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CPD		Continuous Professional Development

HDUHB 	Hywel Dda University Health Board

HPO		High Performing Organisation 

OD		Organisation Development

PESTLE	Political Economical Social Technological, Legal and Environmental

SHRM 	Strategic Human Resource Management

WG		Welsh Government
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This paper begins with a brief exploration of the purpose of Strategic Human Resource Management (SHRM) and emphasises the importance of SHRM integrating and adapting to an organisation’s corporate strategy and current strategic needs. Both these types of strategy must be informed by and respond to changes in the strategic context.

The paper introduces the notion of enabling departments who must support the organisation’s corporate strategy and strategic needs by integrating their goals and interventions (vertical and horizontal integration).  HR is viewed as an enabling function.

The paper then goes on to explore the strengths and limitations of a tool designed to analyse the external strategic context – PESTLE.  The PESTLE Tool is used to analyse the context surrounding Hywel Dda University Health Board (HDUHB) and the impact of the context on the corporate strategy and the SHRM enabling strategy.

The findings of this analysis illuminate the need for the current corporate strategy to be pursued with greater emphasis on planning, implementation and capacity building.  The analysis also identifies that the strategic needs notably escaping Targeted Intervention are not being met and that there needs to be greater emphasis on a sustained improvement of quality, performance and resource management.

The findings of the SHRM Strategy review have identified some progress in moving towards the culture necessary to create a high performing organisation which is required to escape Targeted Intervention. A need for a change in emphasis in the current SHRM strategy is suggested. The findings illuminate the need for the strategy to build capacity to deliver the organisation’s strategic need. It is therefore, recommended that the current behavioural best practice approach which underpins the current SHRM Strategy is supported by a ‘best fit’ approach which should enable the strategy to be more agile in responding to the rapidly changing strategic context which has been described as VUCA (Volatile, Uncertain, Complex, Ambiguous).

The report ends with recommendations which, in summary, include: -
· HR and stakeholders develop the current people strategy to equip staff to deliver high quality services within budget.
· Plans to communicate and engage staff with the agenda to be designed and implemented at scale and pace by enabling departments and managers.
· Leaders and staff to co-produce service redesign to meet Welsh Government (WG) ambitions and requirements, the impact of inflation and the demands of an older population.

Risks and costs are summarised. The main risk is not delivering the benefits of the new structure quickly enough to satisfy WG and staff not buying into the direction of travel and therefore not contributing fully. The recommendations have been designed to be implemented and indeed to help deliver existing budgets and a 5% cost improvement programme whilst supporting staff wellbeing.
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[bookmark: _Toc183352808]Strategic Human Resource Management and PESTLE

Literature presents many definitions of Strategic Human Resource Management (SHRM), such as those by Wright and McMahan (1992), Schuler (1992), Boxall and Purcell (2011) and Kaufman (2015). The parallel in each of these definitions is that the purpose of SHRM is to further the objectives of the organisation.

Schuler (1992) identified that SHRM must be fully integrated with both an organisation’s strategic objectives e.g. Hywel Dda University Health Board’s (HDUHB) business (corporate) strategy, and the strategic needs of the organisation e.g. balancing the books. This integration is termed ‘vertical fit’ (Wright and McMahan, 1992). 

HRM and other support departments could be described as enablers as they enable the delivery of corporate strategy. HR policies and practices should cohere with each other. This is termed ‘horizontal fit’.

Integrating and adapting the human resource strategy and plans with strategic objectives and strategic needs, requires an understanding of the factors affecting organisational success and the organisation’s ambition and response to the strategic context. PESTLE is a tool to explore this context.

The first iteration of the tool appeared in 1967 in the book ‘Scanning the Business Environment’ by Francis J Aguilar. Over time, the tool has been developed into PESTLE model of today (del Marmol and Feys, 2015), to help inform the design of corporate strategy (Battista, 2024). These factors can be examined under the acronym: -

P - 	Political decisions/stances e.g. Welsh Government (WG) escalation status
E - 	Economic – National Measures of financial health e.g. inflation
S - 	Social – Lifestyle trends e.g. aging population
T -	Technological – advances in digital solutions e.g. advances in A.I.
L - 	Legal – Changes to legislation
E - 	Environmental e.g. the requirement to reduce carbon footprint.

[bookmark: _Toc181530816][bookmark: _Toc183352809]Strengths and Limitations of PESTLE

PESTLE is a simple framework that facilitates understanding of an organisation’s external environment (Battista, 2024). It encourages strategic thinking to aid decision making to respond to the organisations strategic needs by identifying possible threats and opportunities caused by the external context.

