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[bookmark: _Toc523517986]Executive Summary:
INEOS Group AG is one of the largest petrochemical business group in the world. At present INEOS group comprises of 30 businesses, most of them are in the chemical sector with a total of 171 sites in 24 countries across the world. They are the leading producer of raw material for a wide variety of products from paints to plastic, textile to technology and medicine to mobile phones. INEOS employed about 19000 people globally and made a profit of £2.2billion last year (2017).
An environmental analysis has been carried out with an aim to provide advice on strategic options INEOS can consider. The environmental analysis suggests that political and economic factors causing serious threats to the INEOS while social and technological factors creating opportunities.  The financial position of INEOS is very healthy. Porters five forces analysis suggest that the overall industry is not unattractive. INEOS has the capability to reap the benefit and enjoy a competitive advantage.
Over the years INEOS has achieved their growth by diversification into related industries and several acquisitions. Based on the overall strategic analysis, this report suggests that the ideal strategic option for INEOS includes - diversification into the unrelated industry, undertaking focus strategy, market development for existing products and forming a strategic alliance.

1. [bookmark: _Toc523517987]Introduction:
[bookmark: _Hlk523366865]INEOS Group AG is one of the largest business conglomerates operating mostly in the chemical sector since 1998. Mr James Clieffe, the chairman and founder of the INEOS group is the richest man in the UK. INEOS group and its funder Mr Ratcliffe has achieved tremendous success over the last 20 years. At present INEOS group comprises of 30 businesses, most of them are in the chemical sector with a total of 171 sites in 24 countries across the world. They are the leading producer of raw material for a wide variety of products from paints to plastic, textile to technology and medicine to mobile phones. INEOS employed about 19000 people globally and made a profit of £2.2billion last year (INEOS, 2018; Forbes, 2018; INEOS, 2017).
This report aims to conduct a strategic analysis on the company’s business strategy focusing on two aspects. Firstly- the reports aim to conduct an internal and external analysis of the environment by using strategic analytical tools. Secondly- to advice INEOS about strategic option they should take and associated challenges they might face in implementing the strategy.
2. [bookmark: _Toc523517988]Environmental Analysis of INEOS:
Environmental analysis is one of the most important parts of any strategic analysis because success and implantation of any strategy largely influenced and depend upon on various environmental factors. The 21st century is characterized as the century of globalisation, liberalization and technology (McGee et al. 2010; Campbell and Craig, 2005). The environmental analysis of this report primarily focused on INEOS’s current situation (now); however, some of the historical events were also considered to provide a picture how the changes on environment likely to impact INEOS.
[bookmark: _Toc523517989]2.1 Internal Analysis of INEOS:
In this report, we have focused on the last five years financial performance of INEOS and their current value creation process by using porters Value chain model.
[bookmark: _Toc523517990]2.1.1 Financial Analysis:
This main purpose of this report is to critically analyse INEOS’s environment from a strategic management point of view and provide some strategic directions by considering their current strategy and environment. As a result, the focus is given on the profitability and liquidity position of INEOS only because it is very significant in strategic decision making. Apendix-1 shows the key financial facts of the company for period 2013 to 2017; the financial figures are taken from INEOS’s annual reports.
[bookmark: _Toc523517991]Profitability ratio of INEOS:
Return on Capital Employed (ROCE):
Return on capital employed (ROCE) is also known as Return on investment, which reflects the ability of a business to earn a profit on each pound they have invested (Atrill and McLaney, 2015). INEOS has a good ROCE, there is an increasing trend of ROCE over the past five years though there was a little decrease in 2016. From this analysis, it is evident that INEOS has been utilising their resource in an efficient manner and generating profit to the capital provider or shareholders. In the year 2017, INEOS has achieved a ROCE of 23% which is really a good indicator of their profitability (Apendix-1).
Return on Sales (ROS):
Return on sales (ROS) is also known as operating margin, it represents the operating profit of business as a percentage of sales. A higher ROS indicates better performance of the company (Atrill and McLaney, 2015). From this perspective, we can see that Since 2015 INEOS has achieved a double fight ROS. They had ROS of 13%, 15% and 14% in the year 2015, 2016 and 2017 respectively.  However, they had only 8% in 2014 (Apendix-1).  The common reason for poor ROS is either low sales price or higher cost of sales, or sometimes both. Majority of the INEOS’s businesses in the petroleum and chemical related industries. There is a huge price competition due to the low cost of sales enjoying by the competitor based in middle-east and America. Last few years annual indicates that cost of material and production has also gone up which causing the higher cost of goods sold while offering lower sales price to face market competition (INEOS, 2015; INEOS, 2017).
Gross Profit Margin:
Gross profit Margin is calculated to compare gross profit to sales. A higher gross profit margin represents a higher efficiency of a company’s core operation to earn profit covering CGS and other overheads. While a low gross profit margin indicates a high cost of goods sold.  The table in Apendix-1 shows that INEOS’s Gross profit margin has gone up since 2013.  Since 2013, the gross profit margin is increasing every year, which indicates improved efficiency in operation and companies’ ability to be competitive in the market (INEOS, 2015; INEOS, 2017).
 Net Profit Margin:
Net Profit Margin represents the businesses ability to make a profit from each £ revenues after debuting all expenses.  The net profit margin was negative in 2013 and 2014 but from 2015 their net profit margin is increasing at a considerable rate. For instance, INEOS has a net profit margin of 7%, 10% and 13% in the year 2015, 2016 and 2017 (Apendix-1). Thus, it reflects that INEOS’s overall operation becoming more efficient every year.  It also shows that over the last three years it has overcome the various problem and able to generate profit for the shareholders.
Return on Asset (ROA):
Return on Asset indicates the parentage profit a business can generate form their total asset. It also shows their efficiency in managing utilising the asset. We can see that INEOS had a negative ROA in the year 2013 and 2014. However, it is good to see that since 2013, there is a creasing trend of ROA. They had 8.86%, 10.86% and 18.09% ROA in the year 2015, 2016, and 2017 respectively (INEOS, 2015; INEOS, 2017) (Apendix-1). They achieved higher ROA in 2015, and 2016 despite a lower sales revenue compared to the year 2014. Thus, it indicates theirs improves efficiency and well asset management (INEOS, 2015; INEOS, 2017).
[bookmark: _Toc523517992]Liquidity Ratios of INEOS:
Current Ratio:
Current ratio indicates the businesses ability to meet their short-term obligations. INEOS has been maintaining a high-level current ratio almost above 2 over the past five years. They had 2.21, 2.47, 2.42, 2.69 and 1.96 in year 2013, 2014, 2015, 2016, and 2017 respectively (Apendix-1). It is very difficult to say the Ideal level of current ratio a company should maintain because it varies on the industry to industry and other economic factors. However, many finance textbooks suggest that a current ratio of 2 is most desirable (Atrill and McLaney, 2015). Over the past years INEOS has a current ratio of above 2 which indicates that they have too much idle cash, they could have utilised their resources by maintaining a lower current ratio. However, in 2017 the ratio dropped below 2, which indicates that they are using short-term finance and debts to improve their operational efficiency.
 Quick Ratio:
Current ratio often does not represent the actual liquidity position of a business because inventory often requires a long time to convert into cash. INEOS has been maintaining a high quick ratio over the years.  They had a quick ration of above 1.5 during the year 2013 to 2016, it dropped to 1.4 in 2017 (Apendix-1). Many finance textbooks suggest a quick ratio of 1:1 is ideal (Atrill and McLaney, 2015). As much as quick ratio a company have the more idle cash they have. INEOS maintain a high level of inventory in various sector such as in oil refinery, where they maintain an inventory of billion barrel oil just to maintain the flow of operation. Thus, it shows the INEOS has very high liquidity position to meet all short-term obligation quite easily without relying on inventory.
