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1) Introduction
Microsoft Corporation is one of the world's most influential and largest technology companies with operations in several industries like cloud computing, productivity software, personal computing, gaming, cybersecurity, and AI. Since its inception in 1975 as a software company focused on Windows and Office products, the company has grown into a digital platform that provides significant value in several areas, including Azure, Microsoft 365, LinkedIn, Xbox and enterprise AI applications. Microsoft has a significant presence in the United Kingdom; it has multiple offices, a large campus in Reading and cloud infrastructure to support both private and public sector clients throughout Europe. Given its enormous global footprint, any changes in the global business environment, such as regulatory changes, technology disruption, geopolitical instability and changes in consumer and organisational expectations, significantly impact Microsoft’s ability to compete with other companies.
This report will highlight Microsoft as a valid example of how a large multinational corporation adapts to the constant evolution of its environment. Very few companies operate at the intersection of innovation, public policy, sustainable development, transformation of the labour force and global competition as Microsoft does. Microsoft has faced many of the same challenges caused by the expansion of cloud computing, the expansion of hybrid working methods, the development and enforcement of privacy and competition regulations, supply chain pressures related to semiconductors and the emergence of generative AI. Therefore, Microsoft is an excellent case study for understanding how companies can remain competitive by adapting strategically. Additionally, Microsoft's transformation under CEO Satya Nadella provides an excellent case study from a management perspective as it demonstrates how important effective leadership, collaboration, culture and innovation are during periods of extreme turbulence (Chebolu & Nair, 2021; Ghaleb, 2024). This report explores the external business environment and analysis of Microsoft using recognised company analysis frameworks and their theoretical basis. The first element of this assessment contains an outline of what the External Business Environment means and its relevance to organisations conducting an external analysis to identify potential external issues affecting their organisation. After describing the business environment, this assessment will identify three of the relevant theoretical frameworks or models applicable to analysing the external environment (PESTLE Analysis, Porter's Five Forces, and Dynamic Capabilities Framework). Also, in this portion of the assessment, there will be a list of Political, Economic, Social, Technology, Legal and Environmental factors associated with Microsoft that provide opportunities or threats to their ability to maintain a competitive long-term. The final portion will provide an analysis of how Microsoft has reacted to those changes through its' transition to Cloud Computing, the investment strategy focused on Artificial Intelligence, organisational culture, sustainability, and through/acquisitions. Finally, it will offer suggestions for how Microsoft can improve going forward.
To sum up, the overall conclusion of this paper is that Microsoft's long-term success is dependent on much more than just its technological edge but also on its ability to interpret changes in the external environment and modify its strategies accordingly. In addition, Microsoft demonstrates how an enterprise can use environmental scanning and organisational agility to create successful results in today's rapidly changing global economy.
2) Business Environment
The Environment within which a company conducts business is described as the overall collection of environmental factors and conditions that may have a direct or indirect impact on the company's operations, decision-making, risk exposure and growth opportunities. Some of these environmental factors include (but are not limited to) Economic, Political, Legal, Technology, Social, Competition and Environmental influences. Environmental conditions
are typically beyond a company's control; however, they are all influential on the company's future, profitability and potential to achieve long-term viability. This is especially true for multinational technology companies such as Microsoft because they operate in multiple industries and across several countries at the same time; they are faced with a much more complicated business environment than other types of companies. A healthy understanding of the environment in which a company will operate is critical to all the decisions made by the company and the long-term viability of the company, because these various factors are going to affect a company's business decisions as they relate to the company's overall business strategy. Factors such as market demand, labour costs, geopolitical risk, regulatory environment, social values, and technological change will help determine the strategic outcome of a firm. For example, economic uncertainty can adversely impact an enterprise's investment in IT, as well as its investments in its business. Additionally, price stabilisation of oil and other resources can create a broader array of resiliency challenges across the economies and industries of the world, which in turn can impact technology investment cycles for firms globally (Xiuzhen, Zheng & Umair, 2022). Exchange-rate fluctuations can have a major impact on the foreign currency exposure of a company, which is very relevant to global companies such as Microsoft (Challoumis, 2024). The worldwide value chain has changed the way companies develop and apply value and has created significant implications for competitiveness and income inequality across regions and industries (Carpa & Martínez-Zarzoso, 2022).
