


MBA Part-time distance learning
Global Business Challenges BMMB7006D
Tutor: Anthony Burns


[bookmark: _Hlk153202661]An analysis of the current environmental forces acting on British American Tobacco and their impact

Purpose: To conduct an analysis of the macro and micro-economic factors acting on British American Tobacco, to assess its relative strength and make recommendations for its future strategic approaches.


Daniel Bishop
Student number: 2307722








Table of contents

	Contents
	Page

	Executive Summary
	3

	Part 1 - Introduction
	4

	1.1  Company profile
	4

	1.2  Definitions and brands
	4

	1.3  BAT’s present performance
	4

	1.4  Overview of BAT’s strategy
	5

	Part 2 – Macroeconomic factors affecting BAT: PESTEL analysis
	6

	2.1 Political
	6

	2.2 Economic 
	7

	2.3 Social
	8

	2.4 Technological
	9

	2.5 Environmental
	9

	2.6 Legal
	10

	Part 3 – Microeconomic factors affecting BAT: Porter’s Five Forces Analysis
	11

	3.1 Competitors
	11

	3.2 New entrants
	11

	3.3 Suppliers
	12

	3.4 Customers
	12

	3.5 Substitutes
	13

	Part 4 – Conclusions: SWOT analysis
	13

	4.1 Strengths
	13

	4.2 Weaknesses
	14

	4.3 Opportunities
	15

	4.4 Threats
	16

	Part 5 - Recommendations
	17

	5.1 Developing strengths
	18

	5.2 Addressing weaknesses
	18

	5.3 Exploiting opportunities
	18

	5.4 Addressing threats
	19

	References
	21












Executive summary

This is an analysis of the current environmental forces acting on British American Tobacco (BAT) and their impact. 

In Part 1 (Introduction). the company is profiled, its products identified, its recent performance outlined and its strategic approached stated. In Part 2, PESTEL analysis is used to identify the current macroeconomic forces acting on the tobacco industry before, in Part 3, Porter’s Five Forces Analysis is used to assess the microeconomic factors influencing BAT. In Part 4, conclusions are drawn from PESTEL analysis and Porter’s Five Forces analysis to outline a SWOT analysis of BAT’s current position, and assess whether its strategic objectives are the right ones. Finally, in Part 5, recommendations are made for the company’s future strategic approaches. 















PART 1 - Introduction

1.1	Company profile
British American Tobacco (hereafter BAT) is one of the so-called ‘top five’ tobacco companies (the world’s biggest cigarette maker by revenues) (Barnes 2023a). Its headquarters is in London, but it is a truly global company, with a business presence in every continent except Antarctica. It currently employs 50,397 people (Forbes, no date). Additionally, it works directly with 81,000 farmers and through third parties with 195,000 farmers (BAT, no date a).

1.2	Definitions and brands
BAT’s products fall into two categories: first, traditional combustible tobacco such as cigarettes and cigars. BAT has a number of well-known global brands including Pall Mall, Dunhill, Lucky Strike, Rothmans and Camel (as well as numerous local ones) (BAT, no date b). It also has what it calls a ‘reduced-risk’ portfolio (compared with cigarette smoking, and not risk free, and also addictive). These are all non-combustibles and can be divided into four groups: the so-called new category products of Vapour (vaping), of which the main brand is Vuse, tobacco heating (THP) of which BAT’s main brand is glo, and modern oral (nicotine pouches without tobacco) of which the main BAT brand is Velo. There is, fourthly, traditional oral (snus) such as Grizzly. 

 1.3 	BAT’s recent performance
BAT has gone through a period of turbulence: its revenue in 2022 was down 7.7% from 2021; its net income was down 2% and although it made £12408m profit in 2022 (BAT no date, c) its net profit margin was down by 9% compared with 2021 (Global Data, 2023). This prompted concern from shareholders, leading to the dismissal of Chief Executive, Jack Bowles, after four years in post and the appointment of Tadeu Marroco (formerly Chief Financial Officer) to replace him in June 2023; this was accompanied by a streamlining of the senior leadership of BAT (Barnes, 2023b). Shareholders’ particular concerns have related to BAT’s slow growth in both the US market (which constitutes nearly 50% of BAT’s global business) and ‘reduced-risk’ products (Barnes, 2023b). 

