



          Strategic Review of Royal Dutch Shell Plc.







Student: Lachezar Dimitrov
Student number: 1915922
Module: Strategic Management and Sustainability 
Module Code: LCBB6004
Lecturer: Dr Stephen Asafo


Table of Contents
Executive Summary	4
Introduction	4
Business strategies	4
Diversification and innovation.	4
Cost Leadership	5
Vertical Integration	6
Strategic Partnerships and Alliances	6
External Environment Analysis	7
Resources and Capabilities	7
Physical Assets	8
Intangible Assets	8
Strategy implementation success – analysis	9
Sustainability and Environmental Considerations	9
Future Strategic Direction and Recommendations	10
Strategic Options	10
Recommendations	11
Conclusion	11
References	11





[bookmark: _Toc175680179]Executive Summary
This is a comprehensive strategic report on Royal Dutch Shell Plc., covering the corporate and business strategies adopted and how effective their implementation is. Making use of different strategic frameworks, this identifies and analyzes the key strategies, resources, and capabilities for Shell. It evaluates the success in achieving a competitive advantage and assesses the efforts towards being sustainable and environmentally responsible. After that, it deals with providing recommendations for future strategic directions to boost competitiveness and sustainability practices in the future.
[bookmark: _Toc175680180]Introduction
Royal Dutch Shell Plc., commonly known as Shell, is a British-Dutch multinational oil and gas company incorporated in 1907. Working in more than 70 countries and producing a wide portfolio from exploration to production, refining, and petrochemicals, no doubt Shell is among the top-notch energy companies across the globe. The changing global energy landscape toward cleaner and more sustainable sources poses severe challenges and opportunities for Shell. This report strategically reviews the current strategies adopted by Shell and how effectively they are implemented. This paper provides insights into, and recommends future strategic directions. The strategies identified by this paper in the context of Shell are key business and corporate strategies. 
[bookmark: _Toc175680181]Business strategies
[bookmark: _Toc175680182]Diversification and innovation.
Shell's diversification strategy can be noted in the company's growth beyond traditional oil and gas business lines into renewable energy sources like wind, solar power, and biofuels. This means that the move is a response by the group to global trends on sustainability and an increase in regulatory pressures in relation to cutting carbon emissions. Through diversification, therefore, Shell stands to reduce its risks from the volatile oil and gas market while riding out newer opportunities unfolding in the green energy sector.
Diversification is a growth strategy involving entry into new markets with new products to reduce dependence on any one market and take advantage of the opportunities for growth. Research shows that diversification reduces risks related to the volatility of the existing markets and exploits new opportunities. It has been proved by Montgomery and Wernerfelt that diversification creates value when firms have some unique resources or capabilities which can be applied in a new context. Evidence for Shell's diversification strategy amply comes from its increasing investments in renewable energy. According to a 2022 report by the company, it has funneled more than $2 billion into renewable energy projects in developing solar and wind energy plants and farms, which rightly points to a commitment to changing toward a more sustainable energy future. The dynamic capabilities theory, proposed by Teece, Pisano, and Shuen (1997), deals with the firm's ability to adapt and reconfigure its resources in time to respond to changed environments. According to Eisenhardt and Martin (2000), dynamic capabilities are the drivers that enable firms to acquire a competitive advantage by way of adaptation of strategies and resources in response to changes in markets. Those firms which are capable of developing and fine-tuning their dynamic capabilities can sail more effectively through volatile industries and new technologies or innovations. By investing in renewable energy, Shell is utilizing its dynamic capabilities to stay competitive in a world of changing energy.
[bookmark: _Toc175680183]Cost Leadership
Shell has a cost leadership strategy, which means that the company can achieve economies of scale and operational efficiency with the chief objective of competitive pricing for its products, thus remaining profitable even in low-price environments. Using Porter's generic strategies framework, there exist three main ways through which a firm is able to gain a competitive advantage: cost leadership, differentiation, and focus. As a result, the Cost Leadership strategy would help the firm become the lowest-cost producer in the industry, and therefore, charge lower prices or get higher profit margins. Cost leadership is established in scholarly research as an effective way to outperform rivals through efficient operations and scale economies. According to Barney (1991) and Rumelt (1984) a focus on cost reduction and efficiency will make firms establish superior performance and profitability. Advanced drilling technologies that Shell implemented reduced the cost of extracting oil and gas; hence, higher profit margins could be maintained even in a low-price environment (Shell annual report, 2022). The theory of Economies of Scale suggests that if a firm increases the quantity produced, its average cost per unit will decline due to greater efficiency in using resources and also by spreading its fixed cost over a large output. Panzar and Rosse (1987) show that larger firms get lower per-unit costs, thereby paving a way to charge competitively low prices and gaining higher profit margins. Organizations that benefit from economies of scale can enjoy both cost advantages and also maintain a superior market position. In light of the fact that Shell's upstream business is capable of realizing economies of scale in its operations, this only helps to further cement its positioning as an overall cost leader in the industry.
[bookmark: _Toc175680184]Vertical Integration
Shell employs the vertical integration type of business strategy because it owns and operates upstream, exploration, and production businesses, along with those engaged in the downstream operations of refining, distribution, and marketing. This integration provides better control of the supply chain to Shell, reduces dependence on third-party suppliers, and enhances its cost management and product quality capability. According to The Resource-Based View, through vertical integration, Shell could capture more value from operations by reducing transaction costs and increasing process efficiency (Panayides et al, 2015). The Resource-Based View contends that firms enjoy a competitive advantage by owning and controlling valuable, rare, inimitable, and non-substitutable resources. Vertical integration will help in controlling all stages of the value chain and enhance the firm's value capture, thus reducing transaction costs. Empirical studies generally conformed to this notion by trying to establish benefits that vertical integration confers in competitive advantage through improved control of resources and efficiency. Williamson (1985) quotes the benefit of vertical integration in decreasing reliance on outside suppliers and improving operational efficiency. Moreover, Grant (1991) remarks that those firms that are using any special capabilities effectively through vertical integration can gain competitive advantages and superior performance. 