[bookmark: _Toc523517993]2.1.2 Value Chain of INEOS:
Porters Value Chain model is a very useful tool to examine a business’s value creation process and their efficiency in operation.  The concept of the value chain is based on the notion that a product passes through a number essential chain of activities, at each stage of activities product gain some value (Armstrong et al., 2015).
[image: ]Fig: Porters Value Chain, Adopted from (IFM, 20018)
[bookmark: _Toc523517994]Primary Value Activities:
1. Inbound Logistics:
Inbound logistics includes the activities associated with the procurement and handling of raw material, inventory management, supplier’s relationship, disseminating production inputs etc (IFM, 20018; Armstrong et al., 2015). The efficient way of managing all these activities determine the level of value a company can add. INEOS has a very good cross-business supply chain network. The key aspects of their inbound logistics that helping INEOS’s success can be summarised as follows-
· Maintain a Close contact with entire supply chain network to ensure and share best practice across the network.
· To get more control over inbound logistics- INEOS have done vertical integration in some sectors, acquired supplier’s business, and working in partnership (joint-venture) with many suppliers.
· Ensure the quality of the raw material, the expected level of service, and smooth supply of raw material through contractual bindings.
· Leverage the size of the contract to enhance cost efficiency.
· Developed an efficient and safe transport of raw material across the supply chain to reduce cost.
· Continues investment in supply chain members (INEOS, 2017).
2. Operation:
[bookmark: _Hlk522655785][bookmark: _Hlk523446314]Operation refers to activities associated with transforming raw material into finish products.  Key activities include- production process, maintenance of plant and machinery etc. (Campbell and Craig, 2005; Armstrong et al., 2015).
 INEOS’s petrochemical products are mostly used as an important raw material in a wide range industry and most of their customers are large corporations. They cater 90% of the petrol demand in Scotland through their oil refinery. INEOS has very state of art plant with most efficient high-tech production process which adds value to the input they get from suppliers. The Runcorn site located in the north of England is one of the most energy efficient plant in the UK.  In various product range, INEOS has the most modern and unique production process in terms of core quality and energy performance. For example, they use Combined Heat and Power (CHP) technology, Solid Recovered Fuel (SRF).  All of the above operational capabilities add value to their product efficiently (INEOS, 2017; INEOS, 2018).
3. Outbound Logistics:
INEOS has a very effective outbound transport system in place that aims to minimise both cost and environmental impact maintaining the quality of supply and cost standard. Among various other outbound logistics INEOS has in place, following are some of the remarkable systems that adding great to their products-
· Product SWPS systems to avoid transportation at first place.
· Pioneer in supplying chemicals via pipelines.
· Encourage both customer-supplier to co-locate.
· Fuel efficient and safe transportation via ship, rail and road is an in place.
· Continues training on drivers and other logistics personnel.
4. Marketing and Sales:
Marketing and sales add significant value to INEOS products. Marketing seeks to identify consumer needs, desire and expiation, often beyond their expectation and design product ideas accordingly. INEOS continuously improving and launching innovative products to meet the rapidly changing market expectation. For example, the revolutionary product acrylonitrile, low waste plastics, products used in renewable energy etc.  INEOS has a group of highly qualified marketing team, who design marketing mix programmes which includes product design, development, positioning, advertising and promotion.
5. Service:
Services refer to the essential activities that create value after the sales of product or services. Majority of the INEOS’s customers are world leading corporations in various industries such as airlines, technologies, logistics, pharmaceutical and so on. As a result, they maintain a very close relationship with all customers. INEOS have contractual obligations with many customers, they are also working in partnership with many companies. Thus, they have to get feedback from their customers and provide after-sales support on a continuous basis (INEOS, 2017; INEOS, 2018).
[bookmark: _Toc523517995]Support Activities:
Support activities are the activities that an organisation does to assist the primary activities which add value to the product and services.
1. Firm Infrastructure:
The infrastructure of businesses consists of various functions such as accounting, public relation, legal, general management etc who ties together the various function of the business. The overall value creation process largely depends on the effectiveness of the firm’s infrastructure. INEOS has the very organised infrastructure, they have a non-bureaucratic flat management structure with a required level of autonomy and decision-making power. All of the key departments such as accounting which is led by PWC the globally renowned audit firm, very effective legal and compliance department, a strong management team with enough experience (INEOS, 2017; INEOS, 2018).
2. Human Resource Management:
Human resource management activities include recruitment, training and development, compensation, performance appraisal etc.  INEOS has developed a very good working environment, attract the young talented people from various prestigious universities. The current top management of INEOS group are the leading people in the industry having good success record. INEOS’s business expansion strategy Acquisition has given the opportunity to develop a very effective HR policy by adopting best practices from various business and retain exceptional talents. Most of the employees came from world-renowned companies such as BASF, Bayer, Borealis, BP, Degussa, Dow, Enichem, Hoechst, ICI, Norsk Hydro and Solvay. INEOS is known as a leading manufacturer of petrochemical, speciality chemicals and oil products.  According to James Ratcliff- he wants his employees to act like an owner, as result, they have extensive training and development program alongside a very attractive compensation and performance appraisal system (INEOS, 2017; INEOS, 2018).
3. Technological Development:
INEOS uses most innovative technologies in their production plant as well as entire operation. INEOS become a pioneer in innovation and adoption of technologies in various product categories they produce such as the production of acrylonitrile, production of chlorine, use of combined heat and power, and development of sustainable PVC. INEOS also sending huge investment on R&D to develop new production and support process across their plants (INEOS, 2017; INEOS, 2018).
4. Procurement:
The procurement refers to all activities related with the procurement of various inputs such as managing the relationship with the supplier, negotiating best price, contractual agreement with suppliers etc. As mentioned earlier, INEOS use the suppliers they can trust with an outstanding reputation and ability to produce exceptionable quality goods. They have a contract with every supplier they use and long-term strategic relationship. Many of the suppliers they work with are very big and they have strategic alliances with them. INEOS maintain a close relationship with all supplier, share their vision, and support their operation. Over the years they also have invested hugely in the supplier’s business as part of their support (Mckaskilll, 2010).
2.2 [bookmark: _Toc523517996]External Environment Analysis of INEOS:
Businesses need to carry out environmental scanning all the time especially before formulating any strategy or entering into a new market. It is because, the success and implementation of any strategy largely depend on and influenced by the external the uncontrollable factors (Sirman et al, 2010; Campbell and Craig, 2005).
Among the various strategic tools frequently used in assessing the external environment, PESTLE analysis and Porters five forces model has been used in this report.
[bookmark: _Toc523517997]2.2.1 PESTLE Analysis of INEOS:
Political Factors:
