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Toyota Motor Corporation was founded on August 28, 1937, in Japan by Kiichiro Toyoda (Toyota Motor Corporation, 2021). Over the years, the company has grown becoming the most profitable car manufacturer and among the highest-earning companies in the world along with earning a reputation of producing durable and excellent quality vehicles cost-effectively (Liker & Meier, 2006). Toyota’s products range from automobile, materials handling equipment as well as textile machinery, which are available worldwide. The corporation has five global visions: production of ever-better cars, enriching lives of communities, sustainable growth, stable business base, and upholding Toyota values (Toyota Motor Corporation, 2021). These tenets are responsible for ensuring sustainable growth and flourishment of the corporation year after year. This study will explore the micro and macro environment within which the corporation operates using PESTEL analysis and Porter’s Five Forces. From the study, we can determine the competition intensity, attractiveness, and profitability of the car manufacturing industry. The study will also offer insight into key changes in the automotive industry in the few years that affect car manufacturers.
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Political factors are the political environment and governmental policies that affect the growth and of an organization. These are policies on taxes, importation of goods, business operations. Since Toyota operates internationally, its business is affected by both domestic (Japan) and foreign governmental policies.
One of the major political factors affecting the industry is the push to production methods that are focused on environmental sustainability. In the past few years countries have been adopting policies that ensure environmentally sustainable production for instance the Air Resources Board raised the per cent of zero-emitting new car sales to 10% by 2003, this means that to operate in California, Toyota has to ensure that 10% of its new cars are emitting zero poisonous gases to the environment.  Others are policies regarding fuel economy. For instance the Corporate Average Fuel Economy (CAFÉ) in the United States and the Energy Policy Act of 2005, both acts promote the use of fuel-economical vehicles. The CAFÉ act sets certain standards for average fuel economies for various types of cars while the Energy Policy Act of 2005 offers a tax credit for those buying the most fuel-efficient vehicles (Tan, et al., 2012). To comply with such standards Toyota has to alter the design and manufacturing of its products.
Political stability in its operating markets also affects the business, for instance, peace in Japan, Europe, and America have largely contributed to its success. This is seen by high sales in peaceful regions such as Europe (1,029) (Wagner, 2020).
Trade agreements between its mother nation, Japan and other nations also affects its operations for instance free trade agreements between India and Japan that sought to cut tariffs (Kalirajan & Bhattacharya, 2007) increased revenue for the company while exporting to India due to a reduction of costs of production by eliminating tariffs.
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Economic factors are factors affecting the consumption of goods and services, as well as the supply of raw materials required for production. For instance, the economic growth of potential markets can have a profound growth in a business by increasing more disposable income. For instance, Toyota has recorded more sales over the years with increased developments in Africa. From selling 180,000 cars in Africa in 2017, the company sold 207,000 vehicles in 2020 (Wagner, 2020). Also, sales have been improving in the region year after year due to the increased economic growth of the region.
The strength or weakness of Japan’s currency also affects the business. Companies exporting to countries that have stronger currencies can obtain a larger market share by selling less expensive goods. Japan earns more market share by exporting to countries like the United States where its products are cheaper than when it is exporting to countries that have weaker currencies and therefore its products are more expensive compared to those of domestic markets.
Costs of production (raw material costs, labour costs, interest rates) are also key economic factors affecting the business (Ratvi, 2014). An increase in the costs of raw materials and interest rates increase production costs lowering profit accrued by the business. Lower costs of production and lower interest rates on Toyota’s loans increase profits by reducing costs of production.
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Social factors are changes in the demographics of the society as well as cultural, attitude and lifestyle trends. Changes in these trends may accelerate or lower the profitability of a firm.
The widening wealth gap is one of the significant factors affecting Toyota's operations; this is because the company is usually associated with selling to the middle and lower class. A reduction of these classes therefore may reduce its market share reducing the company's profitability. 
Changes in lifestyles for example the steadily increased demand for luxury goods (Jones, 2020) may reduce the business’s market share since most of its products are not geared towards a luxurious feeling compared to some of its competitors such as Daimler Group, General Motors and the Volkswagen group. This may negatively affect its profitability.
