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1 PEST Analysis

1.1 Introduction

It is important for the company’s management to take the environment and anticipated future trends into account when drawing up its strategic plan.  It is also important for analysts to assess the strategic plan in the light of what they believe to be the current environment and the trends they anticipate. When considering the environment, the following factors should be analysed:-

· Economic

· Political

· Technological

· Social

This is often known as PEST analysis, indicating the importance of political, economic, social and technological influences.

1.1.1 Economic Environment

The analyst should consider how the company and other industry players are affected by changes in the overall economy and trends in GNP.  Does their activity lead or lag the economy or are they indeed counter-cyclical?  What was the effect of the last recession?  How sensitive are their customers and suppliers to changes in their disposable income, be they corporates or individuals?  What are the effects of inflation and/deflation on the company and other industry players? Is the company sensitive to changes in interest rates? What is the effect of foreign exchange movements and volatility?  Energy factors?

1.1.2 Political Environment

What impact do governmental policies and regulations have on players within the industry?  Areas to be considered include restrictions on market entry; e.g. licences, the need for import or export certificates, tariffs, quotas, subsidies, tax incentives, duty or taxes on their products, health and safety regulations. Consideration should also be given to environmental protection laws and employment law.

Deregulation has had a major impact on the way various industry sectors have developed in the last twenty years. The airline and brewing industries are just two examples.

1.1.3 Technological Environment

The analyst should consider whether the borrower’s product(s) or the borrower’s production methods are likely to become obsolescent or obsolete over the next few years. Speed of technology transfer? New discoveries/developments? What is the level of government spending on research?

1.1.4 Social Environment

What are the effects of social changes in terms of tastes and fashion for the company’s products?  Are such changes likely, or is the company in an inherently stable market? Consider the effects of population demographics, income distribution, social mobility and levels of education.

1.2  Tips for PEST Analysis

There is a danger that PEST analysis can simply become a list of influences without providing any real informative or penetrating analysis. Try, therefore, to identify a small number of key influences or long-term drivers of change when undertaking this type of environmental analysis.  The point is that the strategy of an organisation must address the key influences rather than day-to-day issues. 

Sometimes these influences are not at all obvious. Tesco, the UK food retailer, for example, has been competing in a mature market with almost zero inflation and planning restrictions on out of town retail developments. It has managed to grow in spite of these factors by gaining  market share in the UK but also by expanding rapidly overseas in less mature markets to satisfy shareholder expectations of continued growth.
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