






Covid-19 Impacts on Strategic Management: BP
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1- Introduction 
The unprecedented  COVID 19 pandemic has caused a macroeconomic shock in the world, affecting more than 200 countries. As a result, governments have imposed certain restrictions on economic and social activities. These restrictions include curfews, closures of non-essential businesses and educational institutions, complete and partial lockdowns and gatherings were banned. About 54% of the global population, who represent 60% of the global GDP have been subjected to lockdowns as from April 2020, (iea,2020). 
A layer of uncertainty has been added to the oil market with the outbreak of Covid-19. The global oil demand in 2020 has witnessed a severe decline since the global recession in 2009. The full impact of Covid-19 has been difficult to assess since the situation is still fluid. The transport fuel sector has been one of the most affected by the impact of Covid-19 with the decreasing demand affecting the oil industries. It has been argued that the demand for fuel from the aviation industry will remain to suffer compared to other transport industries, (BBC,2020). Therefore, the decrease in demand has lead companies to reform their strategies in order to cut costs and find ways to survive this pandemic. 
It has been argued that there is no one definition for strategy. Porter (1996) defines strategy as ‘Competitive strategy is about being different. It means deliberately choosing a different set of activities to deliver a unique mix of value’, (Porter, 1996, p.60). On the other hand, Mintzberg (2007) believed strategy to be a ‘pattern in a stream of decisions’, (Mintzberg, 2007, p.3). However, Chandler (1963) explained strategy as sets of goals and objectives which enterprises set and adopt appropriate actions in order to achieve these goals and objectives. Johnson et al (2014) suggested that these three theorists are considered the main in relation to defining strategy. They explained that Porter focused on choices, whereas Chandler had a logical emphasis on setting goals and objectives. However, Mintzberg chose to use the word ‘pattern’, explaining that a series of decisions will cohere into a pattern which could be seen as a strategy after a period of time. 
On the other hand, strategic management could be defined as a strategy choice which organisations adopt in order to set their objectives, (Dess, et al, 2016). When the organisation leaders take the responsibility to undertake strategic management it implies that they are focusing on implementing a plan that will aid in achieving their goals and equipping their performance in the best way, (Nwachukwu et. al ,2018).
Furthermore, with the different definitions of strategy and strategic management, the author believes that strategy could be defined as a set of objectives which addresses and  explains the steps that an organisation needs to take and implement in their management in order to reach their goals. 
1-1 BP

