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			PESTLE analysis

			Key information

			
					Names: PESTLE analysis, PESTEL analysis, PESTLE framework.

					Uses: the PESTLE analysis enables a manager to identify the key macroeconomic factors that may have an influence on the future development of the business.

					Why is it successful? The identification of future macroeconomic variables that might be of interest and the construction of different scenarios allow the manager to better anticipate the strategic decisions needed to ensure the proper development and sustainability of the business.

					Key words:	Competitive advantage: an asset that allows an organisation to stand out positively and get ahead of its competitors in a particular sector.

	Competitive strategy: methodology implemented with the aim of maximising the success of the business through innovation and greater advantages than those of the competition.

	Economic situation: the overall position of an entity, determined by all of its political, economic and social elements. 

	Pivot variable: an element of crucial importance that can greatly influence the development of the company.

	Scenario: the likely theoretical projection for the near or distant future.




			

			Introduction

			The company and its environment

			Characterised by an ever-changing environment, our current society differs in many ways from what it was before. Adapting to the changing and competitive environment has now become a necessity for any manager wanting to keep their business afloat and help it to prosper in the coming years. The environment (macroeconomic dimension) has actually proven itself to be a source of both opportunities and threats for any company on the market, regardless of their industry or sector.

			Therefore, a confirmed anticipation of the lambda macroeconomic phenomenon will soon provide a direct competitive advantage for the manager, if this allows them to react efficiently before their competitors. On the other hand, if a manager underestimates a momentous event in the market, they will quickly find themselves struggling against competitors whose forecasts are more complete, as they will have to face their competitive and aggressive strategies. For example, companies that did not anticipate the expansion and opportunities offered by the internet in time had a hard time at the turn of the millennium.

			As the ability to predict certain future events seems to be the key to the success, good development and even, in some cases, the survival of a company, there are always people who claim, after a change in the environment, that the indicators were inevitably moving in that direction anyway. Yet anticipating these indicators is far from easy, and nobody has a crystal ball for predicting the future.

			It is in this context of uncertainty that the PESTLE analysis has appeared, aiming to identify and analyse the macroeconomic variable relevant to an organisation in a specific environment.

			Definition of the model

			The analysis was given the name PESTLE in reference to the acronym formed by the initials of the six categories of macroeconomic variables included in the model (Political, Economic, Socio-cultural, Technological, Legal and Environmental). Firstly, the model allows managers to identify the macroeconomic variables to take into consideration for the development of the business (opportunities vs. potential risks), whose likelihood is still relatively uncertain. Then, the model can help the manager to start conceptualising different scenarios based on these uncertain variables to better predict what might happen and make the right decisions now for the future.

			
				
					What is the macro-environment?

					The environment of an organisation can be divided into three distinct layers:

					
							competitors and the market;

							industry (i.e. the corporate sector);

							the macro-environment, the highest-level layer, which consists of broad environmental factors that impact to a greater or lesser extent almost all organisations. (Johnson et al., 2008).
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			Theory

			Context and concept

			The origin of the PESTLE analysis remains relatively unclear. However, some authors agree that the first traces of its appearance can be found in the book by Francis J. Aguilar, Scanning the Business Environment (1967). At that time, the model was called the PEST analysis, which corresponds to the initial categories of macroeconomic variables: political, economic, socio-cultural and technological.

			It was used and perfected during the 1970s and 1980s by several notable authors: Liam Fahey (director of the consultancy organisation Leadership Forum Inc. and professor of management at Boston College), Vadake K. Narayanan (professor of management at Drexel University) and Arnold Brown (consulting project manager) to name but a few. From these different works, various extensions of the initial model appeared under the names of the PEST, SLEPT or STEEPLE analysis. In the end, the additional variables of ‘legal’ and ‘environmental’ were retained, resulting in the PESTLE model, which is the most widely accepted today. However, note that some prefer to combine the ‘political’ and ‘legal’ aspects under the single term ‘political legal’, creating the acronym PESTE.

			The collection of variables

			Since this is a popular and regularly used model, both for completing business plans, production or marketing strategies, and for launching new projects (e.g. when developing a new product on a market that the company has not yet entered), the approach must be specific.

			The primary objective of the PESTLE analysis is the identification of unavoidable macroeconomic changes that might have a significant impact on the development of a company (in terms of its products, its brand or even its entire organisation). Therefore, it is not about conducting a comprehensive study of the external environment: the in-depth analysis of macroeconomic variables is only relevant in relation to a specific company, so that it can anticipate the changes that are likely to occur on its scale.

			Indeed, of all the macroeconomic events that will occur in the coming years, only some of them will exert a real influence on the evolution of the company. Therefore, it is the manager’s responsibility to distinguish between the variables that can directly or indirectly affect the organisation and those that will only have a minor impact on its sustainability. Hence, an executive at the head of an oil company will not react to the recent discoveries on the contributions of shale gas in the same way as an executive of a shipping company, or the owner of a sandwich shop!