Conducting an external analysis of a company is critical because it provides insight to a company and its management about potential threats and enables management to develop appropriate strategic responses to these threats. Without a thorough analysis of the external environment, a company cannot anticipate any changes in laws and regulations, technological changes and/or changes in customer expectations. In addition, geo-economic fragmentation, trade restrictions and conflict among the major economic powers in the world have dramatically changed the way that technology is traded, accessed and cooperated with on an international basis (Aiyar et al., 2023; Morgan, Syropoulos & Yotov, 2023). These changes, for Microsoft, could have a major impact on its ability to access semiconductor chips to support the development of its cloud computing infrastructure, the ability to establish and maintain cross-border data flows and expansion strategies. Understanding the impact of these external pressures on the internal strategic resilience of an organisation and decision-making will have an important impact on the long-term success of the organisation.
One of the most common macro-environmental frameworks used by organisations for conducting external analysis is the PESTLE analysis. The PESTLE Framework is an analytical model that reviews and evaluates the Political, Economic, Social, Technological, Legal and Environmental factors impacting and/or influencing the firm. The model is beneficial to the manager because it forces them to look at the totality of the environment from a historical perspective and take a more indirect and systematic view of the market rather than focus on their immediate competitors. In the instance of Microsoft, PESTLE Analysis explains how AI regulation, global economic conditions, hybrid work, innovations in the cloud, competition law and sustainability targets are shaping Microsoft’s market space currently.
Additionally, the second important approach to analysing Microsoft’s environment is Porter’s Five Forces of Industry Structure. According to Porter (1979), rivalry among current competitors, bargaining power of buyers, bargaining power of suppliers, threat of substitutes and threat of new entrants together determine an industry’s attractiveness. Microsoft faces high levels of competition from other firms in their industry, including but not limited to Amazon, Alphabet (Google), Apple, Oracle and IBM. Corporate customers can benchmark different cloud vendors and negotiate large contracts, resulting in customers possessing a substantial amount of power in Microsoft’s enterprise technology sector. There are also substitute products because of open-source software, platform alternatives, and independent companies that provide SaaS. As such, Porter’s five forces provide a rationale for Microsoft to continue developing new products and differentiating their offering from others.
The third perspective is dynamic capabilities, which focus on a firm’s ability to sense a rapidly evolving market, act on sensing an opportunity and continuously modify its resources in response to a rapidly changing marketplace. This is particularly relevant in technology sectors, where disruption is a constant factor. Microsoft has illustrated examples of dynamic capabilities in its move from software license fees to cloud subscription fees and, most recently from being the leader of cloud services to being the leader in integrating AI technologies into its products. Experimentation, as well as the construction of models to prototype business processes, is critical for companies in these rapidly changing industries due to the need for firms to validate and refine their strategic responses instead of simply adhering to established structures (Geissdoerfer et al., 2022). Furthermore, digital intelligence and digital-specific coordinates and information systems are being used more effectively to assist managers in making more valid management decisions in complex and volatile environments (Trieu et al., 2022). To sum up, it is very important to analyse the environment of the business for two reasons: Firstly, it decreases uncertainty and therefore increases the likelihood of aligning an organisation’s strategic vision with the reality of its operating environment. Secondly, the PESTLE model provides a broad overview of the contextual factors that may influence an organisation’s ability to achieve its goals, while Porter’s five competitive forces indicate how competitive other organisations are; and finally, through incorporating a firm’s dynamic capabilities model, we will see how well organisations can respond to the conditions set by both of these models.  Combined, these three models can offer a comprehensive evaluation of Microsoft's position in the market
3) External Factors
a. Political
Microsoft has a very political environment shaped by several factors such as government regulation, issues of digital sovereignty, trade tension and antitrust enforcement. Increasing scrutiny is being placed on technology firms (specifically, large technology companies) in the U.S., EU and U.K. Governmental competition agencies are increasingly concerned about issues of market concentration, platform power and bundling practices. Each of these issues is of particular concern for Microsoft as its strategy relies heavily on acquisitions and creating an ecosystem of integrated products. Political tensions also have an impact on the way in which products are supplied in the technology market. China's increased role in global governance has shifted the balance of power in the global economy and has also increased the uncertainty of the business environment due to ongoing tensions between major global economies (Ji & Lim, 2022). Additionally, the fragmentation of the global economy through geo-economic tensions and sanctions has resulted in disruptions of cross-border trade, investment and access to technology (Aiyar et al., 2023; Morgan et al., 2023); therefore, these market pressures create many risks for Microsoft about AI chips, cloud expansion, and the ability to operate across international jurisdictions.
