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[bookmark: _Toc38988289]Introduction
This report deals with an examination of how the various factors of the external environment can determine the success of an organization and thus are important drivers of change. PESTEL and Porter’s Five Forces analyses have been performed in order to assess the external environment and detect the influence of such factors on an organization like Volvo. Thereafter, a critical evaluation of the organization changes has been performed and the reasons for such changes have been explored.
[bookmark: _Toc38988290]PESTEL analysis
Analysis of the external forces in the business environment is necessary for assessing the condition of the automotive industry and developing an idea of how the industry has changed in the past in response to these forces. Thus, the PESTEL analysis method is effective in this regard.
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PESTEL
(Source: Story, 2020)
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The automotive industry is highly vulnerable to the political scenario in different markets around the world as this directly affects the economic policies and social stability which are important factors driving cars sales. Certain issues are:
Increased taxation – This is one of the main reasons that lead to an increase in the cost of vehicles. The import duties on steel and aluminium have undergone frequent fluctuations and have been hiked several times in some of the major markets in the world (Yang et al. 2019).
Effect of Brexit–The commencement of Brexit continues to have profound influence on the automotive industry with the alteration of trade laws and relations. Since European countries and especially the UK constitute some of the most lucrative markets for automobile manufacturers, political uncertainty in the country caused due to Brexit has adversely affected car sales. This has been compounded by the shortage of skilled labour in the UK caused by the transformation in the political landscape (Bailey and Propris, 2017). 
[bookmark: _Toc38988253][bookmark: _Toc38988292]Economic
Fall in demand – this is one of the main concerns affecting the international auto market at the moment. Due to political reasons and over saturation of markets, the demand for new automobiles continues to fall drastically in developed countries in North America and the UK. While new market places like developing countries in the South America and South Asia are opening up, the growth in sales in these markets in not enough to offset the aforementioned fall in demand(Winck, 2019).
Effect of Brexit – Britain being one of the largest automobile markets in the world and also the home of some of the most prestigious automobile manufacturers globally, the economic uncertainty created by Brexit has led to the rise in inflation. It has been estimated that the British economy could suffer further as result of the fallout and this would adversely affect the automobile market (Gowling, 2018).  
Trouble in the Chinese market – As discussed before, the Chinese market constitutes a major portion of the international automobile market and is considered as the prime source of growth for the internationals brands. However, a recent slump in the Chinese economy has led to a significant reduction in demand over 2018/19 and some of the largest international automakers have experienced a shrinkage of up to one-fifth in their sales figures(Riley, 2019).   
[bookmark: _Toc38988254][bookmark: _Toc38988293]Social
Rise in social consciousness – There is an increasing shift in customer preferences around the world due to the emergence of social consciousness regarding the threat of environmental degradation. However, this poses a problem for car manufactures since achieving environmental sustainability and while maintaining affordability is often difficult. 
Decreasing interest in ownership – This has been a constant trend in the developed countries where the establishment of online cab service has seriously affected the way people prefer to travel. The economic efficiency added to the practicality and conveniences of such services are increasingly prompting people to lose interest in owning personal vehicles(Riley, 2019).
Increasing demand of customers for after-sales services – Customer demands and expectations have become more specific and in response to this, some brands have begun to provide added service and round-the-clock assistance. This makes it difficult for other brands to compete without introducing similar services(Thomas, 2019).
Technological
The introduction of AI–Artificial intelligence has caused major changes in the automotive industry and these have also had a direct effect on customer preferences and expectations. The implementation of artificial intelligence in manufacturing and navigation is expected to have an immense influence on the industry in future (Tubaro and Casilli, 2019).
Technological requirements for emission control – with an increasing concentration on the issue of environmental pollution caused by vehicular emissions, the governmental regulations are getting stricter in all countries. Hence, adoption of technology in order to comply with these regulations would be essential for sustenance of car manufacturers in the future (Klebaner, 2018).
Pressure of customer expectations – The growing competition in the automobile industry has led to a significant increase in the expectations and demands of customers in terms of features. Thus, it is expected to get more challenging for car manufacturers in future to provide superior technology at affordable prices(Bloomfield, 2017). 
[bookmark: _Toc38988255][bookmark: _Toc38988294]Environmental
The main concern facing the automotive industry is the threat of climate change and environmental degradation. Since traditional cars contribute to the problem in a major way, the industry is witnessing a rapid shift towards more fuel efficient vehicles and growing demands for electric automobiles. The environmental factors will continue to be the most important transformative force in the global automotive industry (Calabrese, 2016). 
[bookmark: _Toc38988256][bookmark: _Toc38988295]Legal
The automotive industry is also highly influenced by the legal structure and regulations of the country in which they operate. Change in legal structures and the introduction of strict legislations can be the determinant of success for an automobile company. One of the main issues in recent years has been the change in international trade laws and imposition of taxes and duties in several countries (Kuklinskaet al. 2015).
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	Specific issues
	Ranking