			Macroeconomic variables are classified into six distinct, though relatively interdependent, categories.
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					Political variables. The political trends in a country (government pressure, monetary policy, etc.) significantly influence the company that chooses to set itself up there: established public authorities are making more and more decisions that can have a direct impact on daily operations and the prospects of a company’s financial (notional interest, etc.) and social (employment assistance, subsidies, etc.) aspects. Other elements, such as conflict, the level of corruption, or the degree of state intervention should also be considered. Furthermore, an entrepreneur who launches a commercial business in a country with perpetual governmental conflict should ensure that they respond to the needs of the indigenous inhabitants, which will be different from those living in a country with stability and peace. Also note that there are bodies such as the European Commission and the World Trade Organization (WTO) that govern international trade policies.

					Economic variables. While it is virtually impossible for a company to change the economic situation, it can definitely make preparations in order to better deal with fluctuations. Observing the evolution of a country’s GDP, its tax rates and the growth of the inhabitants’ purchasing power will prove crucial in possessing all the factors necessary for managerial decision-making. The economic success of a business also involves the observation of key figures relevant to the sector and the analysis of consumer trends. Thus, anticipating a significant decrease in purchasing power allows the company to adapt its overall strategy to minimise losses.

					Socio-cultural variables. Knowing the characteristics of a population (demographics, age distribution, etc.) in order to understand its buying behaviour is essential for conquering a market. Moreover, history (roots and traditions) as well as religious and socio-cultural influences (fashion, media, means of communication, etc.) allow the company to refine their analysis of the specific needs of the individuals involved. For example, nationals of Mediterranean countries develop different needs in many ways to those of their counterparts in the Baltic countries due to their culture, the climate in which they live or their religion. 

					Technological variables. Today, many experts are busy working in every corner of the planet, seeking to revolutionise existing processes. While some of these findings are not likely to influence the target market, others have the potential to completely overturn the norm. The internet revolution came as a surprise to many managers, and those who anticipated its increased use gained a significant competitive advantage. Therefore, it seems natural to investigate the practices in R&D (research and development) and innovation in the chosen field (core business) of the company. Continually reassessing the product, as well as the processes involved in its preparation and acquisition by the customer, is the key to successful technological observation.

					Legal variables. Staying informed of regulations (labour laws, trade laws, etc.) in the country where the company is or will be located – as legislation varies from one place to another – is now one of the best ways to protect the company from possible legal attacks and act in the best way possible within legal constraints. For example, regulations concerning the carrying of weapons are not the same in every country, and any astute trader wishing to engage in this sector will quickly adapt their communication and distribution according to the legislation in force in the country concerned. Tax incentives may also lead a well-informed manager to lean towards some countries rather than others.

					Environmental variables. The 21st century is a continuation of the 20th, positioning the environment and sustainable development at the heart of debates more than ever. The worrying climate change, constantly increasing pollution, waste sorting that varies from one country to another, etc.: nowadays these aspects interest and preoccupy more and more people and those who lead them. This concern sometimes has a direct impact on the commercial world. The controlling of energy use or pollution levels are two examples of the many measures taken by regional, national and/or international authorities. These can influence the course of an organisation’s operations. Meanwhile, new markets are created: for example, in the case of organic products.

			

			The table below shows a summary of the major macroeconomic variables for each identified category. This non-exhaustive list should be completed according to the corporate sector and specific countries of each company.
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			Identifying pivot variables

			The main difficulty of the exercise lies in identifying the relevant variables in relation to a specific company. The risk, if the sorting is not done well, is ending up with so much information that one cannot pay due attention to each of them and will therefore miss opportunities or imminent threats. Therefore, it is essential to identify the pivot variables in order to better understand the crucial upcoming events for the company.

			The pivot variables are ‘the factors that could significantly affect the structure of an industry or a market’ (Johnson et al, 2008: 64). These variables are consequently different according to the type of industry and market – although some argue that all companies face the same threats, as the globalisation of markets continues to grow and bodies governing international trade are constantly being created. Moreover, they vary over time, which leads to a perpetual questioning of the data used. Whether on the level of consumer tastes or the economic situation, working in a volatile environment forces the manager to regularly consult or ask for market research or to go out ‘into the field’ to verify the relevance of these variables.

			Constructing scenarios

			Once the data is collected, identified and classified, based on the pivot variables, according to their probability and potential impact, the manager will have to construct scenarios. They represent possible alternatives for the future of the company. For example, one of the pivot variables of the real estate sector is directly linked to mortgage rates enabling individuals to make their investments. In this case, the head of a construction company will imagine different scenarios: one in which the rate increases slightly, a second in which it strongly decreases, a third in which it stagnates, etc.

