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[bookmark: _Toc236936869]1. Introduction
Human Resource Management (HRM) involves the processes by which organisations plan, attract, develop, and retain personnel essential to achieving strategic goals (Armstrong, 2020; Dessler, 2017). Four primary HR functions underpin this role. Recruitment and selection ensure the organisation has the right capabilities by identifying and hiring suitable candidates; without this, other HR activities lack a solid foundation (Boxall and Purcell, 2022). Training and development help employees' skills stay current with evolving business and technological needs. Performance management connects individual efforts to organisational objectives through ongoing goal setting, feedback, and reviews rather than a single annual appraisal (Armstrong, 2020). Employee relations oversee the employer-employee relationship, focusing on communication, conflict resolution, and employment law compliance, and fostering trust during organisational changes. These functions collectively influence whether the workforce is capable, motivated, and legally protected, highlighting why HR managers play a key role in organisational performance beyond administrative tasks (CIPD, 2021).
This report analyses the impact of internal and external environmental factors on HR managers' effectiveness, using the PESTEL model and focusing on Marks & Spencer Group plc (M&S) as the case organisation. M&S is appropriate for this study because it has a large UK workforce directly employed by the company and an extensive international franchise network, providing a meaningful basis for assessing how environmental forces influence HR through its ownership structure and geographic location. The report covers the Internal and External Environment, explains the PESTEL model, introduces M&S and its HR practices, applies PESTEL to M&S, including the effects of the AI era on HR, compares the UK and UAE contexts, and concludes with future implications for HR managers.
[bookmark: _Toc236936870]2. Internal and External Environment
Organisations do not operate in isolation; their strategic and operational choices, including HR decisions, are influenced by both internal and external forces (Johnson, Scholes and Whittington, 2007). The internal environment encompasses factors such as culture, leadership style, and resources, while the external environment encompasses forces beyond managerial control, such as the economy, technology, law, and social change (Hunger, 2020). This assessment highlights PESTEL as the suitable analytical model for M&S: unlike an internally focused tool like SWOT, PESTEL examines external forces, which is crucial for a global retailer like M&S operating in over thirty markets, exposing it to diverse macro-environmental influences that an internally focused tool alone would miss.
PESTEL analyses six external factors: Political, Economic, Social, Technological, Environmental, and Legal. The framework was derived from Aguilar's (1967) idea of environmental scanning, later evolving into PEST and expanding to PESTEL to include environmental and legal issues. Its main benefit is that it offers HR managers a structured, comprehensive approach to macro-environment scanning, enabling proactive rather than reactive workforce planning. This aligns with the “environmental scanning” phase that begins Hunger's (2020) strategic management process, of which HR strategy is a part.
PESTEL has recognised limitations. Yuksel (2012) contends that it treats all six factors as equally important and lacks a mechanism to prioritise those most relevant to a specific organisation. Since it mainly functions as a listing exercise, it does not generate solutions or forecast how quickly factors will change. Additionally, PESTEL provides a static snapshot that can become outdated in fast-evolving environments, such as AI adoption in HR technology. It also ignores interactions among factors, as demonstrated later in this report where M&S's technological, legal, and social forces are connected. Therefore, PESTEL is best used as an initial framework for discussion rather than a standalone decision-making tool.
Each PESTEL factor has a corresponding HR application. Political and Legal aspects influence compliance with employment laws, immigration policies for recruitment, and reward systems. Economic factors impact salary budgets and retention strategies amid rising living costs. Social factors shape policies on equality, diversity, and inclusion (EDI), as well as employer branding. Technological factors increasingly determine HR system implementation and workforce analytics, notably with the rise of artificial intelligence (AI) in HR decision-making (Sivathanu and Pillai, 2018). Environmental considerations are becoming more significant for employers' reputations and for attracting younger candidates. This macro-to-HR translation, explored in the next sections, begins with an overview of M&S and then applies each PESTEL factor to real M&S evidence.