[bookmark: _Toc175680185]Strategic Partnerships and Alliances
As a result, Shell has been engaged in establishing strategic partnerships and alliances with various stakeholders, including governments, NGOs, and other corporations. Of course, such partnerships will become very important for Shell to further increase its market presence, access new resources, and enhance its reputation as a socially responsible corporation. For instance, the corporate social responsibility that Shell exhibits through its community development partnership with the Living Earth Foundation illustrates that it is always involved in the process of sustainable development. Strategic partnerships also allow Shell to co-share the risks and costs of mega-projects, particularly those on renewable energy. Strategic Alliance Theory  deals with the collaborative relationship of firms toward achieving common goals or securing access to complementary resources (Emami et al, 2022). Strategic alliances can offer firms an opportunity for market growth, risk-sharing, and capability learning from alliance partners. Alliances can facilitate innovation, market access, and resources that a firm may not have independently, as has been shown by research. Kale et al. (2002) have reported that strategic alliances are a source of competitive advantage since strategic alliances allow firms to share knowledge and access resources. Strategic alliances can also facilitate corporate social responsibility and sustainability goals by collaborations of firms with other stakeholders thus showing the strategic rationale for alliance formation.
[bookmark: _Toc175680186]External Environment Analysis
The external environment has a huge impact on the strategic positioning of Shell. The pressure from regulators, arising from international environmental treaties such as the Paris Agreement, continuously on the rise, forces Shell to change the way it conducts its business. For example, the Green Deal of the European Union sets ambitious targets for the reduction of GHG, which impacts the strategic focus for Shell and requires heavy investments in renewable sources of energy in order for it to meet these regulations (European Commission, 2020). Shell's action to address these policies accentuates the growing importance of strategy alignment in enhancing global environmental standards to cushion against regulatory risks and enhance sustainability performance.
The economic instability, particularly oil price volatility, makes Shell's financial position vulnerable. According to various literature, oil price volatility is a primary factor of being under intense financial pressure that forces energy companies to participate in activities of portfolio diversification. Volatility is why Shell wants to shift its strategy to renewable energy; it is trying to put the revenue streams on firmer ground and reduce its dependence on traditional oil markets. The shift in consumer demand towards sustainability and ethics is what drives social responsibility in Shell and community engagement. Technological innovation in the field of renewable energy and digital technology also influences the strategy of Shell because these innovations facilitate the creation of new channels for carbon reduction and enhance operational efficiency.
[bookmark: _Toc175680187]Resources and Capabilities
Shell's strategic move is backed by an impressive and stringent set of resources and capabilities, which assist the company in sustaining its competitive advantage in the global Energy Market.
Tangible Resources
Shell's strategy pursuits significantly rely upon the financial resources of the organization. In 2016, Shell reported revenues of $233.6 billion, thereby showcasing its enormous financial capacity to invest in large projects and R&D initiatives. This financial prowess of the company not only enables Shell to work but also helps them sustain themselves on the basis of market fluctuations and invest in future growth areas like renewable energy. For example, Shell's financial capacity has advantageously positioned it to invest intensive capital in research in traditional energy and new technologies, hence giving the company a competitive edge. This is as reflected in the group's 2016 annual report that lays emphasis on the company's immense investment in research.
[bookmark: _Toc175680188]Physical Assets
 In this dimension of capabilities, Shell owns enormous infrastructure across the globe, including in excess of 46,000 service stations, numerous various refineries, and leading-edge exploration and production facilities (Shell annual report. 2022). This infrastructure provides Shell with an intricate control over various stages of the value chain of oil and gas, right from the extraction to distribution stage. Indeed, Shell's extensive exploration sites, including deep-water drilling and far-flung onshore operations, are fitted with technologically sophisticated devices that enable efficient and safe extraction processes.
[bookmark: _Toc175680189]Intangible Assets
The brand image of Shell is a significant intangible asset. With a history extending over one hundred years, the existence of the company has firmly rooted the brand into consumers' minds, with a sense of reliability and quality, proving to be an invaluable factor in gaining a competitive advantage. This reputation helps not only in capturing customers but also in strategic partnerships and obtaining regulatory approval. Apart from the business value it creates for shareholders, CSR practices of Shell, such as Shell LiveWIRE, have greatly helped build a better image for the brand and create what is called social license.
Another critical intangible resource for Shell is technological expertise. The company's investment in advanced technologies, in particular, seismic imaging and digital technologies such as AI and IoT, has contributed immensely to its enhanced operational efficiency and innovation capacity. These technological advancements will help the firm optimize its operations to reduce costs and fuel innovation in both traditional and renewable energy sectors.