1.4    	Overview of BAT’s strategy and strategic challenge: BAT’s purpose: A Better Tomorrow

This gets to the heart of BAT’s difficulties over the last few years: given that BAT’s “clear purpose [is] to build ‘A Better Tomorrow’ by reducing the health impact of our business” (BAT, no date c, no pagination) and that “our strategic aim is to progressively transform our portfolio by actively encouraging smokers to swich to less risky products” (BAT, no date d, no pagination) which should lead to “long-term multi-stakeholder value” (BAT, no date d, no pagination) it seems vital that growth in ‘reduced-risk’ products is the priority for BAT over the next few years. The reference to multi-stakeholder value is key: in the face of increasing political hostility to tobacco products and rapidly declining smoking rates in almost all countries, BAT has made the strategic decision that, for it to remain economically successful in the longer-term, efforts to develop and market ‘reduced risk’ products is critical.

BAT have identified must-wins in order to deliver ‘A Better Tomorrow’ including focusing on high-growth segments, products that have the best potential for long-term growth, identifying priority markets, remarkable innovation (with high-quality R&D), powerful brands and a US focus (BAT, no date d). 

Three short-term deliverables need to fuel its vision: simplifying the business through Project Quantum, leading to £1.9 billion of savings; ensuring a step change in new categories; but in the short-term profits from combustible, high-risk products are to drive the investment in ‘reduced-risk’ products (BAT, no date, d).

Currently, tobacco kills up to 50% of its users who don’t stop which, globally, equates to 8 million per annum (World Health Organisation, 2023). Therefore, ‘A Better Tomorrow’ has at its heart an ethical dimension: BAT’s sustainability strategy is the driver for ‘A Better Tomorrow’ and is therefore wide-ranging, including harm reduction, human rights and economic responsibility (BAT, 2023a).

This report will explore whether, given the macroeconomic and microeconomic environment, these are the tight strategies and priorities. 

PART 2 - Macroeconomic factors affecting BAT: PESTEL analysis

2.1 	Political 

The main political factors impacting the tobacco industry come from regulation (international, led by the World Health Organisation, and national) alongside tax policy. The World Health Organisation Framework Convention on Tobacco Control (WHO FCTC) is an international treaty, adopted by the World Health Assembly in 2003. Currently, there are 183 parties to the convention (World Health Organisation, 2023). It is underpinned by the ‘MPOWER’ strategy: monitor the usage of tobacco, protect people from tobacco, offer help to stop, warn about tobacco’s dangers, enforce bans on its advertising, and raise taxes (World Health Organisation, 2023). Currently, 5.3 billion people in the world are covered by one MPOWER measure, with 25% of the world’s population protected by comprehensive smoke-free laws, and 50% living in the 103 countries that meet best practice for graphic health warnings (World Health Organisation, 2023). The framework wants all countries to ensure that tax makes up 75% of the total price of cigarettes; whilst only 12% of the world’s population is covered by a tax regime like this (World Health Organisation, 2023), in many nations tax makes up at least 51% of the overall price including China and India, the world’s largest consumers of cigarettes. These measures create a hostile environment for the traditional cigarette. The WHO estimates that a 10% increase in tax reduces tobacco consumption by 4% in High Income Countries (HICs) and 5% in Middle Income Countries (MICs) and Low-Income Countries (LICs) (World Health Organisation, 2023). These estimates have been borne out in numerous studies: for example Chelwa and van Walbeek (2019) estimate that there is a price elasticity of demand for cigarettes of -0.60 in Uganda. Similarly, warnings on packaging have a significant impact on cigarette sales: Tarantillis et al (2015) show that, in Greece, between 1987 and 1990, health warnings on cigarette packets lowered consumption by 4.2%. Whilst HICs are the most heavily regulated, and the picture in MICs and LICs where 80% of smokers reside is mixed, one of the problems for tobacco companies is that increasing numbers of countries are adopting new measures including in MICs and LICs (for example Ethiopia, Gambia, Mauritania, Montenegro, Niger, Nigeria and Qatar have all adopted graphic warnings on packaging). Overall, it is estimated that 53 million people stopped smoking as a result of tobacco restrictions between 2008 to 2014 (Bauer et al, 2018) and they argue that: “these policy interventions will prevent the growth potential in these [emerging] markets from materialising” (Bauer et al, 2018, p.30). 