PESTLE has limitations. Identifying which data and the amount of data to be collected can be daunting, especially in a complex environment like the NHS, where large amounts of legislation, regulators and stakeholders are present. Personal preferences and assumptions can lead to the wrong conclusions e.g. thinking there is simply not enough resources to deliver the desired performance may lead to inaction. The volatility, uncertainty, complexity and ambiguity of the modern world – VUCA (Bennis and Nanus, 1985) may mean PESTLE and the subsequent strategy may become out of date quickly. PESTLE analysis should be repeated (say every 6 months) to check for changes in the strategic context and strategies amended as required. PESTLE does not focus on the internal factors such as, organisational culture, quality of leadership and relationships, training opportunities, internal policy and procedures. These have an important impact on the success of the organisation and the ability of its people to implement vision and strategy. Amega, et al. (2024) and Christodoulou and Cullinane (2019) have used PESTLE for exploring external factors and another tool, SWOT (Strengths, Weaknesses, Opportunities and Threats) to analyse internal factors that influence the implementation of strategy. 

PESTLE is useful, especially if supported by an internal factor review, as it enables the complexity of the external environment HDUHB exists within to be understood from different perspectives.
[bookmark: _Toc183352810]PESTLE – Political, Economic and Social applied to HDUHB
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WG has statutory responsibility for ensuring Health and Social Care services meet the needs of the population they serve (Law Wales, 2021). The WG ambitions for Health and Social Care has four pillars – Improving the health of the population, improving quality and accessibility, improving value for money and creating an engaged workforce (Welsh Government, 2018). HDUHB’s corporate strategy (HDUHB, 2019a) mirrors the national strategy.

This is a transformational agenda, as these ambitions require change in purpose, principles, processes, people and performance (Schuler, 1992) through an improvement led delivery approach (NHS England, 2023). Health system reform is often driven through political decisions and actions (Croke, et al., 2023) and not just evidence-based management actions. This can create difficulties gaining acceptance from front line staff.

The WG holds HDUHB to account concerning performance using a recently amended Oversight and Escalation Framework (Welsh Government, 2024a). In April 2024, HDUHB was assessed as unsatisfactory by the WG and rated level 4 (Targeted Intervention) in all six domains of the framework. Leaders and staff of HDUHB must address the shortfalls identified by WG to avoid escalation to the highest level (Level 5 - Special Measures) and direct management intervention by WG, as seen in Betsi Cadwallader University Health Board in 2023.

HDUHB’s escalation status presents the risk of reputational damage with stakeholders if recovery targets are not met (HDUHB, 2024b). Recruitment and retention may also suffer as an organisation’s reputation influences the employee life cycle, and people are less likely to apply or stay (Junça Silva and Dias, 2023). 

The board will be aware of the Annual Audit Report 2023 which acknowledged and confirmed the long-term vision and strategy of the organisation was sound, however planning, implementation and capacity building was unsatisfactory (Audit Wales, 2024a). HDUHD’s corporate strategy is supported by the SHRM strategy (people strategy) (HDUHB, 2019b), and focuses on initiatives to recruit, train and retain staff to create an employer of choice. There is increased scrutiny and reporting requirements to WG of the recovery plan, which includes additional resources for an operational management and HR restructure (HDUHB, 2024a, p. 137).

The board should now consider whether the current focus and the current interventions of the people strategy equips staff to deliver the required governance, quality, performance and resource management.

To help identify the possible changes, Armstrong and Brown (2019) identified approaches or philosophies to help shape Human Resource Management strategies. HDUHB’s people strategy is constructed using a ‘best practice’ behavioural approach with an emphasis on personal, individual and team development. The terms of reference for the People Organisation Development and Culture Committee specifically states providing assurance that best practice is being followed.

There is a drawback to this approach as articulated by Mee Yan Cheung-Judge who, in summary, said people think they are doing OD but they are doing it without the ‘O’ meaning that the strategic context is often overlooked (Roper, 2018). Furthermore, the behavioural perspective, as described by Lepak and Shaw (2008), suggests that HRM practices affect performance by encouraging needed behaviours to align with changing corporate strategy and strategic need. SHRM must be adaptive and vertically integrate with the changing needs of the business (Schuler, 1992).

Within HDUHB progress of the current people strategy is significant, there are challenges such as longstanding workforce, estate, and financial pressures (HDUHB, 2024a, p. 54). There is a need to change HRM emphasis and focus on resolving these organisational requirements as well as satisfying personal and team relationship ambitions to create a high performing organisation (HPO) that people wish to work for. It should be noted that this is a change in emphasis, not a fundamental change in approach. The behavioural work is still going to be vital to create an employer of choice.

