Analysis 
The table below shows the impact of external factors on Microsoft. 

Table 3.1: PESTEL Analysis 

 

Factor Key Issue Evidence / Data Strategic Impact 

Political Government 
control over big 

tech companies 

Increasing regulation 
in US and EU 

targeting large tech 

firms 

Limits aggressive 
expansion and 

increases compliance 

cost 

Economic Global economic 

uncertainty 
affecting IT 

spending 

Slower enterprise IT 

budgets in 2023–2024 
in some regions 

Reduces short-term 

cloud revenue growth 

Social Growth in remote 

work and digital 

services 

Strong increase in 

Microsoft Teams and 

Microsoft 365 users 
after COVID-19 

Drives demand for 

cloud-based 

productivity tools 

Technological Rapid growth in AI 
and cloud 

computing 

Microsoft invested 
over $27 billion in 

R&D and heavily in 

OpenAI partnerships 

Creates strong 
competitive 

advantage but 

increases cost 
pressure 

Environmental Pressure for 
sustainability and 

green operations 

Microsoft aims to be 
carbon negative by 

2030 

Requires investment 
in renewable energy 

and sustainable 

infrastructure 

Legal Data privacy and 

antitrust laws 

GDPR in Europe and 

increasing global data 
protection laws 

Limits data usage and 

increases legal risk 
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(Source: Author’s own, based on Microsoft, 2024; Statista, 2024; European 

Commission, 2023) 

The PESTEL analysis reveals that technology and legal factors are the most important 

for Microsoft. For instance, advances in AI and cloud computing offer many 

opportunities for growth, but also need significant investment and lead to intense 

competition. On the other hand, regulatory requirements like GDPR pose regulatory 

compliance and costs. 

3.2 Impact of External Factors on Strategy 
Microsoft's strategy is heavily influenced by external factors. The most significant is 

technological advances. Microsoft has focused on cloud computing and artificial 

intelligence (AI) platforms such as Azure and AI services. This is in line with the 

industry, and enables the company to compete with Amazon and Google (Grant, 

2019). 

But it comes with financial risks. This reduces short-term profitability due to large 

investments in AI and infrastructure. So Microsoft must innovate and improve cost 

efficiency. Economic conditions are also crucial. In tough economic times, enterprise 

IT budgets are constrained, impacting Microsoft's enterprise sales. To hedge against 

this, Microsoft has a subscription model which offers more reliable revenue. Legal and 

political issues also affect the strategy. For instance, greater regulation by 

governments constrains Microsoft's growth. Microsoft needs to comply with various 

laws in different jurisdictions, which raises cost but essential for its long-term 

sustainability (Johnson et al., 2020). In summary, Microsoft strategy is heavily 

impacted by what is happening in the external environment and the company will be 

successful if they can adapt to these changes. 

3.3 Critical Success Factors in the Industry 
There are a number of critical success factors in the technology industry. First, they 

must continually innovate. Businesses need to heavily invest in R&D. Microsoft invests 

more than $27 billion in R&D, highlighting its commitment to innovation, particularly in 

AI and cloud computing (Statista, 2024). 
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Second, well-integrated ecosystems are critical to success. Microsoft integrates its 

products, including Windows, Office 365, Azure and LinkedIn. This increases 

switching costs and customers retain the brand. 

Third, scale and cloud computing is key. Microsoft Azure is a major cloud provider and 

is in direct competition with Amazon Web Services (AWS). Being able to offer scalable 

and reliable services is important for sustaining market share (Gartner, 2023). 

But these elements of success pose challenges. The need for investment in innovation 

and infrastructure drives up costs, and inability to compete with rivals can see market 

share erode. 

3.4 Key Strategic Challenges 
Microsoft has a number of key strategic challenges. The biggest challenge is the 

competition in the cloud AI market. Amazon Web Services (AWS) are the market 

leader, with Google rapidly catching up in AI. This puts pressure on Microsoft to 

constantly innovate and enhance their offerings (Gartner, 2023). 

The rise in regulation is another factor. Regulators have more regulations for large 

tech firms, particularly around data privacy and competition. This restrains Microsoft's 

ability to innovate and exposes it to higher risks (European Commission, 2023). 

Moreover, significant research and development expenses result in financial stress. 

Which while crucial to future growth, depresses short-term profits. This presents an 

innovation vs profitability conundrum. 

Finally, accelerating technological developments are a challenge. Emerging 

technologies like generative AI need to be adapted to. Failure to innovate could cost 

Microsoft its competitive edge. Hence, Microsoft needs to strategically manage 

competition, regulation and costs to maintain its strategic outlook. 
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4. Industry Analysis (Porter’s Five Forces) 
Porter's Five Forces model describes the impact of industry structure on competition 

and profitability (Porter, 2008). Microsoft is in the cloud computing and AI industry, 

which has seen an increase in demand as a result of digital transformation. The global 

cloud infrastructure market is projected to be worth over $500 billion and demand from 

enterprises for scalable computing is growing (Statista, 2024). But the market is very 

concentrated, with Amazon Web Services (AWS), Microsoft Azure and Google Cloud 

dominating the market (Gartner, 2023). 

 

 
 

Figure 3: Porter’s Five Forces Model (The Strategy Institute, 2025) 
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4.1 Competitive Rivalry (Cloud & AI Market) 
Rivalry is high because the market is highly concentrated among a few large firms and 

they compete head-on in the market with regard to price, innovation and 

internationalisation. 