Another emerging concern for tobacco companies relating to regulation is that the WHO Report on the Global Tobacco Epidemic (World Health Organisation, 2023) sets out a strategy for addressing new and emerging tobacco products. Already, 32 countries ban the sale of Electronic Nicotine Delivery Systems (ENDS) such as vapes and e-cigarettes, whilst 79 have limited measures. But the WHO also wants to regulate Electronic Non-Nicotine Delivery Systems because they mimic ordinary cigarettes and confuse regulatory mechanisms. In the short-term, increased regulation might help BAT given that concerns relate to use by young people (around 20.5% of under 18s had tried vaping) and also around counterfeit vapes (Sugiura, 2023). 

2.2 	Economic 

In the last two years, there have been two significant global economic shocks: first, following the COVID-19 pandemic, inflation grew rapidly, which led to rapidly rising interest rates, both of which have reduced the disposable income of consumers. The global inflation rate in 2022 was 8.71% (the USA rate peaked at 9.1% in June 2022, for example) comfortably the highest for any year since 2000. Although the global rate has reduced to 6.88% in 2023 (Statista 2023a) there is still a widespread perception, especially in HICs, of a ‘cost of living crisis’. Inflation is forecast to continue to fall and stabilise to around 2% in countries such as the USA (Statista 2023b). However, in some countries with high volumes of cigarette sales (such as Turkiye, seventh by volume of sales, and one of the few nations where retail volume of cigarettes has grown (2.7% between 2017 and 2020)) inflation will remain high (the inflation figure in Turkiye is expected to fall from an eyewatering 72% in 2022 to 50.58% in 2023) (Statista 2023c). Additionally, interest rates are forecast to remain relatively high in HICs (the US interest rate is at a 22-year high, as is the UK’s at 5.25%). In all, the current global economy is precarious, with the IMF predicting global economic growth rates of 2.9% in 2024 (Elliott, 2023). Whilst this is broadly in line with global growth rates in the preceding 20 years, we do know income decreases, especially in HICs, have a highly significant impact on cigarette consumption. For example, Martin Alvarez et al (2020) found that, in Spain, a 1% decrease in income decreased cigarette demand by 3.595% in the long-term. 

The second global shock, which also fed into higher inflation levels, resulted from Russia’s invasion of Ukraine, which had a direct impact on many businesses, including BAT. After the invasion BAT sold its Russian and Belarussian divisions to a consortium led by local BAT management (Barnes, 2023a). 

2.3 	Social 

Freese (2020) points to the “social denormalization” of smoking where “smokers were bombarded with social signals that their behaviour was unwelcome and dangerous to themselves and others” (Freese, 2020, p. 188-189). This has led to huge decreases in the proportion of smokers. In America in 1965, 42.4% of American adults smoked; by 2017, the rate was just 14% (Freese, 2020). This is happening on every continent. For example, from 2000-2020, the relative change in smokers in South Asia was -49%, in Latin America and Sub-Saharan Africa -46%, in Europe and Central Asia -27% (Our World in Data, 2023b). This change was seen across HICs (-34%), MICs (-31%) and LICs (-42%) and between 2017 and 2020 of the top 30 countries by cigarette volume sales, 21 (22 if illicit sales are also included) showed a fall in the number of sales, with a more than 2% fall in 16 of these countries (Janazzo, 2021). 

The other aspect is the reputational risk in investing “in industries which do not align with societal norms” (Bauer et al, 2018: 32). This is leading to some banks refusing to loan to tobacco companies (such as BNP Paribas) and boycotts (both direct and through investment funds). 

2.4 	Technological

Technology is vital to the development of ‘reduced-risk’ products as “a crucial determinant of the industry and a main driver of change” (Bauer et al, 2018, p. 19). Whilst cigarettes currently account for 84.1% of retail value, new categories are the major growth areas. For example, the retail value % change between 2017 and 2020 was 23.1% for vaping products, 53.5% for heated tobacco products and, between 2019 and 2020, 124.7% for tobacco-free oral nicotine (Janazzo, 2021). This trend is expected to continue. It is estimated that, between 2023 and 2027, there will be a CAGR of 27.05% for heat-not-burn tobacco products. (Technavio, 2023). Similarly, in the more specific e-cigarettes segment of heat-not-burn products, it is expected that there will be an annual growth rate of 3.61% between 2023-28 globally (Statista, 2023d).