The revised approach should be more pragmatic and consistent with approach to HRM called ‘Evidence Based’ or ‘Contingency’ (Armstrong and Brown, 2019). The contingency approach suggests there is no universal or uniform solution for HR policies and practices. HR interventions must be tailored to respond to the organisation’s context and corporate strategy (Malos, Haynes and Bowal, 2003). Pfeffer and Sutton (2006) declared that the evidence based HRM challenges traditional thinking, and the use of half-truths present in many SHRM strategies.

The ‘best fit’ and ‘best practice’ approaches are not mutually exclusive. They can be combined to adopt a more holistic approach to HR practice (Stavrou, Brewster and Charalambous, 2010).

[bookmark: _Toc181530819][bookmark: _Toc183352812]Economic Factors

Providing a health and social care service is expensive. The WG currently spends £11.7 billion on Health and Social Care which is almost half (49.4%) of the WG budget (Welsh Parliament Health and Social Care Committee, 2024).

Inflation is defined as the increase in prices over a period of time (Bank of England, 2022). Organisations such as HDUHB need to purchase goods and services such as fuel, maintenance, food, medicine and staffing, and use these resources to provide services. Even without the impact of social and political pressures, the rate of inflation puts pressure on the ability of HDUHB to meet its obligations, as, during a period of high inflation, more money is needed to purchase the same amount of goods and services. Less service can be provided for the money available. Nationally, inflation, until 2022, was in line with the Treasury target of 2%. In 2022, the rate of inflation reached a peak of 11.1%. This put all budgets under pressure adding to overspends already caused by increased demand for services as a result of an aging population. The current rate of inflation is over target at 2.3%. Inflation affects the whole population, including HDUHB staff, and has created a cost-of-living crisis, where wage increases have been unable to keep up with living costs and people’s physical, psychological and mental wellbeing suffered (Torjesen, 2022). This has put additional stress on all public agencies including HDUHB to meet increased demand within their budget and support staff.

Inflation occurs when demand for goods and services exceeds supply. Events which caused the increase in inflation nationally in 2022, was mainly international factors. Firstly, a strong demand for consumer goods as the world recovered from Covid lockdowns. Secondly, supply chain disruptions due to the war in Ukraine, hugely increased oil and energy costs (Stiglitz and Regmi, 2023; Harari, et al., 2024). On the demand side, the UK Government, like others, subsidised households and companies during the pandemic to enable people to cope with lockdown and enable job security. This created an inflationary pressure (Stiglitz and Regmi, 2023; Frick, 2022). 

Inflation has added additional cost pressures to HDUHB already significant overspend (£112m in 2024) which is the highest overspend in Welsh Health and Social Care. The financial position in HDUHB, whilst very serious, has been mitigated to some extent, by the WG allocating a level of tolerated overspend of £44.8m rather than the £112m in one year. Regretfully, in part due to inflation, the deficit currently stands at £65m (HDUHB, 2024a, p. 62), which is unacceptable to WG. Failure by HDUHB to recover the financial position could lead to further intervention by WG. This may include providing targeted support, suspending or removing powers from individual or all members of the Board (Level 5 – Special Measures of the Escalation Framework (2024a)).

The board is required by WG to recover this position at pace and needs to consider how best to support and equip staff to deliver the plans for recovery (see recommendations). Staff help is needed to reduce unnecessary expenditure by finding new ways of working and in improving productivity and efficiency to reduce the deficit to a minimum and satisfy the control total imposed by the WG (see recommendations). Staff will not contribute to their maximum potential unless they feel valued and their wellbeing is supported. As already indicated, the cost-of-living crisis is also adversely impacting on staff mental, physical and financial wellbeing. The employee life cycle is important (Cattermole, 2019) and can be affected by the impact of cost of living for example, a rise in sickness absence, staff may leave the NHS for better salaries, difficulty in commuting to and from work and difficulty in recruiting hard to fill roles (Torjesen, 2022).

There is evidence demonstrating employee voice and engagement is more likely to produce high quality care, innovation and adaptability (KPMG, 2024). The actions of clinicians in treating patients use resource. There is more work needed by HDUHB leaders to get clinicians to buy in to the vision and to help deliver recovery plans to meet both the strategic needs of the organisation and the strategic goals. Empirical evidence suggests, clinicians focus on quality and managers focus on performance and resource management. This separate focus can create tension, and damage relationships causing cultural damage (wellbeing issues). All staff need to be encouraged to balance the needs of quality, performance and resource management to create a HPO, as described by De Waal (2012), that people wish to work for. This will help develop capacity to deliver plans and ambitions within budget. 