	Political
	1. Increase in taxation
2. Chinese domination in the market
3. Brexit
	Cumulative ranking: High

	Economic
	1. Fall in demand 
2. Brexit
3. Slowing of Chinese economy
	Cumulative ranking: High

	Social
	1. Increased social consciousness
2. Waning of interest in ownership
3. Demand for greater after-sales service
	Cumulative ranking: Medium

	Technological
	1. Introduction of AI
2. Technological requirements
3. Pressure of customer expectations
	Cumulative ranking: Medium

	Environmental
	1. Environmental degradation due to vehicular emissions
2. Requirement of environmentally conscious  practices
	Cumulative ranking: Medium

	Legal
	1. Strictness of emission laws
2. Proposed EU ban on diesel cars
	Cumulative ranking: High


[bookmark: _Toc38988297]Porter’s Five Forces analysis
Analysis of the different market forces active in the external environment is critical for understanding the nature of the industry. For this, the Five Forces model proposed by Michael Porter can be utilized.
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Porter’s Five Forces
(Source: Story, 220)
Threat of new entrants – Since a company like Volvo has constructed their reputation over many years and is highly specialised in terms of its automobiles and other products, the threat posed by any new entrant is fairly low. It would be highly difficult for any new entrant to gain popularity instantly since it involves an enormous financial commitment. Moreover, the current brands (including Volvo) all possess considerable recognition and brand loyalty which is difficult to replace(Garinaet al. 2018).
Bargaining power of suppliers – this is relatively weak force in the automotive industry since there is an abundance of companies manufacturing the machinery and internal parts used in the construction of automobiles. Volvo collaborates with around 51,000 such suppliers worldwide. Since the machinery involved is fairly standardised and generic, replacing suppliers is relatively easy for automobile companies (Manello and Calabrese, 2019).
Bargaining power of buyers – This aspect is highly variable and depends on the general preference and socio-economic condition of the majority. Volvo has never been a mass producer of vehicles like Toyota and General Motors. Thus, the brand has recognition and a unique identity among customers around the world. The bargaining power of buyers is low in certain markets while it is high in others(Schulze et al. 2015). 
Threat of substitute products or services – For Volvo, this is definitely a strong force since the competition in the automobile market is high and the positioning of the company does not allow it to be considered a premium car manufacturer. Hence, the company cannot fully capitalize on the unique brand value aspect and has to compete with other manufacturers for market share.
Competition among existing rivals – In the case of Volvo, this force is strong in most markets owing to the presence of a high number of competitors. Volvo is not a mass producer as mentioned earlier. However, the company is also not considered as a luxury car brand like Audi or Mercedes. Thus, Volvo cars have to compete with rival who offer belter pricing with similar or better features (Arbolettiet al. 2014). 
[bookmark: _Toc38988298]Organizational changes and the drive towards electric vehicles
There are several organizational changes that would be necessitated due to Volvo’s decision to completely shift to electrical vehicles as claimed in the given case (McKinsey, 2014).The types of organizational changes would be in two aspects as described below:
[bookmark: _Toc38988260][bookmark: _Toc38988299]Change in organizational structure
The current structure of the organization is essentially a divisional type of structure where the divisions are based on the projects and products. Thus, in Volvo, the different product divisions are headed by certain leaders who ensure proper functioning of the respective divisions and the utilization of resources.
This organizational structure could be altered to a matrix style of culture by which the company could utilize the flexibility of the divisional type of structure along with the clear demarcation of responsibilities androles granted by a hierarchical structure.
[bookmark: _Toc38988261][bookmark: _Toc38988300]Change in organizational culture
