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[bookmark: _Toc172144990]Introduction:
Understanding external factors that influence organizational success is critical in today’s complex and dynamic business environment. Aa analysis of this external influences can be conducted using the PESTEL framework, consisting of Political, Economic, Social, Technological, Environmental and Legal factors. Every component of PESTEL encompasses different variables that can have a significant impact on business operations, profitability and strategic directions. Trough this essay, we will examine each PESTEL factor in detail and explain their key variables and demonstrate how they affect business.
[bookmark: _Toc172144991]Political 
A political factor is any action taken by the government that may affect the operation of a business. Regulation policies, political stability and trade tariffs are among the key variables.

[bookmark: _Toc172144992]Government Policies
Regulation such as minimum wage laws, health and safety standards and environmental regulations can increase businesses operating costs. For instance, strict laws on car emissions standard force companies to change their business plan.
Example:
Automotive industries approach to sustainability has been transformed by stringent emission standards. Automakers are now required to invest significant resources to comply with these standards (Okech, 2024).

[bookmark: _Toc172144993]Political Stability
As a result of political instability, such as government changes and civil unrest, the business environment is unreliable, which discourages investment and disrupts business operations.
Example:
Although Bolivia is keen to capitalize on its rich lithium reserves for the profitable car battery industry, it has struggled to reassure potential investors who are concerned about political instability, despite the appealing potential returns. A foreign mining executive explained the company's decision not to enter the Bolivian market, citing not only the unfavourable political climate but also the inadequate infrastructure and the challenges involved in extracting natural resources. (Allard et al., 2012).
[bookmark: _Toc172144994]Trade Policies
Businesses engaged in international trade are directly affected by trade policies, such as tariffs, import quotas and trade agreements, which affect the cost of goods, the efficiency of supply chain and the access to the market.
Example:
Brexit has affected many businesses, a new analysis released by the University of Sussex’s UK Trade Policy Observatory reveals that following the UK’s departure from the European Union, UK businesses are facing increased costs, labour shortages and skill shortages as well as supply shortages and issues. (UK Trade Policy Observatory, 2023).

[bookmark: _Toc172144995]Economic 
There are several economic factors that determine the overall health of the economy, including inflation, interest rates, economic growth, and exchange rates.
[bookmark: _Toc172144996]Inflation
There are many ways in which inflation impacts a business, and its impact is evident in how it operates and lives. As a result, it has a significant effect on changes in input and output prices, although these changes are generally uneven. (Katarina Belanova, 2023).
Example:
Webster (2023) states that the cost of service, for instance, can have a negative impact on your cash flow. As costs increase, you might be forced to cut as much as you can without considering any large expenditures. Expansion may be tempered by inflation.
[bookmark: _Toc172144997]Interest Rates
Businesses are directly affected by interest rates, which are a critical component of the economic environment. An interest rate is the percentage charged on the total amount of borrowed money or earned on deposited funds.
Example:
Xiang (2023) states that in the business world, rising interest rates have had a profound impact on companies of all sizes, from chip shops to tech start-ups, as well as large, well-established companies. As a result of the Bank of England's 14 consecutive base rate increases since 2021, debt-laden companies are especially affected.
[bookmark: _Toc172144998]Social
The social factors include societal trends, demographics, cultural norms, and lifestyle changes. In addition to influencing consumer behaviour, these factors also influence the demand for products and services.
[bookmark: _Toc172144999]Social factors affecting business
Understanding social factors is crucial for achieving market success in the modern business environment. Several factors play a significant role in shaping consumer behaviour and preferences, including lifestyles, buying habits, education level, safety concerns, religion and belief system, and health consciousness (Social Factors Affecting Business in PESTLE Analysis, 2015). It is important for businesses to consider these variables when tailoring their products, services, and marketing strategies. By addressing these social factors, companies can better meet the needs of their diverse customer base, fostering stronger connections and fostering sustainable growth.
Example: 
As Nokia targeted tech-savvy Western markets, the social environment around the company has evolved. A key component of Nokia's strategy to remain competitive was the development of stylish as well as reliable phones. As Nokia recognized the importance of smartphones in social judgments, it developed modern touchscreen and feature phones to compete with Apple and Samsung. To create stylish and innovative phones, the company invested heavily in research and development. Nokia has continually added new features and prioritized high-quality after-sales services to maintain a competitive edge. However, Nokia's acquisition by Microsoft was a result of challenges despite these efforts (Pereira, 2024).