[bookmark: _Toc236936871]3. Organisation Application: Marks & Spencer Group plc
Marks & Spencer Group plc is a British multinational retailer founded in 1884, with three main segments: Clothing & Home, Food, and International. It also has a joint venture stake in the online grocery business Ocado (Marks & Spencer Group plc, 2025a). The Group employs over 63,000 people worldwide (Marks and Spencer plc, 2025 — the Group's primary UK trading subsidiary). Statista's (2026) data confirm this number has decreased from over 85,000 in 2017 as the business restructured towards a smaller, more digitally focused store estate. In the UK, M&S owns and franchises approximately 1,053 stores, with recruitment, rewards, and employee relations managed directly. Internationally, M&S increasingly adopts a “capital-light” franchise model: its largest partner, Al-Futtaim, operates over 80 stores across ten Middle Eastern and Asian markets, employing about 2,400 people directly (Al-Futtaim, 2026).
M&S's HR practices are guided by its 'People Principles,' which establish broad recruitment and workforce standards across the group. These principles are supported by leadership development and succession planning efforts aimed at cultivating internal talent. While training and development are centrally managed in the UK, they need to be customised for international contexts. In franchise markets, daily recruitment, onboarding, and performance management are managed by local franchise partners rather than M&S directly. Consequently, employee relations follow two pathways: a unified UK framework managed centrally and a decentralised, partnership-based model abroad, where M&S sets brand standards but depends on local partners to ensure compliance with local employment laws. This difference between owned and franchised HR responsibilities is key to the later country-specific comparison in this report.
[bookmark: _Toc236936872]4. Application of the PESTEL Model
Using PESTEL analysis for M&S shows how external forces significantly influence HR managers' effectiveness, with the impact changing depending on the specific factor and the business area involved.
[bookmark: _Toc236936873]Impact on HR Practices
Brexit brought significant legal and political shifts in workforce mobility for UK retailers. Employment of EU nationals in wholesale and retail sectors dropped by roughly 3% after free movement ended (Personnel Today, 2023), leading to a smaller pool of lower-paid staff for stores and logistics, which M&S depends on heavily. Consequently, HR at M&S had to update recruitment documents and right-to-work checks, incurring additional costs and delays that were not faced when hiring solely from the UK. This example highlights a limitation of the PESTEL analysis. While it detects legal changes, it cannot alone determine the specific impact on an employer's recruitment; such understanding requires sector-specific evidence.
Economically, widespread cost pressures across the UK compelled M&S to act: from April 2025, the National Living Wage increased by 6.7% to £12.21 per hour (UK Parliament, 2025), and employer National Insurance contributions rose from 13.8% to 15%, impacting retail and hospitality sectors most (Bishop Fleming, 2025). In response, HR implemented a 5% pay increase for UK store staff to £12.60 an hour, representing a £95 million investment that brought the total pay expenditure over three years close to £300 million, despite M&S's chief executive openly recognising the resulting ‘cost headwinds’ (Marks & Spencer Group plc, 2025b). This decision reflects a genuine HR trade-off, prioritising frontline rewards over short-term margins, an external pressure highlighted by PESTEL, though HR managers must independently navigate this challenge.
The technological factor is currently the most significant aspect for M&S HR, highlighting both the strengths and vulnerabilities of the AI era within the company. On the positive side, M&S collaborated with TCS to upgrade its Oracle-based Human Capital Management (HCM) platform, transitioning from a disjointed system to a unified self-service portal that manages HR functions for over 80,000 employees (TCS, 2025). According to Human Capital Theory (Becker, 1964), this represents a strategic investment in managing people as key assets, aligning with the “Opportunity” component of the AMO model (Appelbaum et al., 2000). Improved workforce data allows managers to access faster, more reliable information for fairer promotion, training, and development decisions, which supports evidence that AI-driven HR analytics can facilitate more equitable recruitment and performance assessments when properly governed (Sivathanu and Pillai, 2018; Chowdhury et al., 2023).
However, the same digital reliance created a notable vulnerability: in April 2025, M&S experienced a major cyber-attack attributed to the Scattered Spider group. This breach exploited a third-party service-desk process rather than a direct technical flaw, aligning with DSIT and the Home Office's (2026) conclusion that supply-chain vulnerabilities are increasingly driving UK cyber incidents. The attack disrupted online sales for weeks, forced a shift to manual stock management, and resulted in an estimated £300 million loss in operating profit, with confirmed direct costs of £136 million (Bloomberg, 2025; Computer Weekly, 2025). HR had to quickly reassure over 80,000 employees, manage stolen staff data, and support staff through unfamiliar manual procedures, potentially weakening AMO's “Motivation” element, even as the HCM system enhanced “Opportunity.” These cost estimates are preliminary: they were published within a year of the incident, before assessing long-term impacts on turnover or recruitment appeal, so actual HR costs might be higher or lower than reported. A recent review warns that AI can reinforce bias in HR decisions when governance is weak (Naoum, Szakadáti and Balogh, 2026), a real risk given M&S's 2025-26 gender pay gap data, showing women's median hourly pay is 5.5% lower than men's, or 94p for every £1 earned by men (GOV.UK Gender Pay Gap Service, 2026). Sector-wide, ONS (2026) data indicate that UK retail remains relatively slow in adopting AI, suggesting M&S may lag more digitally advanced sectors in applying AI to HR decisions.