Increased need for environmentally friendly products by car consumers also affects the business; this has led to the creation of environmentally-friendly vehicles such as the Toyota Prius (Tan, et al., 2012). 
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Operating in a highly technology-dependent industry means that Toyota's success is affected by technological factors. The Discovery of better technology for production, enhances the firm to produce better quality reliable and environmentally-friendly vehicles such as Toyota Hybrid (Tan, et al., 2012). The increased use of mobile technology trends such as social media can immensely improve the business. For instance, firms can benefit and increase market share by advertising and sharing information and building good relationships with customers on social media platforms (Yazdanifard & Samuel, 2012).
The company can also benefit from the increased use of e-commerce to market its goods. However, the firm also faces certain threats due to technology such as cybercrime together with corporate cyberespionage, which can greatly affect profitability by undermining the confidentiality of the business (Saini, et al., 2012).
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Ecological factors are local, national, and international environmental factors that affect business operations (Tan, et al., 2012). Some of the factors affecting the business include climate change- the need for sustainable production, and a decline in oil reserves. Climate change has increased the enforcement of environmental laws meant to promote environmental sustainability. This has greatly led to the introduction of fuel-efficient cars and a focus on electric cars. These strategies have also been brought about by rising consumer interest and appreciation of environmentally friendly cars. These factors present challenges as well as opportunities for the firm.
Another key environmental factor is sound pollution. Noise pollution laws in areas where it operates govern the production of vehicles by Toyota Corporation. Apart from pollution by its local and national laws of the areas within which it operates govern the production of Toyota products. These laws restrict the amount of water pollution, noise pollution, air pollution, radioactive pollution, and land pollution that can be caused by Toyota's manufacturing activities. 
[bookmark: _Toc65506998]Legal Factors
These are local, national, and global laws that Toyota has to comply with to operate in these regions without any ramifications. Toyota aligns its operations to comply with these laws to ensure the success of the business. For instance, the company’s products have to comply with car production standards such as IATF 16949, ISO 14001, and ISO 45001 by producing cars with effective and reliable brake systems as well as sound emissions that meet set standards.
Intellectual property laws also affect the reputation and the profitability of the company for instance sues by third parties for breaching intellectual property laws can largely damage the reputation of the organization and undermine profitability by subjecting it to legal consequences such as fines and settlement.
Labour and employment laws also affect its operations for instance it has to meet the minimum wage threshold set by a certain region when remunerating its employees and ensure a good working environment for its employees by for instance putting measures to prevent sexual harassment (Foley, 2018).
The organization is also affected by price laws such as minimum and maximum prices for goods and services as well as tariffs and quotas. These laws influence their selling prices and thus their revenue and profitability. For instance, a reduction in tariffs will encourage the reduction of prices, steering demand and profitability. Other laws affecting Toyota's operations are tax laws and advertising laws (Foley, 2018).
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The number of competitors and their capability affects Toyota’s profitability and revenue accrued (Augier & Teece, 2016). Toyota faces competition from well-established car manufacturers such as General Motors, Daimler, Volkswagen Group, and Ford Motors. An increase in the number and strength of competitors may limit Toyota's market share or reduce the prices charged contributing to lower sales and profits. Alternatively, a decrease in the number or capability of Toyota's competitors may give it better control of the market, this may also increase its control of prices, leading to increased revenue and profits for the corporation. 
The nature of competitors in terms of product differentiation is also essential, for instance, an increase in the number of competitors offering similar products will limit market share by attracting a similar market segment. Conversely, a decrease in the number of competitors offering similar products will increase market share for the company steering profits and revenues. This is the reason, Toyota enjoys high profitability, it targets a different market size from many of its competitors. Toyota targets people looking to own a good quality car at a cheap price, alternatively many of its competitors such as Daimler and General Motors largely target luxury car consumers. This explains its higher profitability considered to these brands due to its differentiation from them.
Toyota also gains from this competition due to a low number of firms that it competes with, but is faced with challenges due to the aggressiveness of firms in the automotive industry as demonstrated by market campaigns and increased innovation (Fergusson, 2017).