2.5 	Environmental

Novotny et al (2015) divide the environmental lifecycle of tobacco into four stages. For the first two categories, growing and manufacturing, the environmental impact is stark: tobacco growing is estimated to have caused 5% of deforestation in MICs and LICs between 1990 and 1995 (Novotny et al, 2015). Much energy is needed to grow and produce tobacco: BAT’s self-reported figures for yearly energy use in 2018 was 2360 gigawatt hours, for water consumption 3667 thousands of cubic metres, and sewage discharge of 2108 cubic metres (Hendlin and Bialous, 2020). In 1995 tobacco manufacturing produced over 2,000,000 tonnes and 200,000 tonnes of solid and chemical waste respectively (Novotny et al, 2015). The third stage (consumption) leads to the emission of 2,600,000 tonnes of carbon dioxide and 5,200,000 tonnes of methane per year. Finally post-consumption waste is high including cigarette butts, 175,200 tonnes of non-biodegradable plastic waste from filters and around 300 billion packages. (Novotny et al, 2015).
 
2.6 	Legal

Zhou et al (2022) outline three types of litigation relating to tobacco companies: first, legal challenges which tobacco companies have brought to weaken tobacco control measures; second, public interest litigation (often political measures, explored above) to introduce tobacco control and third, liability litigation to hold the tobacco industry to account. In the first of these areas, tobacco companies have not been very successful with cases brought against, for example, the Australian and Uruguayan governments to try to stall restrictive measures on packaging, thrown out. In the third area, lawsuits have been brought against the tobacco industry including in America and Canada, in EU countries and, in 2019, by the Attorney General’s Office of Brazil to demonstrate the impact of the tobacco industry on the nation’s economy and health (Zhou et al, 2022). BAT lost a class action in Quebec against its subsidiary, Imperial Tobacco Canada Ltd (ITCAN). ITCAN contributed £473 million in revenue in the first half of 2023. Currently, BAT is trying to secure an out-of-court settlement, but the future is uncertain (BAT, 2023a).

Another risk for the tobacco industry which is around health and safety and the use of child labour, which has been documented in sixteen countries, according to the US Department of Labour (Bauer et al, 2018). Tobacco companies also need to ensure compliance with global trade regulations and bans: BAT was recently fined $635 million for breaches of US sanctions with North Korea (Barnes, 2023b) and protect new and emerging products through the enforcement of patents, such as BAT’s lawsuit against Philip Morris and Altria Group in 2020, arguing that their IQOS tobacco heating device infringed its US patents (Maloney, 2020).



PART 3 – Microeconomic factors affecting BAT: Porter’s Five Forces Analysis

3.1 	Competitors

BAT is a significant player in the global tobacco industry and multicategory ecosystem. It is second on the list of global share of sales of cigarettes, vaping products, heated tobacco, smokeless tobacco and tobacco-free oral nicotine. Combustibles are dominated by a few large companies including the China National Tobacco Corporation (which accounts for nearly 50% of cigarette sales), Philip Morris International (the parent company of which is Altria), Japan Tobacco and Imperial Brands. (Janazzo, 2021). Within the traditional combustibles category, the market is fairly stable. What is likely to ensure ongoing growth will be the speed with which the established companies move into ‘reduced-risk’ categories; some of the other established companies are doing that quicker. For example, Altria recently acquired a 35% stake in JUUL Labs, the comfortable market leader in vapes with 27.2% of the market. Philip Morris also now derives 29% of its revenue from non-combustibles whereas BAT derives only 12% of its revenue from non-combustibles, partly the reason for the installation of the new Chief Executive Tadeu Marroco, in June 2023 (Janazzo, 2021).

3.2 	New entrants

This is a risk in ‘new categories’ which has been a growth area (2017-2020 CAGR: 23.1%) where there is a highly fragmented market with only 56.6% of retail value globally owned by the top 10 companies (Janazzo, 2021). Thus, there is a significant risk of new entrants, especially from China with RELX technology (third on the list of global share of vaping products and growing strongly) and four other companies in the top 10, and RELX Technology made its debut on the New York Stock Exchange in 2021 (Janazzo, 2021). 


3.3 	Suppliers

Generally, suppliers have relatively limited power over the larger tobacco companies. As Bauer et al (2018) point out, they are locked into a cycle of poverty because of industry-driven low prices and unfair contracts. However, investors and consumers are increasingly pressuring tobacco companies to improve their treatment of tobacco farmers and almost all tobacco companies invest heavily in Corporate Social Responsibility policies. Despite tobacco companies’ efforts, the trend of divestment where non-governmental pension funds not bound by the statutes of the WHO FCTC abstain from investing in tobacco stocks for ethical purposes (such as AXA group), is growing (Bauer et al, 2018). 