BP, previously known as British Petroleum Company plc, is known as a multinational oil and gas company trading in 70 countries with its headquarters in London.  BP is considered a part of the world’s seven oil and gas majors, and ranked the 357th largest public company worldwide, as it was reported in 2020 Forbes Global 2000. Check the date They mainly operate in oil and gas, exploration and production. They also operate in more areas such as refining, trading, marketing, power generating and distribution. They provide customers with fuel, energy for heating systems and light and petrochemical products. The company has its interests in biofuels, smart grid, solar technology and wind power. BP states that their purpose is ‘reimagining energy for people and the planet’, (BP,2020). They focus on improving people’s lives by helping the world reach net zero. Their aim is ‘to be a very different kind of energy by 2030 as they scale up investment in low-carbon, by focusing on oil and gas production and make headway on reducing emission’, BP (2020).
In February 2020, they set their ambition that by 2050, they will become a net zero company. In order to do so, they have launched a new strategy, which they believe will reshape the company as they pivot from being an international company that focuses on resources production to an ‘integrated energy company focusing on delivering solutions for customers’, BP (2020).  Chief executive officer, Bernard Looney, explains that they believe that the new strategy will provide a comprehensive and coherent approach which will turn the company’s net zero ambition into action, (BP,2020).  
Barbosa et al,(2020) explain that the industry in the current situation is entering an era which is defined by technology-led supply, intense competition, a decrease in demand and an increase in government pressure with regards to the impacts of the industry on the environment and climate change. Therefore, analysing the external factors is vital for companies before setting their strategies. 
2- Strategic Management Tools  
Conducting a macroeconomic analysis, using tools such as PESTEL, Porter’s Five Forces, SWOT and Ansof Matrix, assists the organisation with understanding the external environment and how it will impact the organisation’s economic and operational performance that will lead them to setting up their strategies to overcome, survive or avoid these impacts, (Johnson et al, 2014).
   2-1 PESTEL 
It has been argued that a PESTEL analysis is conducted to provide the macro environmental situation of an organisation. The PESTEL structure looks at the political, economical, socio- cultural, technological, environmental and legal factors. This analysis assists with analysing the microenvironment in which a company operates. This analysis is considered as the basic stage of strategic management, (Yüksel, 2012). 
     2-1-1Political 
The political factor can have an impact on the organisation in many ways. And as for BP, being an international company that operates in different countries, it can have a greater impact on their trading and performance in each country. Brexit could be seen as a main political factor which will impact industries. Tariffs on the oil and gas trading in the UK will be affected depending on the deal or no deal the UK decides to opt for. Trading costs could fall by £100 million per annum, if the UK opts for a deal; and if they decided to go for no deal, the trading costs could increase by £500 million per annum. However, BP, have announced that they will not be leaving the UK regardless of the outcomes of Brexit, (Fox, cnbc,2019). 
Furthermore, political disagreements can have an impact on the oil and gas industry and affect the prices. In March 2020, Saudi Arabia and Russia were engaged in a price war causing a breakdown between OPEC and Russia. Covid-19 is causing a historic decline in the demand, which lead the global economic activities to shutdown in a variety of sectors, in addition to the decrease in travel demand, the changes in consumer behaviour and the increase in unemployment. The combination of these impacts has contributed to an 18% drop in the oil prices in March and May 2020, (Hanieh, 2020). 
     2-1-2 Economic 
The economy was impacted by a decline in certain energy uses. The economic shock broke the traditional relation between the energy demand and income. Some of the energy uses were unaffected, such as residential heating, gas and electricity. However, transport fuel has collapsed steeply, more that the actual decline in the GDP, (iea,2020). With regards to the oil demand, it faced a drop leading to a reduction in the shipping activity. As a result, oil tankers served as floating storage in order to hold off the market and attempt to limit the drop in oil prices. Since the breakout of the virus, China, which represents 16% of the global GDP and 24% of the energy demand, implemented strict lockdown measures which had macroeconomic impacts. Lockdowns followed in many other countries in Europe, which has a population that represents one third of the global demand for energy. The United States, which represents 53% of the global energy consumption, also imposed lockdown restrictions. It was reported that during these worldwide lockdowns between mid-March 2020 and the end of April 2020, the share of energy skyrocketed to 52% from 5%, (iea, 2020). 
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The share of global energy demand affected by lockdowns from Jan-April 2020, (googleimages, 2020)