Political factors are very significant in PESTLE analysis because it has a significant influence on business strategy. It is one of the most changing areas that creates various threats for businesses. Political factors include government trade policy, labour and employment law, taxation policy, trade restriction, environmental law, political stability, political system, taxation policy and so on (McGee et al. 2010; Campbell and Craig, 2005). The operation of INEOS is spread globally, as a result, both national and supranational political factors must be considered.  Among the various political factors, the most important factors significant to INEOS can be identified as global political unrest (war), regional political issues such as BREXIT, trade policies and taxation policy in various countries. During the last decade, we have witnessed the war in various countries most importantly in oil-producing country where powerful countries such as UK, USA, Russia were involved as a result oil market become very turbulent. This is challenging for INEOS because a significant part of their business is on petroleum. The plants in war involved countries could become a target and in high risk of damage.  Brexit, the decision of leaving EU by the UK also created huge threats and uncertainty for INEOS. INEOS need to assess the changes that likely to happen due to Brexit as their operation is spread over EU countries. The Brexit can cause new trade restriction and tax implication to the company like INEOS who is based in the UK.  Despite the fact that Management of INEOS including Mr Ratcliffe is aware of the issue, INEOS need to take expert advice to deal with this uncertainty.  On the other hand, the new government of the USA frequently changing trade policies and new trade barriers in many products, this also creating some sorts of uncertainty for INEOS. At present INEOS having a legal battle with the Scottish government regarding a moratorium on fracking (The Guardian, 2013; Independent, 2018; INEOS, 2018).
Taxation policy is another important aspect, INEOS need to consider a tax-efficient policy to reduce the tax liability speciality after Brexit.  They need to formulate alternatives for example In 2010 INEOS has moved their headquarters to Switzerland and saved £370 million tax just in 4 years. (The Guardian, 2010; INEOS, 2010).
Economic Factors:
[bookmark: _Hlk523446893][bookmark: _Hlk523445825]Economic factors have a direct impact on operation and profitability. Economic factors include GDP growth, interest rate, inflation, exchange rate, the disposable income of customers etc. Considering the overall economic factors following are the factors most likely to have an impact on INEOS – global economic growth, exchange rate fluctuation and price of petroleum. Majority of the INEOS’s customers are industrial, it supplies the large corporations globally. As a result, in the event of an economic recession, the collapse of large businesses around the world will have a devastating impact on INEOS. We have witnessed the same during the economic recession in 2008 when INEOS lost £2bilion just in one oil refinery. INEOS’s capital management strategy is based on debt, thus changes in interest rate could affect them severely.  It is speculated that BREXIT can cause a huge impact on the interest rate. The Brexit declaration has caused weak pound sterling against Euro, which might affect INEOS as well.   The Volatility of the international oil market creating huge challenges, INEOS has incurred a huge loss in 2008 because of the oil price drop. On the other side, the rapid growth of various Industries such as aviation, technology and production creating enormous opportunity for INEOS to grow as they are the key supplier of material to those industries (INEOS, 2018).
 Social Factors:
[bookmark: _Hlk523446419]Social factors include population growth, lifestyle, the standard of living, health consciousness of people and so on. A number of social factors creating opportunities for INEOS, for example, awareness about health consciousness causing increased demand for health-related technologies, improved standard of living has created demand for luxury accommodation, travel and so on.  All these positive changes creating new demand for new products and services. INEOS can take benefit from the growth of new industries as they are the important suppliers of these industries. However, though INEOS is not producing and finish products, they need to closely mentor the stoical trends as the customer awareness is increasing at a high rate than ever before (INEOS, 2015; INEOS, 2017).
Technological factors:
Technological factors are relevant to business mainly in three ways- new and efficient way of production, new and efficient way of distribution, and efficient way of communication. Technological factors creating huge challenges for large business-like INEOS. The key competitive advantages of INEOS has over its competitors are economies of scale and innovation. The current market-leading position of INEOS is largely depended on the adoption of new technology and innovation. Thus, INEOS need be to pioneer in innovation and adoption of technology in the entire process (INEOS, 2018).
[image: ]
Fig: PESTE ANALYSIS (Yüksel, 2012).
Legal Factors:
Legal factors include regulations relating to employment, customer right, environment, human rights, and trade. Changes of law relating to the above creating huge challenges for INEOS.  The company faced legal consequences many times over the past years in relation to wage and hour violation, workplace safety violation, labour relation violation, road safety violations and environmental violations. (INEOS, 2018).
 Environmental Factors:
Environmental factors include policies regarding pollution, climate changes, and greenhouse effect. Environmental factors are significantly important for INEOS due to the frequent changes of environmental laws and higher expectation of the society in general. Over the years INEOS has been penalised for breaching environmental laws. INEOS has beached environmental laws in various occasion for instance in 2009 they paid $5 million penalties in the US. The reputation of the company hugely affected by the environmental performance as well. Thus, it is a serious threat for INEOS (INEOS, 2018).
[bookmark: _Toc523517998]2.2.2 Industry Attractiveness Analysis:
Professor Michael Porter has developed a model to evaluate and assess the market competition and industry attractiveness known as Porter’s Five Forces Model. Porter (1985) has identified five key factors that determine market competition in any industry, which are; threat of new entrants, bargaining power of supplier, bargaining power of customer, threat of substitutes, and rivalry among competition.
In this section, we will endeavour to analyse the market completion of INEOS by using Porters five forces model.
Threat of new entry:
Porter suggest that threat of new entry is generally high in any industry where barriers to entry are low. Many strategic management literatures including porters argued that Barrier to entry are often determined by several factors including but not limited to the followings- Economies scale, proprietor product differences, brand equity, capital. Economies of scale achieved by the existing large firm within the industry poses threat to the new entrants because they enjoy a competitive advantage in terms of lower cost of sales. As a result, the existence of large firm often discourages new entrants (Porter, 2011; CIMA, 2018; McGee et al. 2010).
Most of the business of INEOS group are within or around petrochemical sectors. There are a number of large companies with huge investment are operating in this sector.  The threat of new entry is very low for INEOS because the industries where INEOS operating require huge investment, economies scale, technical expertise, high exit barrier and so on.
Bargaining power of supplier:
[bookmark: _Hlk523446944]Porter argued that an industry or market seems to be more attractive where suppliers hold less bargaining power. Bargaining power of supplier depends on number of factors such as number of suppliers, business size of the supplier, differentiation of inputs, availability of substitute inputs, degree of competition among supplier, cost relative to total purchase, cost of switchover (McGee et al. 2010; Porter, 2011). Few suppliers of INEOS hold very strong bargaining power because of their size, few numbers of supplier in the market, unavailability of substitutes, switch over cost is high and a single supplier provides very rare or core input of production or services and monopoly command over market, A number of crude oil producing companies are owned by government in most of the oil producing countries. INEOS working in partnership with many suppliers to minimize their bargaining power. They also have contractual relationship with all suppliers so that they have certain contractual relationship. However, due to the INEOS’s financial strength and its size, they also have strong power over the suppliers to certain extent. INEOS also have formed strategic alliance with many suppliers to keep their bargain power low. In some chemical sector maintaining, they have established backward linkage industries (INEOS, 2007).
Bargaining power of Customers:
[bookmark: _Hlk523446024]An industry is assumed to be more attractive where buyers hold less bargaining power. The bargaining power of buyers depends on number of suppliers offering same product or services, volume of purchase, types of buyer- industrial or domestic, availability of substitute, switch over cost, awareness, and access to the market (Armstrong et al., 2015). Due to the above reason INEOS facing comparatively less bargaining power of customer. It is because in petrochemical sector here are few large businesses supplying the essential inputs for various industries. INEOS primarily serve industrial customers, supplies essential raw material used in various medicines, plastics, IT, construction, and transportation. They have contractual relationship and partnership with many large customer group, which allow them to exercise control over them. However, in automobile and jacket industry customer are likely to have more bargaining power. INEOS just started their operation in this sector (INEOS, 2015; INEOS, 2017).
It appears that bargaining power of the customers are not too high which makes the market of INEOS attractive.
Threat of Substitute:
Availability of substitutes in any industry makes the industry unattractive and highly competitive. The level of substitution thread depends on factors like relative price performance of substitutes, number of substitutes, switching cost and customer’s propensity to substitutes market (Armstrong et al., 2015; CIMA, 2018).
Threat of substitute in petrochemical industry is relatively low compared to the other sector. As a result, INEOS facing low threat of substitute in most of their businesses. Moreover, in certain product categories such as acrylonitrile, carbon fibre INEOS has very low or no threat of substitute because of its innovative features.  However, the threat of substitute in the automobile sector and jacket sector is likely to be high where INEOS expanded their business very recently.
[image: ]Fig: Porter’s Five Forces Model- by Michael Porter, Adapted from (CIMA, 2018)
Rivalry within the Industry:
Competition among the firm within the industry is one of the most important factors that determine industry attractiveness. Competition level within the industry depends on number of factors such as growth of the industry, number of firm and their relative size, intermittent over capacity (CIMA, 2018).  The competition within the industry where INEOS is mostly operating is high but the most of the product market INEOS has been enjoying the market-leading position with largest market share. Very recently, they are facing cost competition from the companies based in middle-east.
[bookmark: _Toc523517999]2.3 Summary and Implication of INEOS’s Environmental analysis:
Findings of the PESTLE analysis suggest that there are a number of factors which creating threat or potential threats as well as opportunities for INEOS.  For instance, at present INEOS need to consider the political factors such as war in oil-producing countries and BREXIT. In economic factors such as turbulent crude oil market, changing exchange rate etc which are likely to impact INEOS now.  This analysis will help INEOS to increase their awareness about the external environmental factors that currently affecting them and those are likely to effect in future, it will aid them to take appropriate and market-oriented strategic decision making. The above analysis suggests that political, economic and environmental factors creating more threats for INEOS while social and technological factors providing huge opportunities.  However, INEOS need to consider all PESTLE factors while making strategic decisions.
To address the uncertainty caused by BREXIT, INEOS need to appoint experts on the issues to assess the impact likely to have and formulate alternative strategies, they can join lobby group to influence the policymaker in their favour (McGee et al. 2010). The Volatility in international Oil market can be addressed and making factorable impact by taking appropriate inventory management policy (McGee et al. 2010; Campbell and Craig, 2005).
Despite having gregarious environmental policy in place, INEOS has been penalised for breaching many times. Thus, they need to carry out environmental audit frequently to minimise the risk of breach.
The analysis of Porters five forces model suggests that INEOS operating in industries are relatively attractive because they are facing low threat of entry, moderate level of customers bargaining power, moderate level of rivalry and low threat of substitute.  Though, some of their suppliers hold high bargaining power and in some cases rivalry is high. INEOS can address these issues by using their financial strength and high profitability in business.
3. [bookmark: _Toc523518000]Advice on Strategic options for INEOS:
[bookmark: _Hlk523447203]Based on the above internal and external analysis of INEOS’s environment, this section of the report aims to advise INEOS on strategic option they should take. Strategic decision making is not an isolated activity, it is a process where every aspect of the organisation need to be considered (CIMA, 2018; Tanwar, 2013; McGee et al., 2010; Sirman et al., 2010). Among the various steps followed in choosing or selecting a strategy, three fundamental questions need to be answered the beginning- who and where we are now? Where we want to be? And who and how it will be implemented? (McGee et al. 2010).
[bookmark: _Hlk523446663]Thus, to provide expert advice to INEOS about strategic option they should take for long-term sustainability and growth, we need to analyse their current strategies first (Balogun et al., 2008; McCaskill, 2010).
At the beginning of this section, a theoretical explanation of strategic choices by using Porters Generic Strategy is given followed by an analysis of INEOS’s current business strategy as well the strategies they have taken over the past years.
[bookmark: _Toc523518001]3.1 Porters Generic Strategy:
Among the various strategic theories, Porter’s generic strategy is one of the famous theory used widely. Porter has identified three core strategies business can choose to achieve sustainable competitive advantage which are cost leadership strategy, differentiation strategy, and focus strategy (Porter, 2011).
[bookmark: _Hlk523447617]According to Porter, business with high market share as well as low market share is often found profitable. The business with high market share become profitable due to their economies of scale and cost leadership strategy while business with low market share become profitable due to their focus on small and profitable niche market. The firm in the middle often found unprofitable because they cannot find a viable strategic option. Businesses often combined strategy to achieve success though it is very challenging. For instance, focusing stagey on specific market can be combined with product differentiation. But combining cost leadership strategy and product differentiation may be very hard due to the potation conflict between cost reduction or minimization and cost associated with differentiation (Balogun et al., 2008; Porter, 2011; McGee et al., 2010; Armstrong et al., 2015; Tanwar, 2013).
However, it is also argued that the choice of generic strategy is often subject to relative position of the firm within an industry. The competitive scope of the industry also largely influence the firms in making choices.
[image: ]
[bookmark: _Hlk523447551]Fig: Porter’s Generic Strategy; Adopted from (Tanwar, 2013).
Cost Leadership Strategy:
Cost leadership strategy mainly emphasizes efficiency in operation and aims to take advantages of economies of scale and effect of experience curve. Cost leadership strategy is considered when a product can be produced at a relatively low cost, a large customer base, extensive distribution and low-cost promotion is possible. To achieve the economies of scale and mass production, businesses need to have preferential access to raw material, logistics, and other production inputs.  The success of cost leadership strategy also requires a number of factors such as tight cost control strategy, efficient process engineering skill, product design that help ease of manufacturing, access to enough capital and close supervision of labour etc.  Without having the above factors a cost leadership strategy can easily be mimicked by the competitors (Armstrong et al., 2015; Tanwar, 2013; Porter, 2011).
Differentiation Strategy:
Differentiation strategy focused on development of products or services with unique features to achieve competitive advantage. The uniqueness of a product can be in design, brand image, technology, customers service, and unique usefulness. The differentiation strategy is suitable for a business which enjoying above average return, able to create brand loyalty so that additional cost can be passed on to products. Differentiating strategy often crate entry barrier to the firm who are not able to offer similar or better product features (Armstrong et al., 2015; Tanwar, 2013; Porter, 2011).