Table 4.1: Competitive Rivalry (Cloud & AI Market) 

(Source: Author’s own, based on Gartner, 2023; Statista, 2024) 

This demonstrates that rivalry is very high, with competition taking place in a number 

of areas including technology, price and ecosystem. 

 

 

 

Factor Evidence and Explanation Strategic Impact 

Market 
concentration 

AWS leads with an estimated ~$90bn 
cloud revenue, while Azure is second and 

Google Cloud is rapidly growing. These 

three firms dominate the global market 
(Gartner, 2023). 

Continuous pressure 
on Microsoft to 

increase market 

share. 

AI investment 
race 

Microsoft has invested billions into OpenAI 
and integrates AI across products, while 

Google and Amazon are also heavily 

investing in AI systems. 

Requires continuous 
high investment in 

innovation. 

Pricing 
competition 

Cloud providers compete through 

aggressive pricing, enterprise discounts, 
and bundled services. 

Reduces profit 

margins but increases 
customer retention. 

Ecosystem 
competition 

Microsoft’s ecosystem (Azure + Office + 
Teams) competes with AWS services and 

Google Workspace ecosystems. 

Creates differentiation 
but does not remove 

rivalry. 

 



 10 

4.2 Threat of New Entrants 
Barriers to entry are high, because of the high cost and technology involved. 

Table 4.2: Threat of New Entrants 

(Source: Author’s own, based on Grant, 2019) 

The risk of new entrepreneurs is low, so competition primarily occurs between big 

firms. 

 

 

 

 

 

 

Factor Evidence and Explanation Strategic Impact 

Infrastructure 
cost 

Building global cloud infrastructure 
requires billions in investment in data 

centres and networking systems. 

Strong entry barrier. 

Technology 
expertise 

AI and cloud systems require advanced 

engineering capabilities and long 

development time. 

Limits new 

competitors. 

Brand trust Microsoft has long-term enterprise 

relationships through Windows and Office. 

Difficult for new 

entrants to attract 
customers. 

Economies of 
scale 

Large-scale operations reduce cost per 

unit of service. 

Advantage for 

Microsoft. 
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4.3 Bargaining Power of Buyers 
Buyer power is determined by customer scale, switching costs and availability of 

substitutes. 

Table 4.3: Bargaining Power of Buyers 

(Source: Author’s own, based on Johnson et al., 2020) 

Buyer power is moderate due to switching costs, despite alternatives. 

 

 

 

 

 

 

 

Factor Evidence and Explanation Strategic Impact 

Enterprise 
clients 

Large organisations spend millions 
annually on cloud services, giving them 

negotiation power. 

Pressure on pricing and 
service quality. 

Switching 
costs 

Microsoft integrates Azure, Office, and 

Teams, making switching complex and 

costly. 

Reduces buyer power. 

Alternative 
providers 

AWS and Google Cloud offer similar 

services. 

Keeps buyer power 

moderate. 

Subscription 
model 

Long-term contracts provide recurring 
revenue. 

Increases stability but 
requires performance. 
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4.4 Bargaining Power of Suppliers 
Dependency on critical inputs such as hardware, and partnerships, determine supplier 

power. 

Table 4.4: Bargaining Power of Suppliers 

(Source: Author’s own, based on Hill et al., 2014) 

Dependency and power of suppliers is moderate, with Microsoft's clout offset by its 

dependency. 

 

 

 

 

 

 

 

 

 

Factor Evidence and Explanation Strategic Impact 

Chip 
dependency 

Microsoft relies on advanced GPUs and 
processors for AI and cloud services. 

Creates supply 
risk. 

AI partnerships Partnership with OpenAI is critical for AI 
strategy. 

Strategic 
dependency. 

Scale advantage Microsoft’s size allows strong negotiation 

with suppliers. 

Reduces supplier 

power. 

Diversified 
sourcing 

Multiple suppliers reduce dependency on a 

single source. 

Improves stability. 
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4.5 Threat of Substitutes 
Substitutes are other technologies and platforms. 

Table 4.5: Threat of Substitutes 

 

(Source: Author’s own, based on Grant, 2019) 

The threat of substitutes is medium, as there are alternatives but they are constrained 

by Microsoft's ecosystem. 

4.6 Identification of the Most Significant Force 
Competitive rivalry is the most important of the five forces, which can be supported by 

market facts and structure. There are a few, large players in the cloud market, with 

Amazon, Microsoft and Google dominating global infrastructure services (Gartner, 

2023). The market leader, AWS, has a cloud revenue of $90 billion, while Microsoft 

Azure is growing quickly but still lagging behind (Statista, 2024). The close competition 

between a handful of firms results in more intense rivalry. 

Furthermore, investments in artificial intelligence (AI) for competitive advantage are 

taking place. Microsoft's billion-dollar investment in OpenAI, along with similar 

investments from Google and Amazon, demonstrates that competition is not just about 

price but also innovation and technological advancement. This drives the need for 

ongoing investment in research and development, which for Microsoft was more than 

$27 billion (Statista, 2024). 

Factor Evidence and Explanation Strategic Impact 

Open-source 
software 

Linux and open-source platforms offer 
low-cost alternatives. 

Creates price 
competition. 

AI disruption New AI tools can replace traditional 
software applications. 

Forces innovation. 

