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[bookmark: _Toc98793742]Introduction
Environmental analysis is a prominent strategic tool for business organisations that can be utilised to discover and analyse every internal and external element affecting the organisation's overall performance (Christiansen, 2022). It allows companies to have a proper understanding of their strengths and weaknesses and their threats and opportunities. This report will explore the environmental analysis of the automobile industry by analysing Toyota Motor Corporation. This report will cover the challenges this company faces internally and externally, the forces that affect its performance, its strengths and weaknesses. Tools like SWOT analysis PESTLE analysis will be used for better understanding. 
















[bookmark: _Toc98793743]1 Internal Business Environment Analysis of Toyota 
The internal business environment refers to all the elements present within the internal environment of the business, like the company's resources, capabilities, culture, Etc. Analysing the internal environment helps identify the organisation's strengths and weaknesses (Team, 2022).  
[bookmark: _Toc98793744]1.1 SWOT Analysis of Toyota Automobile
SWOT analysis of SWOT matrix is a sophisticated management technique that allows organisations to accurately identify their strengths, weaknesses, opportunities, and threats. 
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[bookmark: _Toc98793756]Figure 1: SWOT analysis of Toyota
Source: (Self-Made)
1. Strengths of Toyota
· Impressive Brand Reputation: Toyota has been a leading vehicle manufacturer since its inception in 1937. An article in Forbes stated that Toyota is worth 41 billion dollars, making it the 11th most valuable brand globally (Swant, 2022).
· Rapid Innovation: Toyota boasts one of the best research & development teams worldwide that is highly innovative. As a result, the company regularly introduces highly innovative vehicles to meet contemporary demands and gain a competitive advantage. 
· Global Supply Chain: Toyota has a robust supply chain network spread across the entire world, allowing the company to sell their vehicles to 190 countries seamlessly. This gives the company a competitive edge over companies like Ford and Mercedes-Benz.
1. Weaknesses of Toyota
· Negative Impact of Recalls on Brand Image: Toyota’s brand image took a massive hit when it recalled 5.84 million vehicles from the market due to defects (Anderson, 2022). This recall created distrust even among the loyal customers, and Toyota lost much reputation. 
· Increasing Labour Cost:  The labour cost in Toyota's headquarter region, Japan, is continuously increasing, which poses a challenge and makes it harder for the company to keep the prices as cheap as possible. 
· Inefficiency Within the Organization: Toyota’s global hierarchical organisational structure causes the company to be inflexible. It prevents the company from taking quick steps to solve problems. This structure causes the organisational operations to be comparatively inefficient (Mozart, 2022).  
2. Opportunities of Toyota
· Rising Demand in Developing Countries: The demand for automobiles consistently increases in developing countries like India. It allows Toyota to penetrate developing country markets to increase their revenue. Their low-cost vehicles will see enormous demands in such places. 
· Increasing Interest for Fuel-Efficient Vehicles: Vehicle users are leaning toward fuel-efficient vehicles due to being concerned about the environment. Toyota can use this opportunity to innovate highly efficient vehicles to meet their demands. Its R&D has the means to make this possible. 
· Collaborations: To expand the business and accelerate growth, Toyota has collaborated with other automobile companies. Collaboration with companies such as BMW, Mazda, Nissan, Etc. Presents a wide range of opportunities. It will increase the company’s revenue in the future.  
3. Threats of Toyota
· Huge Competition: Toyota is in a business full of competition already, where it competes with major brands like Ford, Volkswagen, Hyundai, Mercedez-Benz, Etc. If it fails to innovate and stay on top in providing high-quality vehicles, it will not take long for it to fall behind. 
· Sluggish Innovation: In recent years, the company has not been able to introduce any ground-breaking or noteworthy innovations in the automobile industry. It is building new vehicles, but they all come with the same features as before. However, innovation is essential in this industry to sustain. 














[bookmark: _Toc98793745]2 External Business Environment Analysis of Toyota 
The external business environment is comprised of the elements outside of the organisation that can affect the business organisation. External environment analysis helps organisations analyse the macro-environment elements such as consumers, competitors, economy, market, Etc., that influence the firm (Erdi and Bambang, 2021). 
[bookmark: _Toc98793746]2.1 PESTLE Analysis of Toyota
PESTLE, often known as PEST analysis, is an organisational framework designed to present the external factors of the macro-environment that can impact the organisation. With the findings, organisations can make better decisions and form successful strategies (Marmol, Feys and Probert, 2015).
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[bookmark: _Toc98793757]Figure 2: PESTEL Analysis
Source: (Marmol, Feys and Probert, 2015)