Focus Strategy:
The focus strategy is also known as niche strategy which aims to achieve success by focusing on one or more specific market segments and by developing specialist strategy that can better meet the target markets need. This strategy primarily focuses on effectiveness rather than efficiency.  The focus can be given on either cost or product differentiation for the specific market (Armstrong et al., 2015; Tanwar, 2013; Porter, 2011).
4. [bookmark: _Toc523518002]A critical analysis of INEOS’s Business Strategy:
To analyse the overall business strategy of INEOS group we need to give focus on their growth strategy since inception, how they have faced various challenges over these periods; their financial strategies and Human resource strategies; leadership style of James Ratcliffe as he is the most influential person will involve in decision making; and implementation of strategy.
The historical growth of INEOS indicates that since inception, they have achieved the tremendous growth through diversification into related industries and product and market development (McGee et al., 2010; Balogun et al., 2008). INEOS Group has achieved tremendous growth by acquiring various renowned businesses in the petroleum and chemical sector such as business acquisition from ICI and BP (The Guardian, 2018; INEOS, 2018).
[bookmark: _Hlk523447715]From strategic decision-making point of view, INEOS’s strategy can be categorised as Diversification and Market development through acquisition and joint venture (Tanwar, 2013; McGee et al., 2010; Balogun et al., 2008). However, after 2009 they have been trying to adopt differentiation strategy through innovation in various product categories by adding unique value for the customer (INEOS, 2018).    These strategies are justified, and many businesses have achieved success by adopting the same strategy. The business also can grow by developing new products for the existing markets (Tanwar, 2013; Balogun et al., 2008).
[bookmark: _Hlk523418338] As part of the diversification and growth strategy, businesses nowadays frequently acquire products from other company through acquisition. Business can diversify into related or unreacted industry. Many scholars suggest that it is not necessary that business does not need to choose one single strategy rather they can adopt multiple strategies simultaneously based on their resources (McGee et al., 2010). However, they could have done their diversification into unrelated industry to minimise the risk further. INEOS group has severe financial crisis in 2008, as most of their business are related with technical sector.  During financial recession of 2008, INEOS lost £2billion and almost his company (INEOS, 2018). The drastic fall in crude oil price has devaluated their inventory value by billions. They used to stock billions barrel of oil in the refinery as part of the production process. Due to this incident, they faced huge pressure from the bank because the drastic devaluation of current asset caused the break of bank’s covenant.
As part of their Innovative and differentiation strategy, they have launched product like acrylonitrile, low weight plastics, CHP technology to treats waste, and bio-energy.   INEOS is the leader of the revolutionary product acrylonitrile- the main component of carbon fibre More than 90% of the world’s acrylonitrile production is based on INEOS technology. INEOS Olefins & Polymer produces high-value plastics with low weight and more strength. The heavy-duty pipes INEOS produces last for 100 years used in water and gas line (INEOS, 2018).
[bookmark: _Hlk522655778][bookmark: _Hlk523447681]Human resource strategy is another important aspect of strategy formulation and it is success because they people within the organisation who will implement it. James Ratcliffe, the chairman of INEOS group who is leading the organisation.  From the very beginning of INEOS’s launch, Ratcliff managed to get a talented group of people to realise his dream. He also managed to recruit experienced staff from renowned companies within the industry. Most of the staff at INEOS are from various competitors company such as BASF, Bayer, Borealis, BP, Degussa, Dow, Enichem, Hoechst, ICI, Norsk Hydro and Solvay. (INEOS, 2018) Thus, for obvious reason, his leadership style has significant influence on the organisation and the people within the organisation (McGee et al., 2010).
[bookmark: _Hlk523446821]The personality of James Ratcliffe and his leadership style has significant influence on INEOS strategy. James Ratcliffe’s leadership style has most of the quality of a transformational leader (Alvesson, 2012; Northouse, 2007). Transformational leaders aim to initiate change in oneself, organisation, groups and others. Transformational leader achieves their success by motivating other toward the organisational goal, achieve higher performance and set more challenging expectations. Transformational leaders able to make satisfied team member and follower by empowering them (Northouse, 2007). Ratcliff believes in achieving success by delegation of authority, he wants employee to act like owner. He and his friend browed 400m to buy BP chemical operation in Kent. Within 6 years he pocketed 28 million. He founded toady’s INEOS Group in 1998 and owns 60% of the company (Guardian, 2018; Forbes, 2018). He is risk taker, his decision to leave BP and set up own business was a crucial decision.  He took risk in a very calculated manner, he mortgaged his house to lead the buyout of a BP chemical business in 1992. His perfectionist attitude made him the richest person in the UK. He is a person with vision and passion to succeed, assume risk for higher return, as result within ten years he made a fortune of £10 billion. His genius problem-solving skills, ability to manage people and face challenges helped him to overcome the serious problem he and his company faced in 2008. His genius problem-solving skills, ability to manage people and face challenges helped him to overcome the serious problem he and his company faced in 2008. INEOS has faced employee relationship crisis few times, crisis at Grangemouth in 2013 is one the critical crisis they have faced. INEOS’s Grangemouth oil refinery is one of the largest oil refineries based in Scotland which caters 90% petrol deemed in Scotland (Guardian, 2018; Forbes, 2018).  The site has been incurring loss since 2008. INEOS group has been funding the projects over the years, so far, they have injected £600million. Many times, company has tried to come up with a solution by doing negotiation with employees, but trade union never co-operated. Their industrial action cost £120 million in 2008 only. INEOS came up with a survival plan which includes pay freeze for three years, new pension plan and no union at the site. Company failed to get an agreement with union and employees as result decided to shut down the project by risking 800 jobs.  However, union has agreed to the survival plan later and company changed their decision to close the project. This can be considered as a failure of the management to establish an effective communication with employees. However, Ratcliffe used his talent and influences to motivate employees towards his survival plan (The Guardian, 2013).
[bookmark: _Hlk523446148]Financial strategy is one of the key element on which the implementation and success of business strategy depend on. The business stagey of a firm dictates how much resources it needs to be implemented. At present INEOS has a wealthy financial position, they have been maintaining quite good liquidity ratio. Since inception, INEOS never went on public to raise capital rather they are financed by debt- borrowing. It is of course a preference for business whether they will raise capital from stock market or not. (Atrill and McLaney, 2015). There are advantages and disadvantages of both for of capital generation. The way INEOS has assumed risk to grow since inception, it seems to be a right decision not to go public. Business often reluctant to go public because it reduces control over management, legislative requirement increases, decision-making process becomes complex, increase transaction cost etc. However, going public provides a number benefits which includes- increased organisational efficiency, required capital can be raised easily, reputation reduces risk, and public acceptance increases etc. (Atrill and McLaney, 2015). It is worth mentioning that, during financial recession of 2008, INEOS lost £2billion and almost his company. The drastic fall in oil price has devaluated their inventory value by billions. They used to stock billions barrel of oil in the refinery as part of the production process. Due to this incident, they faced huge pressure from the bank because the drastic devaluation of current asset caused the break of the bank’s covenants. Many companies like Microsoft, Google who have gained their growth by raising capital from the public. However, it is also argued that business who has operational efficiency and like to assume risk and like to increase equity, they often prefer not to go public (Atrill and McLaney, 2015).