			Advantages

			Although the PESTLE analysis does not claim to predict what the future holds, it does however prove useful for initiating proactive and constructive discussions about the future of the company. The appropriate use of this tool makes it possible to detect potential opportunities and threats for the company, which can quickly turn into a significant competitive advantage. The PESTLE model favours a comprehensive view, the opportunity to take a step back and a certain amount of flexibility.

			The use of scenarios is particularly useful when there are a low number of pivot variables with a high degree of uncertainty. These can lead to two radically different futures for the company and it is up to the manager to correctly identify the answers to each of them and, above all, their potential contribution to the company’s performance. Depending on the different scenarios described, it is possible to anticipate the ideal reactions in the case of either of them materialising. It also makes sense to quantify the probability of each scenario occurring, in order to prepare in advance the elements necessary for the success of the company in the most probable scenario.

			Once the different scenarios have been identified, it is up to the manager and his advisers to thoroughly analyse each of them, to assess the likelihood of their materialisation and the direct impact this would have on the company.

		


		
			Practical application

			Advice and top tips

			Information sorting and development

			Collecting macroeconomic data sometimes involves the inclusion of information that is not always completely reliable. It is therefore strongly advised that the manager immediately tests its ground truth in order to check that it is correct. In this case, it is also essential to constantly compare the information gathered with the new market data.

			It appears, with regards to the classification suggested above, that many variables are interdependent. Indeed, the introduction of a pollution tax concerns both the legal and environmental aspects. Similarly, the appearance of new technology can affect certain economic and socio-cultural aspects of a country. Thus, even if the suggested classification is useful for the manager – who is required to sort between the variables – it need not be applied systematically in every detail. As a matter of fact, the importance of classifying variables into one category or another is relative: for example, spending hours deciding whether the fiscal policy of a country is related more to the political, economic or legal categories is of no major interest. As it is primarily a structured method of listing the various macro-economic influences on the company, the real challenge lies in identifying the relevance of this data and its potential impact on the organisation. To facilitate the sorting of information, it can also be useful to make comparisons with past events that have had an impact on the sector.

			The construction of scenarios provides a comprehensive view of possible future situations, but should not be carried out too specifically in

			Applications

			
			
					The launch of a new business. Creating a business plan, which is necessary for convincing shareholders to invest in the company, requires the use of strategic tools to demonstrate a thorough analysis of the market and its consumer appeal. In this context, the PESTLE analysis may prove to investors that the macroeconomic environment is favourable to the development of a company on the market, or, if this is not the case, at least draw their attention to the fact that the company is aware of the risk variables and there is a way to compensate for them.

					The development of new products or the launch of new projects. Similarly, the PESTLE analysis allows the manager to assess if the environment is ready to welcome a new product onto the market. The decision to undertake a new project may also be the subject of a detailed analysis.

					Reassessing the organisation of the company. The choices made during the creation of the company may rapidly become obsolete in the face of the constant evolution of most markets. Indeed, the tastes of the population can quickly change, economic conditions fluctuate, new technologies appear, etc. The company’s strategy should be continuously reassessed, by making regular updates to the PESTLE analysis and other diagnostic tools, to include recent events.

					The decision-making process of the marketing strategy. Being knowledgeable about the macroeconomic variables of a sector, particularly on a socio-cultural level, can be crucial for communicating properly with its audience. What are the region’s cultural norms? What is the history of the country? These questions will help to avoid costly mistakes in time and money for the company wanting to see their product adopted by a section of the population.

			

			Extrapolation

			
			
			Analysing the sector

			
			
			Case study

			Belgian Post Group (bpost)

			
			
			The completed PESTLE analysis

			
			
			Constructing scenarios

			
			
			
			
			Conclusion

			
					In conclusion, although bpost remains a company mostly owned by the Belgian State, over the years it has gained increasing independence so that it can no longer survive on public aid or on its assets, which fully encourages it to become highly competitive.

					Its core business suffers from a poor image as well as less activity due to many adverse factors. It has every interest in using technological prowess and its profitability (17.96% normalised EBIT margin in 2013) to operate a series of strategic diversifications, including Shop and Deliver, to prepare for the lifestyle changes of consumers who are using e-commerce more and more to make their purchases.

					The company’s Shop and Deliver activity will provide additional income, enabling it to diversify its sources of profit. The project proposal has been approved by management: currently in the development stage, it will be suitably launched in the coming months. Only time will tell whether this project results in success or dismal failure.

					Although the use of the PESTLE analysis is indeed relevant in this case, it remains insufficient. In fact, this analysis must be complemented by an extensive investigation into the strengths and weaknesses of the company to identify its main assets in its pursuit of integration into its environment and profitability: threats and opportunities (SWOT analysis) as well as the opening of the market to competition (Porter’s five (+1) forces analysis) should be duly considered in order to avoid overlooking any aspects and to get the best possible forecasts.
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