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The ease or difficulty of entry to a business’s market will affect the future success of the business (Augier & Teece, 2016) Businesses operating in a market that is easy to enter are at higher risk of financial limitations compared to businesses operating in a market that is harder to enter. This is caused by the acquisition of part of its market and a reduction of its control in terms of prices and quality of goods. 
Toyota’s market is not easy to enter, as it requires high capital investment (in terms of capital and supply chain costs), economies of scale, high learning, and customer trust built by years of service (Fergusson, 2017). This makes its market hard to penetrate putting the company at an advantage because of lower competition and therefore more control in the pricing of its products and negotiation of better terms. 
A future increase in the ease of adoption of Toyota's business model as well as market penetration can result in lower revenue acquisitions and less market control leading to lower profits. 
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Substitute products are products that can be used for the same purpose, raising the price of one increases the demand for another. A business selling goods that are not easily substitutable can be more profitable in the future that one that sells easily substitutable goods or services (Augier & Teece, 2016). This is caused by higher market control. 
Toyota’s substitute goods are public modes of transport and bicycles. While it can be easy to substitute its products, Toyota’s products are mainly described as convenient and more available due to durability, reliability and fuel efficiency (Liker, 2004). This makes it moderately easy to switch from its products to other products. Other companies’ products are also substitutes to Toyota’s products, however by focusing on a certain market segment and offering the best value for it, that is durability, and cost-effectiveness, Toyota reduces its threat for substitution increasing its market control and its revenue. 
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Businesses operating in an industry with highly powerful suppliers have more difficulty in controlling the cost of inputs compared to a business operating in a less powerful region. This means that such businesses may be less profitable. The ease of switching suppliers also decreases power increasing the ease of driving inputs (Augier & Teece, 2016). Power is also affected by the ownership of resources and, the population of suppliers.
The limited population of Toyota's manufacturer creates a moderate power for Toyota however, the high availability of raw and intermediary materials weakens their power reducing their bargaining power (Fergusson, 2017). In addition, lower control for the sale and distribution of their supplies (forward integration) reduces their control. This means that Toyota has more power than its suppliers and therefore able to control them rather than be controlled.
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The power held by buyers determines the ability of a firm to influence prices. Power can be influenced by switching costs, availability of substitutes and the number of powerful buyers (Augier & Teece, 2016). Low switching costs, high availability of substitutes, and many powerful buyers increase the bargaining power of buyers. Conversely, high switching costs, low availability of substitutes and less powerful buyers results in high bargaining power for producers.
Toyota's consumers have low switching costs due to the high availability of information and other car brands that offer close to similar products due to advancements in technology; in addition, they have moderate availability of substitutes to Toyota’s products (Fergusson, 2017). Therefore, Toyota’s consumers hold more bargaining power. Therefore, Toyota must design its products to meet the expectations and needs of its customers. This is because its consumers hold the most power and therefore able to dictate the terms of their relationship. Poor decisions on pricing or product quality have the potential of affecting the corporation more than it would affect its customers.
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The analysis outlines various macro and micro factors affecting the business. Some of the macroeconomic factors are political, economic, social, and environmental factors. An example is the recent enforcement of government policies focusing on environmentally friendly production as well as consumer appreciation and attraction to environmentally-friendly vehicles. These factors have influenced Toyota to produce more responsibly to reduce pollution.
Internal (micro) business factors that can affect the business environment of the automotive industry are competition, the threat of substitution of products, and the power of buyers and suppliers. Due to developments in technology, more entries have been seen which has resulted in an increased threat of substitution of products and given more power to buyers and intensified competition. 
Key changes in the automotive industry in the past few years that affect their business success and growth include
1. Increased enforcement of government policies on environmentally friendly production
2. More opportunities for growth and profitability due to global economic growth.
3. Widening wealth gap
4. The rise of e-commerce as an effective marketing tool
5. Increased need for responsible businesses by consumers. 
6. Better international trade through free trade agreements between countries
7. More aggressiveness and opportunity for better quality due to advances in technology and increased need for information security due to cybercrime due to advances in technology. 
Businesses have to understand macro and microeconomic factors affecting their operations. This understanding should define their business model to achieve business success. For instance, by aligning production to social trends a business can attract more market increasing its revenue generation and profits.
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