5. [bookmark: _Toc523518003]Strategic Options for INEOS:
Based on the environmental analysis of INEOS, analysis of current strategies and various strategic decision-making tools following are the strategies INEOS can take to ensure their growth and long-term sustainability in the market.
· [bookmark: _Toc523518004]Diversification into Unrelated Industry:
[bookmark: _Hlk523447653][bookmark: _Hlk523448041]INEOS has diversified their business into various product categories in the petrochemical sectors already along with recent move to football club, Automobile (Landrover) and luxury jacket. INEOS can diversify their business into unrelated industries considering their resources and management capability. Having more businesses in the same petrochemical or related industry, INEOS assuming more risks to their overall business. The External environmental analysis more especially the PESTLE and porters five forces analysis suggest that a number of factors creating threats and challenges to the INEOS and making industry unattractive than before. More importantly, political unrest in middle-east causing a huge volatile crude oil market and exchange rate which creating huge uncertainty for various businesses and plants of INEOS located globally. INEOS has experienced the effect of volatile crude oil market in 2008 when they were about to lose everything. As a result, diversification into other industries can minimise that risk.  Various annual reports of INEOS suggest that they have been facing severe cost competition from the companies located in middle-east or Asia. Moreover, they also realised that there is a minimum scope of innovation in most of their product categories as they only produce raw materials. From this perspective, diversification into unrelated industry could be an ideal strategy for INEOS to ensure success. Diversification not necessary means development of organic product rather businesses can acquire new business and target new market through acquisition or merger. As part of the diversification strategy, large businesses formed a portfolio of companies in various related and unreacted industry to diversify the overall risk as well (Porter, 2011; Schwarz, 2009; CIMA, 2018, Tanwar, 2013).
As part of the diversification strategy, INEOS can follow their historic tradition of Acquisition or joint-venture, which will give them easy market penetration. Diversification strategy requires a high level of commitment, deployment of resource and risk. INEOS has the resources, gained experience of acquisition and joint-venture and has risk-taking attitudes. However, INEOS need to conduct a detailed industry and market analysis before choosing which market to enter.
· [bookmark: _Toc523518005]Focus strategy for Current Market:
INEOS is one of largest petrochemical company in the world, enjoying market-leading position in various product categories they produce. They have achieved tremendous growth in these sectors over the past 20 years through diversification into related industries. The key strength of INEOS includes their high profitability businesses with large market share in the petrochemical sector and their experience and expertise in this sector. Thus, INEOS need to take appropriate strategy to keep their leading position and grow further. An ideal strategic option can be a combination of cost leadership and differentiation focus strategy. Though, it is very challenging but not impossible to implement cost focus and differentiation strategy together due to the potential conflict of cost reduction and cost associated with differentiation strategy. The main reason behind cost focus lies on the fact that over the last few years INEOS has been facing sever cost competition from the companies based in middle-east. The pressures on cost coming from factors like price increase in production input, a number competitor and suppliers are very big (sate owned firm) who has very strong bargaining power and little scope of increasing sales price relative to the cost increase. Cost leadership strategy can be a suitable strategy for INEOS because they have a large customer base and extensive distribution network (INEOS, 2018).
Though it is true that there is a very little scope for innovation in various products INEOS produces, INEOS can still continue to differentiate their certain products targeting specific customer group or markets. Annual report of INEOS (2017) suggests that they are investing huge on R&D on various products to add unique features and in some cases, they have been successful. For example, production of acrylonitrile, use of CHP, low weight plastic etc. Differentiation strategy will help INEOS to keep a certain customer group loyal to them and provide competitive advantages over others while cost leadership strategy allows them to maintain their market share and growth further.
· [bookmark: _Toc523518006]Market Development strategy:
[bookmark: _Hlk523368978][bookmark: _Hlk523447367]Market development is the strategic option where business target new market to grow by selling existing products. It is one of the best options for the business with strong brand image, capabilities, and idle resources. Based on the overall analysis and competitive position INEOS facing at present, they can adopt Market development strategy for existing business.  Market development strategy is one of mostly used strategy originally proposed by Ansoff. Market development is the strategic option where business target new market to grow by selling existing products (McGee et al., 2010; Armstrong et al., 2015).
[bookmark: _Hlk523368999]The new market does not necessarily mean creating new market, it may be targeting unserved segment, new geographical location (Local or global). This strategy involves relatively higher risk, higher resources required. It is one of the best options for the business with strong brand image, capabilities, and idle resources. Businesses around the world frequently adopting market development strategy by entering new country, where there are huge opportunities, for example, the growing economies of BRIC nations. INEOS has operation in more than 27 countries already. They can expand their operation in other developing countries either direct operation or acquisition of competitors business. The financial strength and management talent of INEOS will support the market development strategy.
· [bookmark: _Toc523518007]Strategic alliance, Vertical integration and Joint-Venture:
Rapid changes in various environmental factors causing serious threats to all industries regardless of their nature, however, the impact may vary from industries to industries. Some of the crucial changes on external environment remarkable global political unrest, war in oil-producing countries, strict and changing environmental legislation, BREXIT and others causing serious challenges on INEOS’s operation in terms of risk of investment, increased cost, uncertainty in the market and trade restriction etc. Under such situation, a large business like INEOS can adopt a strategy to address these issues by forming Strategic alliances, vertical integrations and joint-ventures. INEOS can form strategic alliance with suppliers, customers, governments, even with competitors to ensure a smooth operation of business as well as to enhance efficiency. Vertical integration will help them to get more control over supply chain which will help them to reduce cost. Businesses like Google, Microsoft are growing very fast by forming alliance with various stakeholders. Joint-ventures is another option INEOS can take to address the cost pressure, increase market and reduce political risk. INEOS Can do joint venture with suppliers and customers as they are not producing finished products, they also can go for joint venture with governments as many countries petroleum sector is owned by state (Mckaskilll, 2010; Balogun et al., 2008).
However, there are several risks associated with all the above options. INEOS need to conduct cost-benefit analysis before entering into joint-venture or any other form of collaboration so that they can ensure maximum benefit out of it.
6. [bookmark: _Toc523518008]Challenges associated with the strategic options:
There are several challenges and difficulties associated with each of the strategic option advised above. Among the various potential challenges INEOS may face in implementing the above strategies, some of the key challenges are mentioned below:
· Uncertainty and risk associated with diversification into the un-related industry:
INEOS has been operating in the petrochemical sector for 20 years, Ratcliffe has experience of over 45 years in the industry. INEOS may face sever challenges in terms of experience and production know-how, achieving economies of scale, understanding market needs and severe competition. Diversification into new business also involves risk of investment.