Ecosystem lock-in Microsoft’s integrated system reduces 

switching. 

Limits substitution. 

Enterprise 
dependency 

Businesses rely on Microsoft tools for 

operations. 

Reduces short-term 

risk. 
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Relative to other factors, the threat of new entrants is low (high barrier), supplier power 

and buyer power are medium. But competition has a direct impact on Microsoft's 

pricing, innovation and market share simultaneously. As such, it has the largest 

influence on Microsoft's strategy, influencing the company to engage in high-burn rate 

investment while remaining profitable and maintaining its competitive advantage 

internationally. 
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5. Internal Environment Analysis 
The internal environment is concerned with the resources and capabilities that enable 

the company to gain competitive advantage. The resource-based view (RBV) 

suggests that a firm obtains advantage by effectively deploying valuable, rare and 

inimitable resources (Barney, 1991). For Microsoft, internal factors such as its cloud, 

AI and ecosystem capabilities are crucial for strategy.  

5.1 Key Resources and Capabilities  
Microsoft has a number of key resources and capabilities. First, its cloud services are 

important - in particular, Azure. Microsoft has data centres around the world to provide 

cloud services. This enables its services to be scalable and consistent. Second, 

Microsoft has strong financial capacity. It has revenues of more than $200 billion a 

year, meaning it can afford to invest in research and development, acquisitions and 

innovation (Microsoft, 2024). Third, technological ability is key. Microsoft offers cutting-

edge software, cloud computing, and AI. It is investing in AI technologies, such as 

those developed by OpenAI.  

Last, Microsoft has a strong ecosystem. The integration of products such as Windows, 

Office 365, Azure and Teams is a key system of customers. This helps with retention 

and churn. These assets and capabilities are the foundation for Microsoft’s competitive 

advantage, but they also need to be nurtured.  

5.2 Core Competencies  
Core competencies are distinctive strengths that set a firm apart from competitors 

(Prahalad & Hamel, 1990). The core competencies for Microsoft are cloud computing, 

artificial intelligence, and building an ecosystem. Microsoft's cloud computing 

competency is through its Azure platform, offering scalable services to companies 

around the world. Microsoft thus competes with AWS and Google Cloud. Integration 

with AI is also a competency. Microsoft builds AI into products like Office 365, Microsoft 

Teams and Azure to increase productivity and enhance user experiences. This creates 

additional value for customers.  

Microsoft also has the ability to integrate ecosystems. Microsoft integrates products 

that allows customers to be more efficient and creates barriers to switching. This 

creates a barrier to changing products. But these capabilities also pose problems. 
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Investing in AI and cloud technologies can be expensive and not innovating fast 

enough can lead to loss of competitive advantage.  

5.3 VRIO Analysis  
VRIO is an analysis framework to assess the potential of a firm's resources to sustain 

competitive advantage (Barney, 1991).  

Table 5.1: VRIO Analysis of Microsoft 

 

 

 

 

Resource / 
Capability 

Valuabl
e 

Rar
e 

Inimitabl
e 

Organise
d 

Explanatio
n 

Competitiv
e Outcome 

Azure cloud 
infrastructur

e 

Yes Yes Yes Yes Requires 
large 

investment, 

global 
scale, and 

advanced 

systems 
that are 

difficult to 

copy 

Sustained 
competitive 

advantage 

AI capability 
(OpenAI 

partnership) 

Yes Yes Partly Yes Strong AI 

developmen
t capability, 

but 

competitors 
are also 

investing in 

AI 

Temporary 

to sustained 
advantage 
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(Source: Author’s own, based on Barney, 1991; Teece, 2018) 

The VRIO analysis reveals that Microsoft's main competitive advantages are its cloud 

platform and the integration with the ecosystem, which are hard to imitate.  

5.4 Sustained vs Temporary Competitive Advantage  
The VRIO analysis shows Microsoft has sustained and temporary advantages. Long-

term advantages are its cloud computing capability, ecosystem integration and brand. 

These are valuable, unique, non-imitable, and Microsoft is well organised to exploit 

them. In contrast, AI capability currently offers a passing advantage. Although 

Microsoft is investing in AI, so are other companies like Google and Amazon. So, it 

may not be sustained in the long run.  

Wealth also does not create a lasting advantage as other large technology companies 

have the same level of financial capabilities. Thus, it leads to a competitive parity. In 

Ecosystem 
integration 
(Windows + 

Office + Azure) 

Yes Yes Yes Yes Deep integration 
creates high switching 

costs and customer 
dependency 

Sustained 
competitive 
advantage 

Brand reputation Yes Yes Yes Yes Long-term trust and 

global recognition built 

over decades 

Sustained 

competitive 

advantage 

Financial strength Yes No No Yes Large revenue supports 
investment, but other 

firms also have strong 

finances 

Competitive 
parity 
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summary, the key to long-term success for Microsoft is to sustain its advantages and 

also develop new capabilities. It needs to innovate and keep costs low to ensure that 

its resources see the greatest return in a competitive market (Teece, 2018). 
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6. CSR and Sustainability 
Corporate Social Responsibility (CSR) is the way a business manages its social, 

environmental and economic responsibilities. Sustainability is a key component of 

CSR for Microsoft, particularly in regard to climate change, energy consumption and 

ethical technology design practices. 