On top of these, human resources at Shell are equally an important component of its strategic success. With nearly 94,000 employees worldwide, the business has a broad pool of employees who are considerably skilled in various aspects. The business investment in talent development through the company's initiative, for instance, Shell LiveWIRE and other forms of training programs, has played an important role in growing entrepreneurship as well as enhancing competencies among its workforce. Such commitment to people development underpins the approach of Shell to innovation and operational excellence.
[bookmark: _Toc175680190]Strategy implementation success – analysis
Evidently, one of the best strategic decisions taken by the organization has been to integrate operations vertically, which made operations easier, less costly, and helped Shell remain competitive within the energy market. Through taking control of different stages of value starting from exploration to the retail level, Shell was able to optimize operations and hence product quality. Such strategic alignment aided the firm in having an edge over peer group companies with respect to price and operational efficiency.
Diversification into renewable sources of energy is yet another element that testifies to the successful strategy implementation in Shell. Investments in wind, solar, and biofuels indicate a clean process of the Company in changing energy demands and positioning itself at the forefront in the shift toward sustainable energy supplies. The diversification reduced not only the exposure to declining fossil fuel demand but also opened new channels for growth.
Notwithstanding these successes, it remains a challenge to transform Shell fully into sustainable energy; environmental concerns are at stake. Meaningful investment in new technologies and infrastructure for renewable energies reduces profitability in the short run. Outstanding amongst the environmental and social risk factors in its legacy operations include carbon emissions and community impacts.
[bookmark: _Toc175680191]Sustainability and Environmental Considerations
Sustainability is core to Shell's long-term strategy and competitive positioning. The company has been involved in various initiatives to reduce its impact on the environment and contribute to the development of a low-carbon economy.
It has shown commitment to CSR through investment in community development, education, and health. It encourages young entrepreneurs with its initiative called Shell LiveWIRE and thereby boosts economic growth in emerging regions. Therefore, it improves the reputation and strengthens the social license to operate of the company.
The company has, over the recent past, engaged itself in a number of low-carbon energy solution developments. Of course, investments in wind, solar, and hydrogen technologies are a surefire route toward lessening its carbon footprint even more and contributing toward global sustainability goals, (Shell annual reports, 2020). On the other hand, Shell is also advancing CCS projects, such as the Quest facility in Alberta, Canada, to cut the level of greenhouse gases emitted into the atmosphere.
Sustainability reporting by Shell, which is conducted in accord with globally acknowledged standards like GRI and TCFD, makes information available on their environmental impacts and progress on carbon reduction goals. Such reporting creates trust with stakeholders and demonstrates that a company is at the peak of accountability and continual improvement in sustainability practice.
[bookmark: _Toc175680192]Future Strategic Direction and Recommendations
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The following strategic directions will help Shell remain competitive and responsive to the fast-changing energy environment: 
1. At a time of heightened global environmental concerns, increasing investment in projects for solar, wind, and other forms of renewable energy will serve to cement the position of Shell as a leader in sustainable energy and meet increasingly stringent environmental regulations and consumer demand.
2.: Focusing on the continuous development and application of leading-edge technologies for the effective production of energy and reduction of emissions, so as to improve operational efficiency and environmental performance.
3. Operationalising sustainability in all its activities and decision-making processes to help raise its reputation as a company, besides compliance with international standards on the environment.
4. Joining forces with technology companies, research institutions, and energy companies has the ability to share knowledge and co-develop innovative solutions to address the issues in sustainable energies.
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1. Shell needs to develop a comprehensive and transparent sustainability strategy that is aligned with international goals, in particular, the Paris Agreement.
2. A clear display of metrics for sustainability reporting, accompanied by detailed progress updates, will increase stakeholders' trust in Shell's commitments to environmental accountability.
3. A deeper community engagement will help the group to leave a better social impact on communities and their economy, thereby creating goodwill and a stable operating environment.
4. Integrating sustainable practices along the supply chain will reduce environmental impacts and increase overall efficiency and resilience.
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Royal Dutch Shell Plc. has embraced workable strategic planning and implementation that has kept it afloat in the global energy market based on diversification, vertical integration, and strategic partnerships. The firm had considerably operationalized very huge resources and capability elements of the company in very good alignment with its strategies, thereby making it operationally efficient and competitive. However, considering that the energy industry is fast undergoing a transition to sustainability, what is needed at present by the group is an aggressive push for renewable energy investments and environmental stewardship. Only by adopting the recommended strategic directions and enhancing the practice of sustainability can Shell be assured of long-term success and leadership in the changing energy landscape.
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