b. Economics
Economic conditions affect what customers will spend money on, the costs of building and maintaining infrastructure, and possible levels of international revenue. Microsoft relies heavily on the corporate market and the public sector for spending on technology, and therefore, a decline in either GDP growth or overall business confidence will impact demand. Ongoing fluctuations in supply and demand will continue to underlie the pricing, investment, and competition across most sectors of the economy (Lordkipanidze, 2023). Data centres and offices face an increase in inflation and, therefore, rising costs of labour, energy and construction of these facilities. Microsoft has a large amount of revenue from outside the US, which puts significant importance on movements in the US dollar versus foreign exchange rates, i.e. if the US dollar strengthens, then this reduces the value of what Microsoft will receive for overseas income when the overseas income is converted to US dollars (Challoumis 2024). Additionally, volatile prices of raw materials make it difficult for enterprises to economically recover and invest aggressively in new systems (Xiuzhen, Zheng, and Umair 2022). However, digitalisation continues to drive growth at an accelerating rate within emerging markets and in sectors where cloud migration is occurring.
c. Social
Microsoft has benefited from social changes that present Microsoft with large potential opportunities. Remote and hybrid work has led to increased demand by organisations for Teams, Microsoft 365, Azure and cybersecurity services. Many organisations need secure digital collaboration tools, while educational institutions require productivity and learning tools. Trust, reputable relationships and product quality factor into B2B buying behaviour. Therefore, product quality alone is not sufficient for buyers to choose a supplier (Ishii and Kikumori 2023). The strength of Microsoft's brand, as a well-known and established enterprise supplier, also contributes to enhanced customer loyalty.
d. Technological 
The movement of technology is the key driving force affecting Microsoft's environment. The fast pace of growth in AI, cloud infrastructure, edge computing, and cybersecurity has led to an abundance of opportunities and competitive challenges. Microsoft has effectively differentiated itself through its Position with Azure, Copilot, corporate security solutions, and alliance with OpenAI; however, due to the speed of change, companies may quickly find themselves losing out due to a lack of innovation and subsequently, ultimately being overtaken. Industry 4.0 technologies indicate that the level of performance achieved is determined not solely by how well companies integrate digital solutions with service-based business models (Bortoluzzi et al., 2022). The evolution of Microsoft's subscription-based ecosystem illustrates this transition from the sale of standalone products to the delivery of ongoing services.
Microsoft is experiencing a high level of competitive rivalry, as all major competitors are very active in investing in Cloud and AI technology. Microsoft is uniquely positioned to combine these technologies across enterprise software applications, development tools, infrastructure, and workplace platforms. However, there continue to be significant challenges regarding the level of research and development required, threats from cybersecurity breaches, and reliance on the next generation of hardware.
e. Legal 
Legal pressures are becoming an increasingly important external force for Microsoft. Legal pressure includes but is not limited to areas such as data protection statutes, intellectual property laws, labour law, antitrust enforcement, and environmental compliance. As a global provider of cloud-services, Microsoft must adhere to varying degrees of privacy, security, and data localisation rules throughout all jurisdictions.
Legal challenges have also impacted Microsoft's ability to merge with and expand into new markets. Legal pressure will therefore continue to raise costs and limit Microsoft’s ability to be flexible tactically. Employment laws will determine Microsoft's ability to source and retain skilled workers from around the globe. Visa and employment policy modifications may impact the Company's strategy due to its need for highly mobile technical talent.
Technology strategy is increasingly examining the environmental impact of operations. Data centres require large amounts of electrical energy and water to operate, and investors, governments, and end-users are placing increased pressure on the data centre industry to operate more sustainably. Globalisation and environmental sustainability are now highly related. Companies are under considerable pressure to reduce their greenhouse gas emissions while remaining competitive (Copeland et al, 2022). Microsoft has made commitments to be carbon negative and use an increasing amount of renewable energy. Innovation related to sustainability will be vital for business-to-business companies, which are evaluating suppliers based on their environmental, social, and governance performance in addition to price and performance (Du et al, 2022).
f. Environmental 
Environmental risks may include climate-related disruptions to infrastructure and supply chains. Extreme weather has the potential to disrupt access to power, data centres, and logistics. Resilience and location strategies will become increasingly important in this regard. Strong environmental performance at Microsoft will be more than just a matter of meeting compliance standards; it will also provide differentiation in the cloud market, where our customers desire sustainable infrastructure solutions.