 

 
  

Figure 4: Corporate Social Responsibility (GRC Developers,2024) 

6.1 CSR Strategy 
Microsoft focuses on an environmental sustainability and innovation CSR strategy. 

Microsoft aims to become carbon negative by 2030 and remove all past carbon 

emissions by 2050 (Microsoft, 2024). Microsoft is investing in renewable energy, 

carbon removal, and sustainable cloud computing to achieve this. 

Microsoft also focuses on ethical artificial intelligence (AI) by implementing principles 

of fairness, transparency and accountability. This is crucial as AI is integrated into its 

products. Microsoft also promotes digital inclusion through technology and training 

programs, which adds to its social value and builds its brand. 
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6.2 Sustainability Goals 
Microsoft has specific sustainability goals for carbon, energy, water and waste. 

Microsoft has a target of 100% renewable energy use by 2025, which involves 

substantial investments in renewable energy (Microsoft, 2024). 

On water, Microsoft is working towards water neutrality by 2030, which means it will 

return more water than it uses. It also aims to achieve zero waste, with an emphasis 

on minimising landfill waste and boosting recycling in its data centres and offices. 

But these goals are difficult to reach. Microsoft's cloud and AI businesses rely on 

massive data centres, which consume substantial energy and water. With increasing 

demand for cloud services, scaling up while remaining sustainable is a complex 

challenge. This poses a trade-off between innovation and sustainability. 

6.3 Critical Analysis (Cost vs Strategic Benefit) 
Microsoft’s CSR strategy offers long-term advantages. CSR activities enhance brand 

image, help meet environmental regulations, and mitigate climate-related risks. 

Moreover, ethical AI enhances customer loyalty and fosters innovation. 

But these initiatives are costly. Microsoft is making multi-billion-dollar investments in 

renewable energy, carbon removal, and sustainable materials (Microsoft, 2024). This 

raises costs and potentially lowers short-term profits. Also, integrating fast-growing AI 

and cloud computing with sustainability goals adds complexity. 

As a result, Microsoft needs to strike a balance between sustainability and profitability. 

Although CSR has long-term strategic benefits, it also adds short-term costs, 

presenting a profitability vs. responsibility dilemma. (Eccles et al., 2014). 
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7. Balanced Scorecard Analysis 
The Balanced Scorecard is used to link performance to strategy in terms of four 

perspectives: financial, customer, internal processes and learning and growth (Kaplan 

& Norton, 2004). This approach is crucial for Microsoft as it needs to combine rapid 

growth in cloud and artificial intelligence (AI) with cost management and innovative 

investments. 

 

Figure 5: Balanced Scorecard for Microsoft  

 Source: Author’s own, based on Microsoft Annual Report 2024 
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Table 7.1: Balanced Scorecard for Microsoft (Source: Author’s own, based on 
Microsoft Annual Report 2024) 

Financial Perspective 

 

 

 

 

 

 

 

 

 

 

 

Objective Measure (KPI) Target Initiative 

Expand cloud 
revenue 

Azure revenue 
growth rate (%) 

Sustain double-
digit growth (~15–

20%) 

Expand hyperscale data 
centres and AI services 

globally 

Maintain 
profitability 

Operating margin 

(%) 

Maintain ~40%+ 

margin 

Cost optimisation and 

efficiency programmes 

Increase 
recurring 
revenue 

Subscription share 

of total revenue (%) 

Majority (>70%) 

of total revenue 

Growth of Microsoft 365 

and Azure subscriptions 

Control 
innovation cost 

R&D expenditure 
($bn) 

Efficient 
allocation (~$25–

27bn annually) 

Prioritise high-return AI 
and cloud projects 

 



 23 

Customer Perspective 

Internal Business Processes 

 

 

Objective Measure (KPI) Target Initiative 

Improve 
customer 
retention 

Subscription 
renewal rate (%) 

Maintain high 
retention (~90%+) 

Long-term enterprise 
contracts and bundled 

services 

Increase 
customer value 

Customer usage 

and satisfaction 

levels 

Continuous 

improvement in 

engagement 

Integration of AI 

features across 

products 

Expand 
enterprise base 

Number of 

enterprise cloud 
clients 

Global growth in 

large organisations 

Azure adoption and 

hybrid cloud solutions 

Enhance 
engagement 

Daily active users 

(Teams, Office) 

Increase user 

engagement levels 

Digital workplace and 

collaboration tools 

 

Objective Measure (KPI) Target Initiative 

Improve system 
reliability 

Cloud uptime 
(%) 

Maintain 99.9%+ 
availability 

Investment in global 
cloud infrastructure 

Increase 
innovation speed 

Product 
release cycle 

time 

Faster and more 
frequent updates 

Agile development and AI 
integration 

Strengthen 
cybersecurity 

Number of 

security 

incidents 

Continuous 

reduction 

Advanced cybersecurity 

and threat detection 

systems 

Reduce 
operational cost 

Cost per cloud 
service unit 

Efficiency 
improvement 

Automation and process 
optimisation 
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Learning and Growth Perspective 

 

7.1 Financial Perspective 
Cloud computing and subscription revenue are significant for Microsoft's financial plan. 

Microsoft had more than $211 billion in total revenue in 2024, with much of this 

revenue coming from its Intelligent Cloud division, particularly its Azure product 

(Microsoft, 2024). This indicates that their growth is largely driven by cloud. But 

Microsoft also has high operating margins of 40% or more, which is a sign of effective 

cost management and market power. 