3.4 	Customers

Because nicotine is an addiction, it is difficult for customers to simply stop smoking. However, as we have seen, when smokers’ spending power is reduced, customers are likely to reduce the number of cigarettes they smoke. Customers also have choice and can switch brands when they have less disposable income. One of the reasons why BAT struggled in the US combustible market in 2022 was because of their premium portfolio. Tadeu Marroco acknowledged this in June 2023, stating that: “we have brands like… Newport, very premium brands, but without any other support below it.” (BAT, 2023c, p.5). The implication is that customers moved to cheaper brands. This is also true of vapes where there are many different products, but BAT’s pricing is much keener here (in Poland the margins, if converting one smoker an hour to glo, are five times higher than with cigarettes (BAT, 2023c). Additionally, BAT is developing new products such as VUSE Go 700 and glo Hyper X2 Air.
A concern of tobacco companies is that plain packaging is leading to a loss of brand recognition. A review of BAT’s Asian companies’ reports to shareholders demonstrated that heritage was used as a marketing tool for brands such as John Player Gold Leaf or Dunhill or the opportunity to grow a new customer base through innovation (Barraclough and Gleeson, 2017). 
3.5 	Substitutes

Aside from the vital non-combustible and reduced harm products that previously discussed, the only direct substitutes are Nicotine Replacement Therapy Smoking Cessation Aids. However, these account for just 0.3% of the global nicotine market in value terms (Janazzo, 2021). Of the largest tobacco companies, only BAT and Imperial Tobacco operate within this market with under 1% of the market share. These products have now been largely superseded by vaping. 

However, BAT is beginning to develop partnerships with licenced producers of cannabis (such as Organigram, a Canadian company which develops cannabis products for recreational and medical use). It plans to invest £74 million between January 2024 and January 2025, increasing its equity position from 19% to 45% (BAT, 2023d). As cannabis laws might be relaxed in further US states it makes sense for BAT to begin to establish links with companies in this segment. 

PART 4 - Conclusions: SWOT analysis

Fundamentally, BAT is a company in a relatively strong position. The following strengths, weaknesses, opportunities and threats have been identified from either PESTEL (macroeconomic) or Porter’s Five Forces (microeconomic) analysis, using the latest data from the BAT’s End-of-Year Pre-Close update, released on 6 December 2023 (BAT, 2023e). These will be used to develop a series of recommendations for the BAT Board. 

4.1       Strengths
	
4.1.1. BAT’s Research and Development is a strength. It employs over 1600 R&D specialists, across seven global sites and has just opened a new R&D centre in China (BAT, 2023a). This has the capacity to continue to develop new technologies that will allow BAT to play a prominent role in ‘reduced-risk’/ new category products (Recommendation 1). 
4.1.2 Additionally, the recent re-structure of the BAT board (with new managers for both the US Division and New Products), and Project Quantum, have led to a sharper focus on BAT’s core strategic priorities. (Recommendation 2)

4.2 	Weakness

Economic: BAT’s profits were down in 2022 compared with 2021. The Russian invasion of Ukraine had a significant negative impact on BAT already (costs came to £629 million in its 2022 financial results) and will continue to do so given that BAT’s Russian and Belarusian division accounted for 2.5% of adjusted profits (Barnes, 2023a). 

However, performance in the USA has been especially poor, significant as the US market accounts for more than half of BAT’s business. Tadeu Marroco, speaking in June 2023 was clear that inflation in 2022 had an adverse impact on cigarette sales stating that at the “mid [sic] of last year was a gas price that has a very negative correlation with cigarettes…  so I think that the high single digit decline in the market that we are seeing today is much more related to the macros… than… consumers quitting or migrating for other categories (BAT, 2023c, p.5). With interest rates not predicted to fall in the short-term, and inflation still relatively high in many HICs, the squeeze on the cost-of-living could lead to decreased cigarette consumption, especially in HICs and MICs. Nonetheless, it should also be noted that there were microeconomic factors to be taken into account as well, because BAT’s brands were too skewed towards the premium market, and this should be addressed as well. Indeed, BAT’s 2023 End of Year Pre-Close update demonstrates that BAT’s share of the global tobacco market was down by 3%, a disappointing performance. 