· Crises of fund/capital:
Diversification, Product development, and differentiation strategy involve huge amount of investment and sunk cost. Managing required amount if capital, keeping enough working capital and funds for further investment at the beginning stage may be a challan task for INEOS. (Balogun et al., 2008; Armstrong et al., 2015).
· Limited scope for cost reduction:
Implementation of cost focus strategy may be very challenging as there are very limited scope in various product sectors (INEOS, 2017).
· Risk of damaging reputation:
[bookmark: _Hlk523447849]Growth through own product development or any other form such joint-venture or acquisition may affect the reputation of other businesses if it fails, especially in the case of joint ventures, the adverse performance of partners might have detrimental impact on overall INEOS group (Tanwar, 2013).
· Management control:
Expanding businesses in various countries and industries might cause poor control and may be challenging for INEOS to maintain control over entire operation.
· Legal restrictions:
Acquisition and joint-venture strategy might face legislative restriction in many countries.
· The commitment of Human resources:
A potential conflict of opinion might arise within the board of directors and other key personnel’s in relation to the adopted strategies.
7. [bookmark: _Toc523518009]Ways of Overcoming challenges:
To overcome the potential challenges associated with strategic options, INEOS may take the following steps-
· Industry and market analysis needs to be carried out before choosing a market as part of the diversification strategy. INEOS can seek advice from expert marketing research firm. Use of strategic tools such as Porter’s Diamond model can help them to evaluate market attractiveness.
· INEOS need to consult with all shareholders and investors prior to commit any expansion strategy. INEOS have sufficient fund at the moment but to ensure smooth expansion they can either go to stock market or attract private investors Ratcliffe knows.
· To implement cost focus INEOS need to conduct cost audit and search for low-cost sources of production by maintaining standard of quality. They may relocate their operations.
· To avoid the damage of reputation, INEOS need to give careful consideration before entering into any collaboration.  They need to develop a set of standard and criteria based on which they will choose their partner.
· The legislation relating to an industry or country need to be considered before going into market. INEOS can seek advice from legal experts on trade.
· To reduce the conflict of opinion and interest, entire strategy and how the strategy will be implemented need to clear to all key persons within the company. A well and effective bottom-up communication system can help in this regard.
8. [bookmark: _Toc523518010]Conclusion:
INEOS group has achieved tremendous growth and success during the last 20 years. It is partly because of their aggressive diversification strategy in the petrochemical sector. Rapidly changing environmental dynamics creating both opportunities and threats for INEOS. Thus, INEOS need to evaluate their current strategies on a continuous basis and undertake strategies to ensure future growth. There is no absolute right or wrong strategy in business, it all depends on surrounding factors. INEOS can be benefited from the strategic advice given in this report but they need to carry out such strategic analysis regularly to make necessary changes when required. 
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[bookmark: _Toc523518012]Appendix -1:
[bookmark: _Toc523518013]Table: Financial analysis of INEOS, Source: (INEOS, 2015; INEOS, 2017).
	 