[bookmark: _Toc172145000]Technological 
Besides technological factors, other factors include technological advances, innovations, and the rate of technological change. Businesses must remain current with technological trends to remain competitive and meet the demands of their customers.
[bookmark: _Toc172145001]Technological Advancements 
Modern business landscapes are shaped by technological advancements. As a result of these advances, innovation is enhanced, operations are streamlined, and competitiveness is enhanced across a wide range of industries. Technology has profoundly impacted the way businesses operate and grow, from the development of new products and services to improvements in efficiency and customer engagement. The ability to adapt, thrive, and maintain a competitive edge in a rapidly evolving market requires an understanding of the impact of technological changes.
Example:
The use of 3D printing is growing rapidly, and the technology is becoming increasingly sophisticated and faster. Within a few years, it may be possible to manufacture a wide variety of goods on-demand and at home. The result will be a disruption in the manufacturing industry and a decrease in the importance of logistics and inventory management. There will be no need to transport goods overseas. Industrial robots have already displaced many assembly line workers (Hayes, 2022).


[bookmark: _Toc172145002]Environmental 
Environmental factors refer to ecological and sustainability aspects impacting an organization's operations. Climate change, environmental regulations, sustainability practices, and resource scarcity all fall within this category. Business operations, supply chains, and market demand are affected by these elements, while regulatory and activist pressures also influence production costs and company policies. The business community is expected to adopt sustainable practices and comply with environmental laws to ease risks and meet consumer expectations.
Example:
Since Cambodia has a high level of poverty, limited infrastructure, and weak adaptive capacity, it is extremely vulnerable to climate change.
As a result of its high poverty level, limited infrastructure, and lack of adaptability, Cambodia is extremely vulnerable to climate change. Several climate-related disasters have occurred in Kratie province, including floods, droughts, storms, lightning, and heatwaves.
The adverse effects of extreme weather events on small businesses are often caused or compounded by climate change. It is common for small and micro businesses to lack access to capital and resources and to operate with marginal profits, resulting in limited cash reserves to respond to and recover from disasters (Ngin et al., 2020).


[bookmark: _Toc172145003]Legal 
The legal environment refers to the laws and decisions adopted by the government at all levels, as well as the decisions rendered by various commissions and agencies. It is essential that every business operates in accordance with the law of the area in which it wishes to do business.
Having a stable legal environment is essential for a successful business, since it dictates the rules and regulations that govern operate. Taxation is one of the most significant impacts of the legal environment on business, in which higher taxes limit profitability and lower taxes enhance earnings. As a result, it promotes economic growth by imposing regulations that protect consumer rights and prevent exploitation, unfair practices, and fraud. Furthermore, regulatory activities within the legal environment are responsible for preventing pollution, enforcing employment laws, and ensuring food and drug safety. Business prosperity is sustained when a strong legal framework is in place, benefiting both consumers and entrepreneurs (Aparna, 2024).
Example:
China’s economy was rapidly growing in the past years, but all this came with a severe environmental problem. China now is aiming to achieve net-zero carbon emissions by 2060. 
According to standard economic theories, environmental regulations are likely to result in increased expenses for enterprises. An emission trading program may also adversely affect a company's performance if it imposes pollution penalties or carbon taxes (Dagestani et al., 2023).
[bookmark: _Toc172145004]Conclusion
In conclusion, understanding external factors is crucial for organizational success in today's dynamic business environment. The PESTEL framework analyses these factors, including Political, Economic, Social, Technological, Environmental, and Legal aspects, each impacting business operations, profitability, and strategy. Political factors affect regulatory compliance and investment, economic elements influence financial health and costs, social trends shape consumer behaviour, technological advancements drive innovation, environmental considerations require adaptation to ecological challenges, and the legal environment governs business activities and promotes growth. By examining PESTEL factors, businesses can make informed decisions and achieve sustainable growth.
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