With the demand for goods being stagnated, the global trade of products, which are usually carried by cargo ships and containers, has been reduce, hence, causing a cut to the fuel consumption due to vessels being dry-docked or serving as floating storage. The maritime fuel market has been affected, dropping the price of sulphur fuel oil, used on scrubbers, by the end of April, which closed the gap in price. It is expected that the global demand for oil will increase by 5.7 mb/per day between 2019- 2025 at an annual rate of 950 kd/per day. However, this is considered as a reduction of 1.5 mb/ per day, which was due to the impact of Covid-19 that dropped the rate to -90 kd/ per day. As the demand for transport fuels grow by 2025 leading to an increase in the rate of 800 kd/ per day, (iea,2020).
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Global oil demand growth from 2011 -2025, (iea, 2020).
It has been reported that the BP evolving transition, will have an impact and increase the global GDP by 115% on the demand of energy between 2016 and 2040. This is based on the annual report conducted in 2018 which revealed there will be 70% increase on the energy demand coming from the power sector. This is due to having more electric cars hitting the roads. It was believed that this will result in a decrease in the petrol demand, however, an increase on the electricity demand, (lewis, 2018). BP revealed that in 2019 they have contributed £9.7 billion, creating 90,100 jobs in the UK, (BP,2020).                     
     2-1-3 Social
Air travel is seen as a main mean of transportation and traveling. As the UNWTO state, traveling for leisure is the main reason for traveling. Therefore, when there is a decline in the leisure there will be a decline in travelling, which will have an impact on the airline industry. Hence, there will be a decline in fuel demand. Tourism was expected to fall by $910 billion to $1.2 trillion in 2020, which will reduce the Global GDP by 1.5% to 2.8%., (statista, 2020).
The impact of Covid-19 has affected the consumer’s disposable income, which is what caused the shock on the demand. This was due to the lockdowns that were imposed by governments, affecting the performance of businesses and forcing them to find ways to survive by cutting costs, (ncbi, 2020). With the tourism sector being affected by Covid-19, almost 100 million tourism jobs were at risk. With unemployment rates rising, and restrictions being imposed the demand for fuel has dropped, however, the demand for energy has not been affected, (unwto, 2020).
     2-1-4 Technological
The oil and gas industry is forced to find ways to lower their costs for the foreseeable future, due to the impacts caused by the pandemic which weakened the demand. Solutions were offered by the evolving digital technology. However, many companies believed they had the time to develop a digital strategy and implement it, but the unexpected impact of Covid-19 made it difficult. Therefore, in order to succeed in the current market, digital technology should be recognized by oil and gas companies. All companies have some digital technology  in their operations, and some are committed to digital transformation. Some are facing challenges with the adoption of digital technology, (Ey, 2020).
     2-1-5 Environmental
Environmental standards, which can have an impact of the profitability, can differ in different markets. Environmental laws and liability laws can have an impact on the performance of an organisation, especially companies in the Oil and Gas industry. The global attention is focused on the necessity to accelerate cleaner energy transitions to limit the risks of climate change. The energy sector which includes the oil and gas industry, are at the centre of this matter, due to their emission footprints. As countries are implementing policies which cut carbon dioxide and improve efficiency, and as electric cars are becoming more popular, the demand for diesel and gasoline is expected to decrease between 2019- 2025, (Malm, 2016). As companies are prioritising short-cycle projects, the impact of cleaner energy transition on the oil supply is still unclear. Nevertheless, investors in the oil companies continue to add pressure on the industry to focus on the long -term objectives and sustainability issues. Hence, companies are focusing on lowering their CO2 emissions, (Hanieh, 2020). On the other hand, as for the maritime fuel, on board scrubbers have been installed in order to capture sulphur oil exhaust emission. This is considered as an economical option, however, due to the collapse in prices of VLSFO, many companies have postponed or cancelled their scrubber orders. The long-term impacts on ‘maritime shipping’s low-carbon transition’ remain unclear. Revitalising the shipping industry could be considered as an opportunity to clean their transitions, (iea,2020).                                            The global context for biofuels has changed due to Covid-19. The production of transport biofuel is expected to contract by 13% in 2020, which is considered as the first decline in output since the last two decades, (Malm, 2016).  BP have updated their strategies for 2020, and as any other oil and gas company, environment sustainability is included within the strategy. Net-Zero, is the strategy they are following in order to reduce their energy emission which they expect it to fall by 95% by 2050, (BP,2020). 
     2-1-6 Legal
The oil and gas industry must consider a variety of laws and regulations, such as consumer laws, employment laws, health and safety, trading laws and many more. However, as the impact of Covid-19 escalates, government and businesses are struggling to keep up with the challenges. The UK competition law has been risen in connection with the pandemic, as it was agreed to keep the application of this law. The UK competition and Markets Authority warned traders, in March 2020, not to use the current situation and take advantage of people. They have stated that competition law and consumer protection law should not be broken, (Stefano,2020). 
   2-2 Porter Five Forces: 