Over the next few years, global economic growth looks to be relatively sound with emerging economies’ growth rates faster than that of HICs, thus providing more absolute numbers of customers (Bauer et al, 2018). Nonetheless, BAT must address its particular problems within the US market (Recommendation 3).

4.3 	Opportunities

Despite the fact that absolute population growth in MICs and LICs is leading to increasing revenue from cigarettes (2.7% Compound Annual Growth Rate (CAGR) from 2017-2020), these falling smoking rates (whilst in keeping with BAT’s aim of ‘A Better Tomorrow’) signal a danger to its long-term profitability and point to the need to rapidly pivot to non-combustible products. Reducing the health impact of the business is the key pillar of BAT’s sustainability strategy, aiming to ensure £5 billion of revenue from new categories by 2025, and 50 million customers using non-combustibles by 2030. 

BAT is doing relatively well in terms of strong brands in ‘reduced-risk’ categories with its main vapour product (VUSE) having the number one global value share, modern oral products first in 15 European markets and its main tobacco heating products (glo) continuing to grow (BAT 2023a). BAT is especially strong in modern oral, which has grown significantly in terms of industry revenue (£0.8 billion in 2021 to an estimated £1.5 billion in 2023) and has real potential across a variety of markets (not just Nordic countries) with an estimated 53% of revenue expected to come from the USA in 2023 (BAT, 2023a). 

However, BAT has been too slow to move to ‘reduced-risk’ products and lags behind its key rivals in terms of profits derived from this sector. There is a huge opportunity to continue to grow the business as an ethical company: only 100 m of 1.1 billion smokers have migrated to reduced harm products (see Recommendation 4).





4.4 Threats

4.4.1: Political threats arising from ongoing and increasing regulation of combustibles and potential new regulation of ‘reduced-risk’ products represent a significant threat to BAT’s traditional cigarette markets in HICs and, whilst there is limited legislation in many MICs and LICs, global regulation under the WHO FCTC has the potential to harm growth in emerging markets. Currently, it is difficult to assess how regulation of ‘reduced-risk’ products might impact on the future performance of tobacco companies. On the one hand, outright bans (as seen in Sri Lanka) or health warnings (as seen in South Korea) are unhelpful. However, these bans are perhaps underpinned more by concerns about the impact of vapes on young people and also unregulated and illicit vapes (which caused a number of deaths in the USA in 2019 and led to significant bad press) (Janazzo, 2021) (see Recommendation 5). 

4.4.2 Legal cases of a similar type to class-actions in Canada (2019 Quebec ruling against ITCAN) might cost a significant amount of money (see Recommendation 6)
Litigation against tobacco companies as demonstrated in Canada, can lead to uncertainty, and needs to be reported in company half-year and annual statements to investors. Therefore, coming to an out-of-court arrangement around this, and other cases, is important to ensure investor certainty. In addition, BAT needs to be robust in addressing patent infringements in order to protect its new category products.

4.4.3 Threats arising from social and environmental reputational risk by not pushing forward quickly enough with sustainability strategy, and potential divestment of investment portfolios (see Recommendation 7).

It is vital that tobacco companies take seriously their Corporate Social Responsibility Role if funds are to continue to invest in them. To this end, one of the four strands of BAT’s Sustainability Agenda (‘Delivering a Positive Social Impact) by focusing on human rights, farmer livelihoods, and health and safety is critical to avoiding reputational damage and ensuring that it becomes an ethical organisation. Zero child labour by 2025, crop diversification and zero accidents are all important targets to hit. (BAT, 2023a).

Additionally, consumers in many countries are becoming more interested in environmental issues and BAT have realised this. One of the four key pillars of their sustainability strategy relates to ‘Excellence in Environmental Management’, focusing on climate change (reaching net zero by 2050), creating 100% reusable, recyclable or compostable packaging by 2025, 35% less water use by 2025, <1% waste to landfill by 2025 and no “gross” deforestation of primary native forests (BAT, 2023a). For BAT to be a sustainable business, and to limit reputational damage, it is vital that they reach these targets.

5.4.4. New entrants, especially within the fragmented new products/ reduced risk products category (see Recommendation 8). 

PART 5 - Recommendations
In all, BAT’s broad strategy is correct, but it is vital that they deliver on their strategic aims, especially in relation to the USA and ‘reduced-risk’ products. These recommendations should help them to do that and thus ensure success in a rapidly changing industry.