But the firm's high research and development (R&D) investment (more than $25 billion 

per year) puts pressure on its finances. This leads to a trade-off between long-term 

investment and short-term returns, which Microsoft needs to manage. So, the financial 

perspective is to grow cloud revenues and keep costs low. 

7.2 Customer Perspective 
Microsoft's customer perspective is centred on cultivating long-term customer 

relationships via a subscription model and ecosystem. Its products such as Microsoft 

365, Azure and Teams are extensively used by enterprises, resulting in high switching 

costs. This helps retain customers and generates revenue. 

Objective Measure (KPI) Target Initiative 

Strengthen 
innovation 
capability 

R&D investment ($bn) Sustained high 
investment 

(~$25bn+) 

AI and cloud 
research 

programmes 

Develop 
workforce skills 

Employee digital skill 

level 

Continuous 

upskilling 

AI and data training 

programmes 

Expand 
knowledge base 

Number of new 

technologies/products 

Continuous 

innovation 

output 

Strategic 

partnerships (e.g., 

AI collaborations) 

Support digital 
transformation 

Workforce digital 
capability (%) 

Majority 
workforce 

digitally skilled 

Cloud and AI 
adoption across 

organisation 
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Additionally, there is greater customer demand due to digitalisation and remote 

working. For instance, the COVID-19 pandemic saw a boom in Microsoft Teams, 

demonstrating the impact of customer behaviour. But with competitors such as AWS 

and Google, Microsoft needs to constantly enhance customer satisfaction and value. 

7.3 Internal Business Processes 
Microsoft's business processes are efficient, reliable and innovative. The need for high 

performance is important for cloud services with availability targets of 99.9% and 

beyond. This is important as companies rely on Microsoft for their IT services. 

Microsoft also prioritises speed of innovation, through frequent product releases and 

adoption of artificial intelligence technologies. Security is also critical because data 

security is crucial for customer trust. But high performance and security come at a 

cost, particularly with a global cloud network. 

7.4 Learning and Growth 
Microsoft has significant investments in learning and growth for strategy. It invests 

more than $25 billion a year in research and development, particularly in AI and cloud 

computing. This helps drive innovation and gain competitive advantage. 

Moreover, Microsoft invests in skills development of its employees in digital and AI 

skills. Its knowledge and innovation capability is also supported by its partnerships, 

like with OpenAI. But this adds to cost and impacts short-term earnings. 

7.5 Strategic Linkages Between Perspectives 
The perspectives are strongly linked. Microsoft's investment in learning and growth 

(R&D and training) enhance the internal processes (innovation and the efficiency of 

cloud). This helps Microsoft develop new products and services, which enhances 

customer satisfaction and loyalty. 

Consequently, customer satisfaction and engagement leads to financial success with 

increased subscription revenue and profits. For instance, investment in AI (learning 

and growth) enhances product features (internal processes) which results in more 

effective use of Microsoft 365 (customer perspective) and revenue growth (financial 

perspective). 
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But there is a trade-off. Heavy investment in innovation positively affects long-term 

growth, but negatively affects short-term revenues. So, Microsoft needs to balance the 

four perspectives for competitive advantage. 
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8. Strategic Choices and Implementation 
A company's strategy defines its approach to competing and expanding in a given 

market. Microsoft's strategy is influenced by its emphasis on cloud computing, artificial 

intelligence (AI), and platforms. Microsoft's choices reflect a combination of business-

level and corporate-level strategies to sustain its competitive edge in the fast-moving 

tech industry. 

8.1 Business-Level Strategy (Hybrid Strategy Analysis) 
Microsoft's business-level strategy is a mixed strategy that involves differentiation and 

cost reduction. Microsoft is differentiated in the industry due to its innovative 

technology, reputation, and product bundle (Azure, Microsoft 365, and AI). These add 

value for customers, enabling the company to charge premium prices. 

However, Microsoft is also cost-effective, particularly when it comes to its cloud 

services. Economies of scale help it reduce the cost per unit, which can help it to 

compete with Amazon Web Services (AWS) and Google Cloud. This differentiation 

and cost efficiency strategy enables Microsoft to be competitive on both price and 

quality (Porter, 1985). 

But this approach poses a problem. The substantial investment in innovation (AI and 

cloud computing) raises the cost. So, MS needs to manage a strategic trade-off 

between cost and differentiation. 

8.2 Corporate-Level Strategy (Diversification, AI, Cloud Expansion) 
Microsoft has a corporate-level diversification strategy. Microsoft has a presence in 

various sectors such as cloud computing, software, gaming and social networking 

(LinkedIn). This allows the company to avoid risk associated with a single market. 

Microsoft's focus on cloud computing and AI is crucial. Azure is a significant revenue 

stream, and AI investments, like its collaboration with OpenAI, enhance future 

opportunities. Moreover, takeovers like LinkedIn and GitHub extend Microsoft's reach 

and capabilities. 

This approach works as it diversifies and ensures multiple revenue streams. But 

diversification also leads to complexity and the need for effective integration among 

business units (Ansoff, 1957). 
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8.3 Evaluation using SAFe Framework 
The SAFe framework is a method to assess strategy in terms of suitability, 

acceptability and feasibility (Johnson et al., 2017). 