The result of the impact of inflation, if not mitigated, could damage the operational response to challenges of which staff engagement will be critical to resolving. The board should therefore consider whether staff needs and strategic needs are well served by the current SHRM interventions.

[bookmark: _Toc181530820][bookmark: _Toc183352813]Social Factors

The NHS is a people business (The Health Foundation, 2016). Social trends and behaviours affect expectations of both service users and staff. HDUHB therefore needs to understand the population and staff profile together with the needs and wants of both the population and staff, as these social trends influence the demands for services, how staff think and behave and how leadership and management need to change. These factors must be understood if HDUHB is to create and implement strategies and plans to provide high quality and continuously improving services and be an employer of choice (NHS England, 2022; Bate and Robert, 2007).

The population age profile is changing. The birthrate throughout UK is reducing (ONS, 2024) creating an aging population and workforce. The current number of 65-year-olds is 99,463 (Welsh Government, 2024c). This increased from 88,200 in 2013 (West Wales Care Partnership, 2017) and confirms the predicted increase to 124,587 in 2043 and this equates to 31.5% of the total population (West Wales Care Partnership, 2022). The impact of this aging population are more complex health issues e.g. sensory issues, mobility issues and chronic conditions (such as diabetes and heart disease) (Officer, et al., 2020; World Health Organization, 2024) and healthcare becomes more expensive (Lawson, 2016; Max, 2018). This has implications for the shape and volume of the HDUHB budget and the design and delivery of services. HDUHB needs to respond effectively to this external factor to enable people to age well (HDUHB, 2019a) and ensure balance between quality of care and cost of delivery (Taylor and Perkins, 2021, p. 122).

The impact of an aging population on HDUHB is an increased demand for services, and longer stays in hospital for both clinical reasons (due to the more complex health issues) and the challenges of providing health and social care in the community due to funding and capacity. These longer lengths of stay result in increased waiting lists (HDUHB, 2024a), more complaints, and even premature deaths. Staff are also affected as there is a risk of moral distress due to their inability to provide the desired quality of care. 

The Board will also be aware that nine services have been identified as being fragile and even a risk of these services being unsustainable. These service fragilities have begun to be addressed through the Clinical Services Plan (HDUHB, 2023a). However, engaging already busy and distressed staff is challenging. Unsatisfactory service delivery contributes to current health inequalities which damages the wellbeing of the population and staff (Case and Kraftman, 2024). The determinants of health inequality and wellbeing which apply to patients, carers and staff alike must be addressed when re-designing and delivering quality services and leading and managing staff (HDUHB, 2020). The way forward is to engage staff in transformation of services. A recent HDUHB discovery report (HDUHB, 2023b)  indicated that staff welcomed the need to change to build a fit for purpose organisation and culture including modernising working practices, including workforce flexibility and agility. The current people strategy will need to adapt and respond to these needs through interventions that equip staff to transform services at scale and pace.

NHS Wales has an aging workforce and an increase in retirements (Audit Wales, 2023b). In 2021 - 2022 the main reason for leaving HDUHB was retirement (30%). The impact of retirement is a hard to replace loss of experience, knowledge and capacity to deliver services (Audit Wales, 2023a). Within HDUHB, the urban and rural geography exacerbates challenges of workforce availability. The vacancy rate increased in all staff groups apart from registered nursing, midwifery and health visiting when compared with the same date last year (Welsh Government, 2024b). Covid-19 produced a long period of isolation which has affected mental health and exhausted resources and staff (Newman, Jeve and Majumder, 2022; Wilson, 2020). This has exacerbated the increase in retirements for work life balance. In 2021 – 2022, 8% of the retirees declared it was for better work life balance (Audit Wales, 2023a).

The aging population and aging staff profile has meant that many of our staff can also be carers outside work. This contributes to an increase in flexible working requests to cope with the demands placed upon them (Maitra, 2023). A policy of offering agility and flexibility to the workforce is a vehicle to achieve becoming an employer of choice. Offering flexible terms and conditions is often valued by employees and will assist recruitment and retention (Taylor and Perkins, 2021, p. 212). The desire for flexibility is part of the global phenomenon of the growth of individualism and the demise of collectivism (Taylor and Perkins, 2021). People are now more motivated by their own preferences, needs and rights (Triandis, 1995). However, HDUHB staff do not feel that flexible working is applied consistently across the organisation (HDUHB, 2023b). The board will need to consider whether managers are skilled and have the autonomy to deal with flexible working requests consistently. Competition to recruit new staff is fierce as demand for qualified staff exceeds supply. Offering flexibility to them is essential (Taylor and Perkins, 2021). KPMG (2024) calls for the need to design an “employee value proposition” to encourage retention.