5.1 Developing strengths

Recommendation 1: Expand investment in R&D

BAT’s R&D is a real strength and will be the driving force for risk-reduction products and its wider sustainability strategy. In 2022, £300 million was invested in R&D (BAT, no date e). It is recommended that, as the US market recovers and new products break even, a share of the increased profit is invested in R&D as the development of new products will ensure the ongoing long-term viability of the business and will enable BAT to compete with competitors. This is especially important in the new category of ‘Heated Products’. BAT in its 2023 Year-end report has identified ‘glo’, its main product, as performing relatively poorly (with a slowing of volume and revenue growth in the second half of 2023 (BAT, 2023e). BAT’s newer product (the glo Hyper range) is performing better, and it has released ‘veo’, its new range, but recognises the need for greater innovation in this area (BAT, 2023e). 

Recommendation 2: Review new management structure
Review the efficacy of the new management structure, especially with regard to two key strategic priorities (identifying products with the most potential for long-term growth, and re-invigorating the critical US market), and the ongoing efficiencies of Project Quantum. 

5.2 Addressing weaknesses

Recommendation 3: Continue to focus on US market
Ensure a sharp focus on the US combustibles market, aiming to retain strong brand recognition in existing brands, but explore new pricing options. Although, as reported in the 2023 Full-Year Pre-Close update (BAT 2023e) macroeconomic conditions in the USA remain difficult, because this is such a critical market for BAT it has to be a focus: streamlining the combustible range and actively changing to ‘reduced-risk’ products is the correct approach. 

5.3 Exploiting opportunities

Recommendation 4: Invest heavily in reduced-risk products (brand strength) in order to grow ‘reduced-risk’ market further
BAT has recently announced that it “Is Now Committing to ‘Building a Smokeless World’, with 50% revenue from non-combustibles by 2035” (BAT, 2023e, no pagination). This is the right course of action. BAT has strong ‘reduced-risk’ brands such as Vuse, glo and Velo. Following the success of ‘reduced-risk’ products, especially modern oral in the US and Nordic countries, BAT should continue their roll out in new countries (such as Pakistan) which has been successful. BAT should continue to invest heavily in the development of ‘reduced-risk’ products, ensuring that market intelligence leads to the most appropriate products in each country (e.g. heated tobacco in Eastern Europe) to maximise value. This will ensure sure targets for the transition to reduced-harm products are met.

5.4 Addressing threats

Recommendation 5: Be proactive on ‘reduced-risk’ regulation
BAT has been proactive in encouraging regulation of ‘reduced-risk’ products, with Kingsley Wheaton (BAT’s Chief Strategy and Growth Officer) outlining a five-step plan towards better regulation of the vapour sector. These are ensuring that vapes are only sold to adults, flavours should not appeal to children, illicit and non-compliant products should not reach the market, who can sell products and proper enforcement for those who break the law (BAT, 2023g). BAT must be strong in engaging with regulators in relation to ‘reduced-risk’ products, ensuring that it presents clear evidence that these are important for weaning smokers of combustibles, but also that they do not lead non-smokers to take up smoking. If BAT does not engage with regulators to address these concerns, regulation could be much tighter in the longer-term, reducing growth segments of the business that must be profitable for its survival.

Recommendation 6: Settle class-action in Quebec
Secure an out-of-court settlement via mediation resulting from the 2019 court judgment against ITCAN. Currently, under the Companies’ Creditor Arrangement Act (CCAA), a tenth stay has been issued to try to settle penalties, and BAT should aim to do this as soon as possible. 



Recommendation 7: Continue to develop Sustainability Strategy and ensure targets are met
Ensure that all social and environmental company targets are met. Review whether these targets could be toughened and measures expedited to ensure the company’s ethical aims are made operational. Thus there will be reduced risk of reputational damage and consequent further divestment from large companies. 

Recommendation 8: Tie-ups with new companies (especially Chinese companies) to exploit new markets in the fragmented ‘reduced-risk’/ new categories segment. There is a huge potential market in China for ‘reduced-risk’ products which is also highly fragmented. Chinese companies are starting to develop and sell products. Sensibly, BAT is beginning to build links with some of these companies, including Smoore International Holdings, based in Shenzhen. They should continue to do this.

Word count (excluding title page, executive summary, contents and references: 5000 words).
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