The current internal culture of Volvo is claimed to be a combination of means and goal orientations where the implementation of ethical practises is considered equally as important as the achievement of the company’s goals and objectives (Volvo Group, 2019).. The company’s culture is internally driven and the maintenance of discipline is strictly enforced. Moreover, the organization has an open system of organization where considerable flexibility is present along with a clear demarcation and distinction of different tasks (Volvoce.com, 2020). 
However, as discussed earlier, one of the main problems of the company in the past has been in regards to its market positioning and branding. Thus, the company has implemented a policy of hiring new talent in order to improve its innovation in terms of production and marketing. This implementation of this strategy could therefore cause certain changes in the internal culture of the organization. The adherence to its values and principles would be maintained but the autocratic system of employee management employed at present could be changed to a more democratic system. This would be crucial for ensuring that the talents of employees are being utilized in the best possible manner and that the company can effectively rediscover its identity in the industry (Harvard business Review, 2018).
Apart from these aspects, all the elements of the business operations would also be drastically altered by the proposed change. The various processes involved in raw material procurement and manufacturing would be transformed and thus, the relationship between the company and its suppliers would also have to change accordingly. Consequently, the interaction and relative strength of the porter’s forces as described previously could also get altered. Hence, the internal and external strategies of the organization would have to be in response to the changes in the market and industry (Musonera and Cagle, 2019). 
[bookmark: _Toc38988301]Reasons for organizational changes
The principal instigator of change in the global automotive industry is the increase in concerns over climate change and environmental degradation. Governments in different countries are attempting to respond to the threat by implementing new environmental regulations and laws. As discussed above, these regulations have been stringent in certain regions like the EU and the UK. Thus, it has become necessary for automobile brands to introduce new technology in order to adhere to the norms. However, this causes a significant rise in prices which makes it difficult to maintain affordability. Governments in the UK and other EU countries have introduced special incentive schemes to assist organizations in adopting sustainable practices. Certain governments also provide tax rebates to owners of such vehicles (Calabrese, 2016).
Moreover, there are concerns regarding an impending energy crisis caused by the depletion of fossil fuel reserves in the world. Hence, this has also prompted the public to actively seek for more environment friendly alternatives (Bloomfield, 2014). 
With companies like Tesla showing the way, considerable improvement has been made in battery technology in recent years. This has led to a drastic reduction in the cost of owning and maintaining an electric vehicle which in turn, has increased the demand for such vehicles in the market (Gebert, 2014). Overall, current calculations suggest that electric vehicles are considerably cheaper to maintain than traditional fossil-fuel cars (Buekerset al.2014). China is currently the leading producer of electric vehicles in the world and the concept is growing in popularity steadily in the Europe and the USA (Avciet al. 2015).
Hence, the combined effect of the above reasons has precipitated the change in the automotive industry. 


[bookmark: _Toc38988302]Conclusion
This report deals with an exploration of the different forces in the market environment that directly affects a company like Volvo. An analysis of such forces gives an idea of how the organization could be affected as a result of the proposed change and what the reason for the increase in the popularity of electric vehicles. The complete shift to electrical engines as proposed by the company would necessitate an overhaul of several current processes. The analyses have displayed that the high level of competition in the automotive market is an important motivation for Volvo to respond to customer needs in order to stay relevant and have a competitive edge. The combined influence of multiple factors in the global auto industry has caused the company to take the decision. 
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