The business strategy level can be defined by understanding the forces that could influence their performance and profits in the market they operate in. Porter’s Five forces is known to be a strategic analysis tool which companies use, (Baxter,2019).  Porter (1988) suggests that the five forces of, Risk of entry by potential competitors, Threat of Substitutes, Bargaining power of buyers, Bargaining power of suppliers and the Intensity of rivalry among established firms, should be identified and analysed for the company to determine their business strategy which will enable them to protect themselves from these forces that could cause a threat to their profitability.
 
     2-2-1 Threat of new Entrants
It is believed that new entrants bring innovation, new ideas of new ways which could lead to putting pressure on an organisation. However, the threat of new entrants is low for the oil and gas industry, which is due to having high barriers of entrance to the industry. BP, who constitute the oil and gas industry, use heavy and extremely expensive equipment. For example, their big capital investments expenses, such as their infrastructure costs, i.e. road access, fields, pipelines and land acquisitions and many more. In addition to the availability of their human resources as geologists, subsurface reservoir engineers. All these contribute to it being a high barrier, (Cook and Billing, 2017). 
     2-2-2 Threats of Substitute Products or Services 
The industry’s profitability can be affected by new products or services, which meet the needs of the customers in various ways. The threat of a new substitute product or service could be high if it offers a unique value proposition, which is different to what the current product and service is offering. With regards to the oil and gas industry, the threat of substitutes is considered low. The other alternative fuels are still in a developing phase, such as solar power, wind power, nuclear energy and hydroelectricity. The production of these substitutes is considered costly. Oil is important, not only as car fuel, it is also used in the production of other materials such as plastic. The majority of transportation relies on oil as it is needed to generate electricity. Hence, this shows that oil and gas are depended on and would be difficult to substitute.  On the other hand, in terms of electric cars, they could be considered a substitute to cars that operate on fuel. Therefore, they would be considered as a threat to the transport fuel, however, they cannot fully replace it, (Brower and Sheppard, 2020). 
     2-2-3 Power of Buyers

Buyers usually demand the best that is on offer and paying the lowest cost possible. This could add pressure on any organisation’s profitability. When the customer base is smaller and more powerful the higher their ability is to demand discounts, (Johnson, et al, 2014). The increase in demand on one sector could also impact the demand and supply for the other sectors. For example, the increase in demand of the energy power sector, due to government imposing lockdowns and urging people to work from home when possible, in addition to the electric car evolution, which could potentially lead to a decrease in the demand of the fuel sector. This shows that the power of the buyer can impact the equilibrium price, (Mulhearn and Vane, 2012). However, BP explained that the oil sector will not be seeing a collapse in demand as it was predicted. They have forecast an increase in liquid fuels which will reach 109.4m barrels per day by 2024, which is based on the expanding demand in t developing countries, (lewis, 2018). 
     2-2-4 Power of Suppliers

The power of the supplier can have an impact on companies, and while Covid019 caused a disruption in the supply chain, the initial supplier is required to determine who has the supply chain risk as the suppliers could have an effect on operational and service companies.  BP, as most companies in the Oil and Gas industry, buy their raw material from suppliers. This, gives the supplier a dominant position, which can lead to decreasing the margins which BP can earn. Suppliers in the Oil and Gas sectors extract high prices from the Oil and Gas companies by using their negotiating power. BP can tackle the bargaining power of suppliers by looking into building a chain of multiple suppliers. On the other hand, BP have reported that their supply chain expenditure with the UK suppliers has supported ‘1 in every 364 jobs in the UK’ last year in 2019. It was also reported that they have spent £7.1 billion with UK suppliers, £5.2 billion on goods and services from 2,520 suppliers, (BP, 2020). This shows that BP have worked alongside their suppliers and supported them with £1.6 billion, estimated, and added to the GDP in addition to 18,000 jobs. They have invested over £70 million in 13 business across the UK, (BP, 2020). 
     2-2-5 Extent of rivalry between competitors 

The industry can be characterized by the big companies who have low threats of substitute and have a production of low differentiated products and the threat of new entrants is low; therefore, the level of competition rivalry could be considered high. To analyse the competitive environment of BP, the strategy group framework could be used. According to Porter (1979), a strategic group framework could be defined as a number of companies operating in an industry who pursue strategies which are similar to the others and different from other firms from the outside the group on different key dimensions of the set strategy. Reword As for the oil and gas industry in which BP operates in, the competition level is high, due to the main players in the industry such as Exxon Mobil, Total, Shell and Conoco Phillips who all adopt relatively the same strategies and compete on the same basis. Hence, this could affect the price and lead to a decrease in profits. 

   2-3 SWOT 
Johnson et al, (2014) explain that conducting a SWOT analysis allows the organisation to highlight their Strengths and Weaknesses, which are explored in the strategic capabilities analysis and the Opportunities and Threats, which are explored in the environmental analysis. This analysis aids organisations and is useful for generating strategic options. 