	Year ending 31 December, figures in £Million

	 
	2017
	2016
	2015
	2014
	2013

	Sales Revenue 
	          15,210.40 
	          12,609.90 
	         13,729.40 
	        17,220.50 
	       16,622.70 

	CGS
	          12,524.20 
	        101,411.00 
	         11,318.40 
	        15,173.90 
	       15,027.30 

	GP
	             2,686.20 
	            2,468.80 
	            2,411.00 
	          2,046.60 
	         1,595.40 

	Operating Profit 
	             2,061.10 
	            1,866.60 
	            1,810.60 
	          1,446.60 
	         1,073.20 

	EBITDA
	             2,529.40 
	            2,330.80 
	            2,210.00 
	          1,903.50 
	         1,511.50 

	NET profit 
	             1,998.30 
	            1,233.40 
	               910.50 
	-               36.70 
	-           134.20 

	Current Asset
	             4,325.70 
	            4,782.20 
	            4,378.10 
	          4,267.60 
	         4,363.60 

	Fixed Asset 
	             6,722.50 
	            6,576.30 
	            5,903.90 
	          4,827.70 
	         4,773.20 

	Total Asset 
	          11,048.20 
	          11,358.50 
	         10,282.00 
	          9,095.30 
	         9,136.80 

	Inventory
	             1,246.50 
	            1,068.10 
	               956.60 
	          1,008.80 
	         1,319.80 

	Total Equity
	             1,696.80 
	                430.10 
	-              564.20 
	-         1,263.30 
	-           963.10 

	non-current Liability
	             7,149.40 
	            9,149.20 
	            9,025.60 
	          8,628.20 
	         8,121.00 

	Current Liabilities 
	             2,202.00 
	            1,779.20 
	            1,820.60 
	          1,730.40 
	         1,978.90 

	Total Liabilities 
	             9,351.40 
	          10,928.40 
	         10,846.20 
	        10,358.60 
	       10,099.90 

	Profitability Ratio: 
	 
	 
	 
	 
	 

	ROCE                             (Return on Capital Employed)
	23%
	19%
	21%
	20%
	15%

	ROS (return on Sales)
	14%
	15%
	13%
	8%
	6%

	Gross Profit Margin 
	18%
	20%
	18%
	12%
	10%

	NET profit Margin
	13%
	10%
	7%
	-0.21%
	-0.81%

	ROA
	18.09%
	10.86%
	8.86%
	-0.40%
	-1.47%

	Liquidity Ratio 
	 
	 
	 
	 
	 

	Current Ratio
	1.96
	2.69
	2.40
	2.47
	2.21

	Quick Ratio 
	[bookmark: _GoBack]1.40
	2.09
	1.88
	1.88
	1.54

	Sales Growth 
	20.62%
	-8.15%
	-20.27%
	3.60%
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