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‘BIG PICTURE’ – PESTLE - External Environment Analysis 
The infographic evaluates the PESTLE tool, utilised for examining the external organisational environment, which is necessary to identify changes, opportunities and threats (Buye, 2021). Based on understanding the external environment, HR professionals can better establish organisational and formulate appropriate strategies for achieving them. 
ORGANISATIONAL ENVIRONMENT 
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General Environment – indirect environment –is beyond the organisational control (Taylor, Perkins, 2021).
Industry Environment - direct environment (Buye, 2021), an organisation’s specific industry-related factors, which are more controllable by an organisation than the general environmental factors. Porter’s five forces framework (Yüksel, 2012), could be utilised to analyse the industry environment. 
Internal Environment -includes the resources and capabilities of the company, such as physical, financial, technological, and human resources. These capabilities impact how organisations respond to and control the external environment. The SWOT tool is usually utilised to analyse the internal environment. 
To make sufficient strategic decisions, the external and internal environments must be analysed. Therefore, PESTLE analysis should be used in conjunction with complementary strategic tools and frameworks that consider internal factors and the industry environment in which the organisation operates.
WHAT IS PESTLE? 
PESTLE analysis considers political, economic, social, technological, legal, and environmental factors in an external environment, and evaluates their potential impact on the organisation (Sammut-Bonnici and Galea, 2014). The PESTLE tool allows the HR department to ensure that people's strategies are aligned with the overall organisational strategy and that all important factors are considered (CIPD, 2021). 
EXTERNAL FACTORS AFFECTING BUSINESSES. 
Political: The government frequently enacts new rules related to recruiting, training, compensation, and termination, that companies must follow. If a company does not comply with these regulations, it may face fines or, in severe cases, closure  (Friedman, 2019).
Economic: The economic climate includes inflation, interest rates, population income, and unemployment (CIPD, 2021; CFI, 2022). This can influence the availability of talent and may negatively impact recruitment efforts (Friedman, 2019). For example, in times of economic downturn, HR departments may need to make difficult decisions about layoffs or salary reductions. Nevertheless, organisations may have more discretion in recruiting during times of high unemployment.
Social: Generating demographic data enables organisations to outline their market, stakeholders’ expectations and labour force (CIPD, 2021). Changes in demographics, such as the ageing of the population, can affect HR practices. For example, an organisation may need to adapt its benefits or training programs to meet the needs of an ageing workforce or find ways to attract the new generation entering the labour market as the older generation retires (Friedman, 2019).
Technological: Technology is revolutionising business operations. When new technologies are implemented, HR departments may consider ways to reduce expenses and workforce. For example, a task that previously required multiple people may now be completed by a single person (Friedman, 2019). Implementing new technologies may increase market share and competitive advantage. However, the high implementation cost may impact the organisation's cash flow, hence survival (CIPD, 2021).
Legal: HR departments are responsible for complying with laws and regulations related to employment, such as minimum wage, maximum working hours, equal employment opportunities, and health and safety (CIPD, 2021). 
Environmental: The need for organisations to switch to ethical and sustainable sourcing has increased due to global warming and social demands (CIPD, 2021a). One of the environmentally friendly strategies is hybrid working or working from home to reduce commuting, hence pollution (Wainaina, 2021).
PESTLE’S MAIN FUNCTIONS.
Organisational Change
By understanding the changes in the external business environment, the HR department can adjust strategies to better navigate change (Mind Tools, 2022). For example, Covid-19 led to the adoption of hybrid and remote work models (Kappers and Sibisi, 2022).
Risk Management 
By identifying potential risks, HR departments can align adequate strategies to mitigate threats (Sammut-Bonnici and Galea, 2014). For instance, if a competitor enters the market with more attractive employee benefits, the HR department may need to assess and update the organisation's perks to attract and retain talented employees (CIPD, 2021).
Workforce planning
Examining the external environment provides a view of the current labour market, for example, skills shortages (Taylor, 2019). Conducting a PESTLE analysis in conjunction with the SWOT tool enables HR professionals to identify capabilities and gaps in the organisation's workforce and enables them to make informed decisions about recruitment, retention, and development.


Failing to conduct an external environment analysis can have negative consequences, such as (Friedman, 2019):
· Inability to adapt to change,
· Limited strategic planning,
· Reduced profitability,
· Lose talent,
· Threat of lawsuits and sanctions, 
· Decrease competitiveness.
PESTLE tool Advantages
· It is a simple, straightforward framework (CIPD, 2021)
· It encourages strategic thinking (CIPD, 2021)
· Enable forecasting and assessing future developments (Buye, 2021). 
PESTLE tool Disadvantages
· Model examines only the macro environment, ignoring the industrial environment, such as competition (Buye, 2021) and internal organisational capabilities. 
· The risk of collecting insufficient and irrelevant data, may result in an inconclusive analysis (Sammut-Bonnici, and Galea, 2014).
· The risk of collecting too much data, may result in ‘analysis paralysis - inability to decide due to over-thinking (Chen, 2022).
· Frequent and rapid changes in the external environment, require regular analysis, which is costly and time-consuming (CIPD 2021).
· PESTLE tool utilises only a qualitative approach for evaluation, which limits the ability to objectively or rationally analyse the external environment (Yüksel, 2012).

IMPACT OF THE EXTERNAL FACTORS ON THE PUBLIC, PRIVATE AND THIRD SECTORS.
External factors impact HR decisions in public, private, and third sectors differently because they are characterised by different natures and objectives. In the private sector, profit determines a company's success. Non-profits and public sector entities are evaluated based on factors like the relevance of their work, effectiveness in achieving goals, and efficiency in using resources.
In the private sector, economic factors can affect a company's profitability and growth. Changes in consumer spending and market demand can impact sales and revenue. For example, rising unemployment could adversely impact demand for a product and services, affecting HR decisions like recruiting or workforce size.
In the public sector, economic factors, such as inflation and unemployment can impact the Government's ability to fund public services. If the economy is strong, the government may have the revenue to invest in HR activities like training and employee benefits. 
In the third sector, in poor economic conditions, government grants may not be available, and society and businesses may be less likely to donate. This can make it harder for non-profits to achieve their goals and serve their communities.
Conclusion
HR professionals should develop strategies using the PESTLE analysis to identify opportunities and manage challenges. The PESTLE analysis provides important knowledge about the external environment in which the organisation operates, but it should not be the sole basis for decision-making as it is limited to the macro environment. Therefore, it should be used in conjunction with other models, which analyse the industrial environment and internal organisational capability to gain a comprehensive view of the situation. 
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