In summary, an aging population impacts on the demand for services, cost of delivery and the wellbeing employment policies needed to recruit and retain staff. There is a need to transform services to meet the changing social and economic trends. 
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Inflation and an aging population have put further pressure on already overspent budgets and damaging the implementation of corporate strategy. Financial shortfalls have led to an unsatisfactory assessment of all six domains of the escalation framework by the WG, which must be responded to by HDUHB by improved implementation of corporate and enabling strategies.

Reviews of Audit Wales (2024a) have indicated that both the corporate strategy and the people strategy are sound in intent but need work to improve planning, implementation and capacity, if ambitions are to be achieved. Good work has been undertaken in HDUHB on the culture, values and behaviour of staff (HDUHB, 2024a) through a best practice behavioural approach to SHRM. However, despite this work, quality, performance and resource management (finances) have deteriorated culminating in HDUHB current escalation status. This indicates that addressing the needs of people without addressing the needs of the organisation is unlikely to meet the need of escaping Targeted Intervention.

The current people strategy has been successful in part. HDUHB Annual Report (2024a) indicates this and highlights continued challenges. It would be more impactful on strategic needs e.g. performance improvement, if the current best practice approach was supported by a best fit approach.

[bookmark: _Toc181530822][bookmark: _Toc183352815]Recommendations

The following recommendations are designed to help the organisation respond to the strategic context.

1) [bookmark: _Hlk181529488]It is essential to recovery that the people strategy should satisfy both the corporate goals and the strategic needs of HDUHB (improving assessment against the six domains of the escalation framework). It is recommended that the purpose of the current people strategy is expanded from focusing on being an employer of choice to creating a high performing organisation that people wish to work for (see infographics below for a summary of the recommended change in emphasis as explored in the paper). The change will help ensure that the people strategy is vertically and horizontally integrated, if all HR teams sharing a common goal of meeting the corporate strategy and the strategic needs. The result would be staff equipped to deliver high quality services within budget and harness the benefits of the revised management structure. 
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2) It is recommended that HRM and indeed all enabling services, should be commissioned to produce and implement plans to engage with staff and other stakeholders to help ensure there is a culture where staff feel valued, included and equipped to deliver required improvements to quality, performance and resource management. These plans should include (but not limited to): - 
· Helping staff understand the strategic context.
· Regular feedback on performance and service user and staff views.
· Opportunities for staff to make suggestions for improvements and innovation.
· Where to gain wellbeing support.
· Opportunities for flexible working.
This recommendation will help improve the attraction, retention and development elements of the employee life cycle and help resolve HDUHB recruitment and retention issues and shape its “employee value proposition” (KPMG, 2024)

3) WG and HDUHB ambitions, together with inflation and the aging population indicate the need to redesign services. It is recommended to increase efforts to harness staff’s (especially clinical staff) understanding of the need to change and harness their ideas by providing opportunities and engagement with the change agenda through: - 
· Multi-disciplinary workshops for planning and discussion. 
· Discovery reports. 
· Staff engagement in programme management approaches designed to create sustainable services. 
· Work to establish a culture of continuous improvement – leadership development and training in quality improvement methodology.
· Informal day to day consultation.  

[bookmark: _Toc181530823][bookmark: _Toc183352816]Risks and Costs

A new structure is in place for both operational management and Workforce and OD. The costs of these have been accepted by WG. There are risks. Firstly, there is a medium to high risk that the new structure will not deliver the intended results fast enough. HDUHB managers can mitigate this risk by implementing the above recommendations at scale and pace. Secondly, there is a medium risk that some staff will feel the service is historically underfunded and balancing the books is impossible. Therefore, staff may not buy in to the need to balance quality, performance and resource management. Clinical staff deliver quality services to patients and may not see performance and resource management as their job. Leaders can mitigate this risk through effective leadership, engagement and establishing a continuous improvement culture associated with an HPO. Thirdly, there is a minimal risk that HR colleagues do not feel the need to balance the needs of the organisation with the needs of staff this can be in part mitigated by CPD focusing on understanding SHRM. 

These recommendations have been designed to be within and to help deliver existing budgets and deliver the WG requirement for a 5% reduction year on year (cost improvement programme) (Audit Wales, 2024b). There will be minimal cost to HRM budget as the recommendations are not asking staff to carry out new work (at the expense of existing work) but to implement an additional emphasis to existing work.  HR staff, like other staff, should be required to do things differently and indeed stop or reduce practices that are not adding value to people management, quality, performance and resource management.
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