Table 8.1: SAFe Analysis of Microsoft’s Strategy 

 

(Source: Author’s own, based on Ansoff, 1957; Johnson et al., 2017) 

SAFe analysis demonstrates that Microsoft's strategy is suitable and feasible, but 

requires cost and complexity considerations. 

8.4 Change Management and Implementation Effectiveness 
Change management and organisational alignment is critical for strategy execution. 

The SAFe model, Kotter's change model and the McKinsey 7S model can be used to 

assess Microsoft's shift towards a cloud-first and AI-powered company. Using the 

SAFe model, Microsoft’s strategy is highly appropriate because it meets the world's 

needs for cloud and artificial intelligence. It is acceptable because it promotes long-

term revenue growth despite potentially lower short-term profits due to heavy 

investments. It is also feasible because Microsoft has the financial, global reach and 

technological expertise to deliver innovative projects. Kotter's model of change also 

Criteria Evidence and Explanation Evaluation 

Suitability Cloud and AI strategy aligns with global demand 
for digital transformation and data-driven 

services. Growth in cloud market and AI adoption 

supports this direction. 

Highly suitable for 
long-term growth 

Acceptability Investors benefit from strong revenue growth, but 

high R&D and infrastructure costs reduce short-
term returns. Customers benefit from improved 

services. 

Moderate to high 

acceptability 

Feasibility Microsoft has strong financial resources, global 

infrastructure, and technological capability to 

implement strategy. However, high cost and 
complexity may slow execution. 

Feasible but 

requires strong 

management 
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provides insights into the successful transformation under CEO Satya Nadella. 

Microsoft raised awareness of the need for change by seeing the end of software 

markets, and then a vision of cloud and AI, coupled with an innovative culture and 

collaboration. Ongoing communication and engagement ensured changes were 

integrated. But although SAFe and Kotter illustrate strategic change and change 

management, they do not evaluate internal alignment. So, we use the McKinsey 7S 

framework to analyse the fit of Microsoft's internal elements. 

Table 8.2: McKinsey 7S Analysis of Microsoft (Source: Author’s own, based on 
Microsoft Annual Report 2024) 

 

Element Evidence (Microsoft-specific) Critical Alignment Analysis 

Strategy Strong focus on Azure (cloud), AI 
(Copilot, OpenAI partnership), and 

subscription revenue (Microsoft 365 

contributing majority of revenue 
growth) 

Highly aligned with industry 
demand, but heavy reliance on 

cloud and AI increases strategic 

risk if market growth slows 

Structure Organised into three main segments 
(Intelligent Cloud, Productivity & 

Business Processes, More Personal 

Computing) 

Supports diversification, but 
creates coordination challenges 

across divisions, slowing 

decision-making 

Systems Global cloud infrastructure with 

99.9%+ uptime, AI platforms, and 
advanced cybersecurity systems 

Strong execution capability, but 

maintaining reliability at scale 
increases operational and energy 

costs 

Skills High-level expertise in AI, cloud 

engineering, and software 

development; significant R&D 
investment (~$25–27bn annually) 

Provides competitive advantage, 

but rapid AI evolution creates 

continuous skills gap and training 
pressure 
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The 7S framework reveals Microsoft's internal elements are mostly well aligned to its 

strategy. The systems, skills and style are well aligned to execute its cloud and AI 

strategy. However, challenges remain. Its complex structure may slow change, and 

the pace of change adds to skills and talent needs. 

In summary, Microsoft has high implementation effectiveness, underpinned by clear 

strategy and alignment. But it will need to keep up by investing in skills, better business 

unit alignment and managing organisational complexity 

 

  

Staff Over 220,000 employees 
globally, with strong technical 

workforce 

Large workforce supports scale, 
but talent competition in AI 

increases labour cost and retention 
challenges 

Style Leadership under Satya Nadella 
promotes innovation, 

collaboration, and “growth 

mindset” culture 

Strong cultural alignment with 
strategy, but rapid transformation may 

create internal resistance in some 

units 

Shared 
Values 

Focus on innovation, customer-

centricity, and responsible AI 
(e.g., ethical AI commitments) 

Supports long-term trust and brand 

value, but balancing ethics with 
commercial pressure can be 

challenging 
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9. Strategic Evaluation and Recommendations 
This section assesses Microsoft's strategy using SWOT and Ansoff's Matrix, and 

makes recommendations to enhance its future competitive advantage. Microsoft's 

strategy primarily relates to cloud computing, artificial intelligence (AI) and integration 

of the current ecosystem, which are key growth sectors in the global tech industry. 

9.1 Strategic Evaluation (SWOT Analysis) 
SWOT analysis helps evaluate Microsoft’s internal strengths and weaknesses, as well 

as external opportunities and threats. 

Table 9.1: SWOT Analysis of Microsoft 

 

Factor Evidence and Detailed Explanation Strategic Impact 

Strengths Microsoft generates over $211 billion in 
annual revenue, with strong growth from its 

Azure cloud platform. It also invests more 

than $25–27 billion annually in R&D, 
especially in AI and cloud technologies. Its 

ecosystem (Windows, Office 365, Azure, 

Teams) creates strong customer 

dependency and high switching costs 
(Microsoft, 2024; Statista, 2024). 

These strengths 
provide sustained 

competitive 

advantage and 
support long-term 

growth in cloud and 

AI markets. 