	Strengths
	Weaknesses

	· Strong brand portfolio
· Strong distribution network
· High level of customer satisfaction 
	· Reliance on China


	Opportunities
	Threats

	· Opening of new markets
· Using innovative technology
· Lower inflation rate
· Government green drive
· Decreasing transportation costs
· New customers
· Increase in demand for the power sector
	· Seasonal demand of profitable products
· Competition
· Price War
· COVID-19
· Brexit
· Currency fluctuation 


    
      2-3-1 Strengths
BP have built a distribution network over the years which is considered very reliable and is what gives them strength and the opportunity to reach their potential. Their brand portfolio is one of their main strengths, as they have been building it over the years. This aids them in expanding and looking at new product categories. BP considers their customer satisfaction as an important aspect which the customer relations management is dedicated to. BP have been arranging regular meetings between their support teams and the leadership, to address the circumstance changes that are happening due to COVID-19, to be able to provide the best response to each change in the country they are operating in, (BP,2020). As McKinsey and Company (2020) explain, companies need to make customer needs and satisfaction a priority aim and goal by 2025. Providing the customers with what they need, before they realise that they need it. 
     2-3-2 Weaknesses
One of the major weaknesses considered in the oil industry is its reliance on China. China is considered Asia’s largest power-house and has been through the years of growth and is one of many importers of many commodities who relay their growth strategies on the insatiable appetite that China has. It cannot? be argued that China is a key factor in oil markets. They are considered the second largest crude oil consumer and it is what they import mostly ?. As a result, it turned the country to focus on the strategy growth in the oil and gas industry. The future growth forecast has inevitably China and Asia’s demand in it, they are considered as the drivers of the oil and gas industry growth. Covid-19 has not changed this fact and China remains to be seen as the ‘driver of the future’ for the demand growth of oil and gas. However, the growth will face a delay, which could potentially wreak havoc with some companies’ plans. As a result of the pandemic, China has imported millions of oil barrels when the prices fell in March 2020. It has been argued that, if they had not done that, the price would have dropped lower that it did, (Slav, 2020). 
     2-3-3 Opportunities
New technology can provide opportunities for companies that could give them the opportunity to practice differentiated price strategies in new markets, and by having a stable free cash flow, like BP has, investing more in technologies would be possible, which will open a window to other product categories. This will enable the company to maintain their loyal customers, with the services they provide and attract new customers. When new markets open up, as a result of government agreements, they provide new technology standards and free trade agreements, creating opportunities to enter emerging markets, (Johnson, et al, 2014). Furthermore, lower inflation rates could be considered as an opportunity as they offer more stability in the market, which will enable credit at a reduced interest rate for customers. On the other hand, reduced shipping prices can decrease the transportation costs which would lead to not lowering the costs of products, hence providing the company the opportunity to boost their profitability and pass benefits to their customers in order to gain shares in the market, (Mulhean and Vane, 2012). 
     2-3-4 Threats
In the oil and gas industry, high profitable products are considered seasonal by nature, which could be seen as a threat and have an impact on the company’s profit in the short term. 2020 was a year where almost all industries felt threatened by the impact of Covid-19 as it’s affecting industries in many ways. However, governments consider the oil and gas activities as essential and were exempt from lockdown measures which were imposed worldwide. Despite being exempt, the operational side could become difficult to continue due to the shortage of the workforce that are infected by the virus and the practical difficulties of social distancing. This would lead the companies to operate on skeleton workers in order to continue with their operations, ( Mckenzie,2020).  Another threat, as mentioned earlier in the report, is the price war, which was caused between Saudi Arabia and Russia, and is a major concern for the oil and gas industry as it affects the prices and profitability. However, a deal was made by the top oil producers to cut the global petroleum output by almost a 10th. This deal was described as ‘a historic deal’ as it ended a price which was devastating in the time of Covid-19. But, this deal was not considered enough to offset the impacts caused by the pandemic, (Blas, et al, 2020).  As BP operates in many different countries, they are exposed to currency fluctuation, which again could be a threat to their profitability as the political climate is volatile in many markets in the world, (Mulhearn and Vane, 2012). 
   2-4 Ansoff’s Matrix
The Ansoff’s Matrix, which is also named the Product / Market Expansion Grid, is considered a tool which is used by companies in order to plan and set their strategies. The matrix shows, as can be seen in the image below, the four strategies which can be used to aid the company grow in addition to analysing the risks that accompany each strategy, (Chintalapati,2020). 
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Ansoff’s Matrix, (googleimagies, 2020).
Market Penetration Strategy, this type of growth strategy allows the company to focus on their sales of a product that already exists. in an existing market. BP’s objective would be to maintain and increase in the market share of products that already exists in their company. They can achieve this objective by a combination of different competitive strategies of advertising, sales promotion and pricing. This will allow them to secure the growth in the market, (Cleberg, 2019). As for the market development strategy, it is used in order to imply a strategy of growth. As for BP, is means they attempt to sell their products which exists already in a new market. Different ways are adopted in order to achieve this strategy such as exploring the new geographical market and exploring their products to new locations and countries. To establish new dimensions of their products, and to establish new distribution channels, they need to adopt new pricing policies in order to attract different customers in order to create a new market segment. Nonetheless, BP has strived their production capacity by improving their equipment in addition to the technology level that is coupled with these expansions. On the other hand, BP could use the production development strategy to introduce new products into an existing market. The company could look into the development of a modified product which could be appealing to the existing market. The company uses exploration with the production segment when engaging in the search for underdeveloped reservoirs of gas and oil. The development of these reservoirs accompanied with the production in addition to the transportation of natural gas with oil which is developed. BP explores, in addition to extracts oil and gas from different countries, and in order to become experts in international markets they need to invest in improving their products. This includes their human resources and the technological information. Investing in these two areas,which will add to the efficiency of the production, hence, gain advantages in the market, (Chisnall,1995). Furthermore, Diversification strategy deals with marketing new products in new markets, where the company could face challenges due to insufficient experiences of the process. Reword Therefore, BP should analyse its expectations and identify potential risks which could occur during introducing this strategy. This type of strategy requires looking into other countries who deal with marketing and production of oil and gas, in addition to the biofuels. This allows them to improve the capacity of production and access non-traditional markets that deal with energy, (Ansoff,2007). It could be argued that the growth of BP is related to adopting the diversification strategy. 