Socially, EDI has shifted from a mere compliance requirement to a key HR strategy, reflecting a broader change in diversity management that emphasises individual contributions over a narrow business rationale (Syed and Özbilgin, 2016). M&S's gender pay gap data exemplifies this dual aspect. While transparent reporting fosters accountability, the persistent 5.5% gap highlights ongoing structural challenges, especially if AI tools are integrated into processes that already have historical biases.
This environmental shift aligns with M&S's Plan A, which aims to achieve net-zero emissions across its value chain by 2040. HR is increasingly supporting this goal by providing specialised sustainability training for product and sourcing teams (Marks & Spencer Group plc, 2025a). This 'green skills' initiative is competing for the same limited L&D budget as AI literacy.
[bookmark: _Toc236936874]Country Differences
Country-specific differences further complicate HR effectiveness. In the UK, M&S directly employs its staff, enabling a unified policy, grievance process, and reward system. In the UAE, stores run by Al-Futtaim under franchise arrangements mean M&S is not the direct employer. Additionally, UAE employers with 50+ staff must meet Emiratisation targets through MOHRE's Nafis program, aiming to raise Emirati participation in skilled roles to 10% by the end of 2026, with penalties of AED 9,000 per unfilled position per month (UAE Government, 2026). Hofstede's (1991) “onion model,” which shows surface symbols and rituals around core values, suggests that UAE workplaces have a higher power distance than those in the UK. This indicates that a flatter, UK-style management approach cannot be directly applied (Tarique, Briscoe, and Schuler, 2016). However, caution is advised: McSweeney (2002) notes that treating national culture as a single, stable variable overstates its consistency while overlooking subnational diversity and change over time. HR managers should thus view Hofstede's dimensions as a heuristic rather than a precise predictor of behaviour. For a franchise-heavy retailer, the key HR consideration is not simply adapting policies country-by-country, but rather adopting a Resource-Based View (Barney, 1991): choosing reliable partners capable of implementing compliant, culturally appropriate HR locally. This limits M&S's direct control abroad and aligns with international HRM scholarship on AI-supported coordination across dispersed operations (Budhwar et al., 2022), a pattern summarised by the five factors this conclusion addresses.
[bookmark: _Toc236936875]5. Conclusion
This report examines how internal and external environmental factors affect HR managers' effectiveness, using PESTEL analysis of Marks & Spencer as a case study of a global retailer. Environmental influences affect HR in various ways: political shifts alter recruitment compliance, economic pressures constrain rewards, and social changes prioritise EDI initiatives. Currently, technological and AI factors have the most significant influence, transforming HR at M&S in two ways: enhancing administration and workforce data via the HCM platform, aligned with Human Capital Theory's view of employees as strategic assets, while also introducing substantial operational and reputational risks, exemplified by the potential 2025 cyber-attack. The UK-UAE comparison highlights that the same global company can face identical PESTEL factors in quite different ways depending on its ownership structure, indicating that a single strategy is rarely effective across all markets of a multinational retailer.
Looking ahead, the technological aspect will likely be the most significant for M&S HR over the next two to three years, as it increasingly overlaps with other PESTEL factors. AI-driven HR systems raise legal issues around data privacy, social concerns about fairness in hiring, and economic questions about the return on investment in HCM. Since AI adoption in UK retail remains relatively limited (ONS, 2026), M&S has real opportunities to enhance HR analytics, provided it adopts stronger third-party governance than what was evident after the 2025 cyber-attack. HR managers working internationally need to view environmental scanning as a continuous process, developing the flexibility to adapt to technological, legal, and cultural shifts simultaneously.
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