Weaknesses High R&D and infrastructure costs reduce 

short-term profitability. Microsoft also 

depends heavily on continuous innovation to 

remain competitive in fast-changing 
technology markets. 

Creates financial 

pressure and risk if 

innovation does not 

generate expected 
returns. 

Opportunities Global cloud market continues to grow 

rapidly, driven by digital transformation. AI 

adoption is increasing across industries, 

creating new demand for Microsoft’s 
products and services. 

Provides strong 

potential for revenue 

growth and market 

expansion. 
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(Source: Author’s own, based on Microsoft, 2024; Statista, 2024) 

The SWOT analysis shows that Microsoft is well-positioned for growth but must 

manage cost and competition carefully. Its strengths are strong, but its weaknesses 

and threats create pressure on long-term performance. 
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9.2 Strategic Position (Ansoff Matrix) 
Ansoff’s Matrix explains how Microsoft grows through different strategies. 

Table 9.2: Ansoff Matrix Application 

(Source: Author’s own, based on Ansoff, 1957; Microsoft, 2024) 

Strategy Microsoft 
Example 

Evidence and Explanation Strategic Impact 

Market 
Penetration 

Expansion of 

Azure and 

Microsoft 365 
in existing 

markets 

Microsoft continues to 

increase adoption among 

enterprise clients by offering 
bundled services and 

subscriptions. Cloud usage 

has grown significantly in 

recent years. 

Strengthens 

market share and 

customer 
retention. 

Product 
Development 

Integration of 
AI into Office, 

Teams, and 

Azure 

Microsoft has invested 
heavily in AI, including 

partnerships with OpenAI, to 

improve product features and 

user experience. 

Enhances 
product value and 

differentiation. 

Market 
Development 

Expansion into 
emerging 

markets 

Microsoft is investing in 
global data centres to serve 

new geographic regions, 

especially in developing 

economies. 

Increases global 
customer base 

and revenue. 

Diversification Expansion into 
gaming (Xbox) 

and LinkedIn 

Microsoft operates across 
multiple industries, reducing 

reliance on a single business 

segment. 

Reduces risk and 
creates multiple 

revenue streams. 
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Microsoft uses multiple growth strategies at the same time. While this supports 

expansion, it also increases complexity and requires strong coordination across 

different business units. 

9.3 Strategic Recommendations 
Based on the SWOT and Ansoff analysis, the following strategic recommendations 

are proposed to strengthen Microsoft’s competitive advantage. 

Table 9.3: Strategic Recommendations for Microsoft (Source: Author’s own) 

 

 

Recommendatio
n 

Specific 
Action 

KPI 
(Measure

) 

Timefram
e 

Risk Feasibilit
y 

Strengthen AI 
leadership 

Invest an 

additional 
$5–10 billion 

in AI 

infrastructur

e and 
integrate AI 

(Copilot) 

across all 
Microsoft 

products 

Growth in 

AI-related 
revenue 

(%) and 

product 

adoption 
rate 

Medium to 

long term 
(3–5 

years) 

High capital 

investment 
with 

uncertain 

short-term 

returns 

High – 

Microsoft 
has strong 

financial 

resources 

and 
existing AI 

capability 

Improve cost 
efficiency in 

cloud operations 

Optimise 

data centre 

operations 
through 

automation 

and energy-
efficient 

systems 

Operating 

margin 

(%) and 
cost per 

cloud 

service 
unit 

Short to 

medium 

term (1–2 
years) 

Cost 

reduction 

may affect 
service 

quality and 

performanc
e 

Medium – 

requires 

careful 
balance 

between 

efficiency 
and 

reliability 
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These recommendations are practical and measurable. They focus on both growth 

and cost management, which are critical for Microsoft’s long-term success. 

9.4 Evaluation and Justification of Recommendations 
The recommendations are appropriate because they leverage Microsoft's key 

capabilities in cloud and AI. For instance, boosting AI investment helps product 

innovation and enhances product differentiation, which is essential in a competitive 

environment. 

But these moves come with costs. Investment in AI and cloud infrastructure is capital-

intensive, potentially affecting short-term profits. Entering new markets is also risky in 

terms of regulation and has a slow return on investment due to infrastructure 

constraints. 

Expand 
presence in 
emerging 
markets 

Establish 
new data 
centres in 

Asia, Africa, 
and Latin 

America to 
increase 

Azure 
adoption 

Market 
share (%) 

and 
regional 
revenue 
growth 

Long 
term 
(3–5 

years) 

Regulatory 
challenges 
and high 

infrastructure 
costs 

High – 
supported 

by 
Microsoft’s 

global 
expansion 
capability 

Enhance 
ecosystem 
integration 

Improve 

integration 

between 
Azure, 

Microsoft 

365, and 
Teams using 

AI-driven 

features 

Customer 

retention 

rate (%) 
and daily 

active 

users 

Medium 

term (2–

3 years) 

Over-

integration may 

reduce flexibility 
for some users 

High – builds 

on existing 

product 
ecosystem 
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Enhancing cost efficiency is crucial but needs to be approached with caution since 

cost cutting can impact quality and innovation. Thus, Microsoft needs to focus on 

efficiency and performance. 

The strategies recommended are possible as Microsoft has strong financial capacity, 

technology and infrastructure. By executing them progressively, they can enhance 

long-term performance while minimising risks. 
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10. Conclusion 
In this report, we examined Microsoft's strategy using various strategic management 

tools. The report found that Microsoft is well placed and has a strong position in the 

technology sector with its cloud platform and artificial intelligence (AI) capabilities and 

ecosystem. 