A combination of these external factors presents a mixed picture for Microsoft in terms of opportunities and challenges. Opportunities include increased demand for artificial intelligence-enabled services, increasing demand for cloud computing infrastructure, the growth of hybrid work, the digital transformation of developing markets, and increasing demand from companies for sustainable enterprise technology. However, there are significant challenges facing Microsoft as well: examination of Microsoft for antitrust violations, the rise of geopolitical fragmentation, uncertainty regarding the value of currencies, dependence on the availability of computer chips, escalating threats of cyberattacks, and increased expectations for ethical, inclusive and sustainable business practices. The future of Microsoft will depend upon a balanced approach to bridging the gaps between innovation and compliance, speed and responsibility, and global scale and local adaptation. 
4) Strategic responses and adaptability
Microsoft has made substantial strategic shifts in response to changing conditions. The transformation of Microsoft from a software licensing company to a cloud-first, AI-enabled platform business under Satya Nadella represents one of the clearest examples of this agility. Microsoft demonstrated its strong dynamic capabilities through this transformation. The company identified that its previous PC-based model had reached its limits, invested significantly in both Azure and Microsoft 365, and then restructured itself around the delivery of continuous digital services.
Innovation has been core to Microsoft's adaptability. Its investments in Azure and OpenAI's Copilot, as well as its investment in cybersecurity and developer platforms, have illustrated Microsoft's ability to convert emerging technologies into monetisable commercial products. Both prototyping and experimentation are particularly relevant in this case since organisations that are operating in an uncertain climate will need to continuously test their new business models and adjust based upon those tests (Geissdoerfer et al., 2022). Therefore, Microsoft's rapid expansion of its AI capabilities across its different products would further illustrate these principles.
Leadership and culture also had a significant impact on Microsoft's adaptability and response to environmental change. Nadella's emphasis on collaboration, learning, and open-mindedness has helped Microsoft transform away from competing internally to innovating through cross-functional teams (Chebolu & Nair, 2021). There is a widespread understanding that an organisation's culture plays a central role in its overall success; thus, the culture has a direct impact on the way an organisation behaves, how it adapts to changes in its environment, and how it strategically executes initiatives (Ghaleb, 2024). Evidence of Microsoft having adopted a more collaborative culture would lend credibility to Microsoft's success in its transition to the cloud and in growing its ecosystem. However, large organisations must take a measured and mindful approach to managing their organisations' culture: Corporate identity, inclusion, and values can have a major impact on stakeholder trust at the organisational level (Gagnon, 2008; Ferdman & Deane, 2014). The effectiveness of Microsoft’s strategies is attributed to their integration of transformational business practices with advances in technology. However, continuous adaptability remains essential as there are many changes occurring in the market due to AI disruption, geopolitical tensions, and regulation. As such, past accomplishments do not provide assurance that future advantages will be gained. 
5) Conclusion
Microsoft is an enterprise of many moving parts; it also must compete amid regulatory, economic, and social pressures that influence technological disruption, legal difficulties, and pressure to become environmentally sustainable. PESTLE analysis shows challenges due to potential anti-competitive actions from regulators, currency fluctuations, and supply chain disruption, yet there are still tremendous opportunities to grow its business through AI, cloud computing, hybrid work, and environmentally sustainable services. Overall, Microsoft’s current growth strategies have been effective mainly through its cloud transformation, integration of AI into its products/services, collaboration with other enterprises, and commitment to ESG principles. 

6) Recommendations
Microsoft should take the following three actions to further contribute to its success: 
· Build trust through increased governance, transparency, and the integration of responsible AI into its products and services. 
· Build resiliency within its supply chain/infrastructure related to chips, energy supply, and data localisation; and 
· Continue to embrace a culture that is inclusive, adaptive, and promotes innovation in all markets around the world.
By continuing to combine its strong technological capabilities with an understanding of the regulatory environment and an ability to be agile in its cultural approach, Microsoft can continue to create competitive advantages that expand its competitive position into the future.
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