PEST Analysis

CImA

Chartered Institute of
Management Accountants

PEST analysis is a tool used by organisations to understand external
factors which impact upon them. It can be used to consider factors
impacting upon a company, or an existing product, a new product, a
possible partnership, an acquisition, or entry into a new market, etc.
The analysis allows the business to consider whether the market is
growing or declining, and to consider how to position the business in

the market-place.

PEST is an acronym and stands for Political factors, Economic factors,
Social factors and Technological factors. It can be extended to
include Legal and Environmental factors (PESTLE or PESTEL).

POLITICAL:

eType of government & its
stability

eTaxation policy

eTrade tariffs

eSocial & employment laws

eOther laws, e.g. consumer
protection; environmental

SOCIAL:

eDemographics
elifestyle trends
eEthnic/religious factors
eEthical issues
eEducation

eHealth
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Impact on
company or
business

ECONOMIC:

eEconomic growth (now/future)
eInflation

eLabour supply

eInterest and exchange rates
eIndustry specific factors

=

TECHNOLOGICAL:

eResearch & development

e Automation

eRate of technological change

elnnovation

eConsumer interest & buying
potential for new technology




By undertaking PEST analysis a business can consider how these
factors will impact upon the business. Then it can decide on policies
and actions which will allow the business to positively align itself in
relation to the external factors. PEST analysis is particularly useful for
organisations which are present in several different countries or
considering expansion into other countries and in analysing the
external environment of other organisations (which may be
complex) such as major customers, competitors or suppliers.

The PEST factors will affect different businesses to a differing extent,
depending on the type of industry they are operating in and the
nature of the goods or service which they offer. For example, a
company working in defence-manufacturing is more vulnerable to
political factors; a company involved in import/export of goods will
be sensitive to trade tariffs and currency fluctuations, whilst a
company involved in consumer products is more likely to be affected
by social factors.
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