3- BP’s Strategies: 
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BP’s Updated strategy for 2020, (BP, 2020).
BP have updated their strategy in 2020 and have been addressing core factors, after analysing the external elements and factors that will have an impact on the company’s demand and customer satisfaction. By addressing their beliefs, they expect that the customer demand for electricity will witness a growth of 80% by 2050, which is due to the world becoming electrified at pace. They also believe that renewables will see 90% of the energy growth.  Moreover, mobility and convenience will continue to be redefined by customers and by 2050 about 1.5 billion passengers will be using electric cars. The change of mobility will have an impact on convenience and redefine the physical store’s role, (Chierchia, 2020).  Therefore, the offer customer solutions as it can be seen in the image below. 
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IEC delivering solutions for BP’s customer, (BP,2020).
As part of their strategy is providing solutions for their customers, they intend to advocate their efforts in order to aid help the planet reach a net zero. BP also intend to enhance people’s lives in communities that they operate in. Caring for the local environment is considered a priority in the way they conduct their business, therefore, they participate in climate solutions, (Chierchia, 2020).  
On the other hand, BP are known to use a hybrid strategy with regards to their operations. This means they operate at a lower cost base and differentiate their operations. BP have a cost base that allows low prices while they operate in downstream as well as upstream operations and their operations are increasingly diversified, which allows them to offer a variety of oil products, (Valvi and Fragkos, 2013).
4- Recommendations
After identifying some external factors that could affect BP’s economical and operational performance, a set of recommendation have been put forward.  However, some recommendations have been provided earlier with in the report. 
With the impact of Covid-19, which continues to affect the industry, BP could maintain their low prices strategy and look at potential cost cutting. Not to lose any customers and continue increasing their customer scale they could introduce different loyalty schemes in their strategies. As they are known to operate in a highly competitive market, having loyal customers and keeping them satisfied is crucial. 

5- Conclusion 
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