The external analysis showed that there are significant opportunities, but also 

competition and regulation. The internal analysis revealed that Microsoft has a 

competitive advantage derived from its resources, including Azure and AI. But the cost 

of investment is a problem. 

The Balanced Scorecard analysis demonstrated that Microsoft needs to focus on 

financial, customer, internal and innovation perspectives. Diversification and AI 

initiatives are appropriate strategies, but rely on successful execution. 

In summary, Microsoft has promising growth prospects but needs to be mindful of cost, 

competition and innovation to sustain its competitive advantage. 
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11. Reflective Account (Gibbs Reflective Cycle) 
This is a Gibbs Reflective Cycle of my learning experience during the preparation for 

the strategic management assignment. It centres on my learning process in analysing 

strategy, my errors in the early part of the assignment and how I enhanced it after 

detecting these errors. 

 
 

Figure 6: Gibbs Reflective Cycle (Crowe Associates, 2024) 
 

11.1 Description 
In this assignment, I was asked to examine Microsoft’s strategy through various 

strategic analysis frameworks such as PESTEL, Porter’s Five Forces, VRIO, Balanced 

Scorecard, SAFe and SWOT. This was a primarily descriptive exercise in the 

beginning. For instance, in the first draft, my PESTEL analysis only described the 

political, economic and technological factors rather than their effects on Microsoft’s 

strategy. Likewise, my Porter’s Five Forces tables were not specific, and included no 

industry data. 

In the Balanced Scorecard section, I initially only wrote paragraphs describing the 

financial and customer perspectives without elements such as objectives, KPIs, 
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targets and initiatives. Moreover, I included SAFe and Kotter models in my change 

management section, but I did not assess internal strategic fit in my analysis. 

Following feedback, I reflected on my assignment and understood that more analysis 

with evidence was needed. I therefore redrafted my sections, including extensive 

tables showing Microsoft data (revenue, R&D and sustainability goals) and more 

critical use of the frameworks. 

11.2 Feelings 
When I started the assignment, I was confident as I knew the theories and frameworks. 

But after reading my assignment I felt insecure because I felt I was not analysing and 

critically thinking. My work appeared to be too simplistic and did not capture the 

strategy of Microsoft. 

When I started to refine my assignment, I found it difficult to change my descriptive 

writing style to an analytical style. For instance, I had to consider how to measure 

strategy in organisations when I added KPIs and targets to the Balanced Scorecard. 

But as I made these changes I felt more assured. I was more interested in the 

assignment as I was no longer simply describing theory, but was talking about a real 

company using data. 

11.3 Evaluation 
The most significant improvement in my final assignment is the enhanced structure 

and analysis. For instance, my Balanced Scorecard section was completely reworked 

to include tables with objectives, KPIs, targets and initiatives. This ensured that this 

section was more compliant to the framework and easier to understand. 

I also added the McKinsey 7S framework into my change management section. This 

enabled me to examine the internal fit in Microsoft, which I addressed in my first draft. 

For example, I examined how Microsoft's structure, systems and skills are aligned to 

its cloud and AI strategy, but also problems like organisational complexity and talent 

sourcing. 

In the CSR section, I added detailed sustainability metrics such as Microsoft's target 

to be carbon negative by 2030 and 100% renewable energy to make my analysis more 

quantitative. This provided more evidence-based and less abstract information. 
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But my first draft had many shortcomings. I used more general statements like "this 

will increase performance" without providing any rationale. I had insufficient data in my 

tables and did not make insightful observations. This negatively impacted my analysis. 

11.4 Analysis 
I learned that strategic management is an analysis rather than a description. Theories 

need to be applied to specific circumstances. For instance, in my revision of the 

Porter’s Five Forces section, I included industry-specific aspects such as competition 

from Amazon Web Services (AWS) and Google, and how this impacts Microsoft's 

pricing and profitability. 

I also realised the need to include data to back up statements. For example, by 

mentioning Microsoft's R&D investment of more than $25 billion, I could explain how 

Microsoft benefits from this, and how this affects its profitability. This added more detail 

to my arguments and constrained my arguments to be more rigorous. 

A further key insight was realising the linkages between concepts. For instance, the 

Balanced Scorecard is used to connect strategy and performance, while SWOT and 

Ansoff are used to determine strategy. I was able to link them together to create a 

holistic analysis. 

11.5 Conclusion 
Overall, this assignment has helped me to develop my skills in strategic analysis and 

writing. I progressed from a simple descriptive analysis to a more formal and empirical 

analysis. I have gained the skills to apply frameworks and analyse strengths and 

weaknesses of a strategy. 

While I still need to develop my consistency in the critical analysis, I have learnt 

valuable skills in the use of data, construction of arguments and the application of 

theory to practice. These are skills that will be useful for future assignments. 

11.6 Action Plan 
In future work I will concentrate on the analysis first. I will include data and evidence 

in all sections particularly tables and frameworks. I will also ensure that there are no 

generic statements, and I will justify these statements. 

I will also enhance my research with more academic references, and consistency in 

data and references. I will also check my work to ensure it is well-organised and 
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coherent. Finally, I will keep on practising how to apply theories to case studies on 

companies, which is important for better performance and quality of strategic analyses.  
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