· Political Factors
Toyota sells its products in about 190 countries, and the political environment needs to be stable for Toyota to be successful. It can grow faster when there is no political tension. For example, the origin country of Toyota is Japan, and Japan's good relationship with other countries helps the company. However, there is a dispute between Japan and China. As a result, Toyota cannot fully utilise the enormous market of China. 
· Economic Factors
Toyota's revenue is significantly impacted by GDP, purchasing power, inflation, recession, etc., which are elements of the economy. Consumers from high GDP countries with a stable economy will be more frequent purchasers than a country battling inflation. The recent trade war between China and the USA has hurt Toyota's sales significantly. Both countries GDP lowered, which decreased the demand for vehicles (Panzino, 2022). 
· Social Factors
Consumers nowadays have more concern about the environment, so environment-friendly vehicles are in the trend. Vehicles with more fuel efficiency are in greater demand. Also, consumers value safety features in cars more. It has been positive for Toyota thanks to its line of fuel-efficient vehicles. However, the company faced a massive backlash due to some cars having faulty pedals, which caused a loss of control (Poulton, 1997). 
· Technological Factors
Vehicle manufacturers have to stay on top of the technological advancements with new and better innovations. Otherwise, they will be pushed out by the competitors. Toyota, an avid follower of the Kaizen principles, focuses on innovation through technology. It happens to be the pioneer of hydrogen cars. 
· Legal Factors
Like any other company, Toyota has to adhere to the laws and regulations. These laws restrict the company’s activities in many ways. This company had to recall many of its vehicles when many of its vehicles showed signs of faulty acceleration. It had to face a class-action lawsuit and ended up paying 2.1 billion dollars in settling the dispute. Furthermore, the company fought a losing battle over trademark infringement. In 2009, the Delhi court ruled against Toyota over the Prius trademark (Werwitzke, 2022). 
· Environmental Factors
Toyota has to consider the environment when forming strategies or to perform business activities if it wishes to create a sustainable competitive advantage. The PESTLE model helps identify the environmental issues that the company should focus on. Toyota has taken up a challenge that it hopes to achieve within 2050, where the company will have zero negative impact on the environment. Its cars will produce no C02, and the company will optimise water use. Such activities create a positive image among the consumers, which is excellent for business. 
[bookmark: _Toc98793747]2.2 Porter’s Five Forces Model for Toyota
Porter’s Five Forces is a tool made for allowing organisations to analyse their competitive environment. It sorts out and analyses the five joint competitive forces responsible for shaping industries and assists in finding strengths and weaknesses. Michael E. Porter created this model, hence the name (Michaux, Cadiat and Probert, 2015).
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[bookmark: _Toc98793758]Figure 3: Five forces model
Source: (Michaux, Cadiat and Probert, 2015).


· Bargaining Power of Consumers - High
The highly competitive environment of the automobile industry gives consumers of Toyota a lot of bargaining power. Most car enthusiasts know a lot of vehicles and alternative companies. So, they will switch to a different brand if they do not like anything about the company or its products. However, Toyota's hybrid vehicles do not have as many substitutes, in which case, the consumers have less bargaining power. Toyota should make efforts to promote vehicles that have a smaller number of substitutes to gain competitive advantages (Ferguson, 2022). 
· Bargaining Power of Suppliers - Low
The automobile industry suppliers have little bargaining power due to their presence in large numbers. It costs a negligible amount to switch to a different supplier. So, Toyota holds more power over the suppliers. 
· The threat of New Entrants - Low
New entrants in the industry are always threatening for the existing companies, including Toyota. Besides, the company has a considerable reputation rooted in almost a century of vehicle manufacturing history. It is the largest manufacturer of vehicles out there. The cost of entering the automobile industry is enormous and poses many risks. So, the threat of new entrants is low. Toyota should focus on creating innovation to ensure the competitors do not get ahead in the race. This is important for gaining a competitive advantage (Pratap, 2022). 
· The threat of Substitutes - Low
Although there are many substitutes for Toyota, most are also more expensive. So, consumers with a lower budget cannot switch to a different company even if they want to. This makes the threat of substitutes low in the case of Toyota company. So, the company can focus more on fighting competitors. 
· Competitive Rivalry between Existing Players - High
The competition between existing automotive brands is fierce as each company is constantly battling survival. The current market scenario seems like the most innovative company seems to win more market shares. Combined with Toyota's low cost and innovations, it's winning, but it has to continue to do so if it wishes to sustain for the long term (Kasi, 2022).  
[bookmark: _Toc98793748]2.3 Value Chain Analysis of Toyota
Value chain analysis is a management tool using which organisations identify their overall value-adding activities in order to locate the areas of opportunities and increase the overall efficiency. Toyota’s value chain analysis is demonstrated below:
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[bookmark: _Toc98793759]Figure 4: Value chain
 (Source: CGMA)
1. Primary Activities
· Inbound Logistics: Toyota’s supply chain is quite large and uses a Just-In-Time inventory system. It receives supplies worldwide and handles the inbound logistics with excellent efficiency. Its spread-out network of suppliers provides the necessary materials. The JIT system allows the company to be more efficient at handling the supplies than the competitors. 
· Outbound Logistics: Toyota takes it upon itself to distribute its vehicles and parts worldwide. The products are shipped from factories to branches worldwide before reaching the final consumers. Many of the competitors of Toyota fall behind in shipping products due to the lack of such an efficient distribution network. 
· Operations: Toyota's business operations are global. Its headquarter is located in Japan, but it sells to the global market using its extensive distribution channel. It operates through multiple branches of warehouses, factories, and R&Ds located all over the world. Having so branches gives an advantage over the competitors in executing large scale operations. 
· Marketing and Sales: Toyota continuously invests a lot of money in marketing and promotion to stay ahead of the competitors. It relies on both modern and traditional marketing approaches.
· Service: Toyota offers excellent after-sales services to make the consumers loyal and stay ahead of the competitors. It offers long-term warranties, express maintenance, and more, making its services more sought-after than the competitors. 
2. Support Activities
· Technology: Toyota enjoys a reputation for using cutting edge technology and bringing innovation to the market. It regularly invests in technology to become better innovators. Since its inception, it has been staying ahead of the competitors in terms of innovation. 
· Infrastructure: Toyota’s infrastructure has grown to be very large. Its infrastructural presence is compelling, from its large headquarters to large warehouses and factories. As a result, the company can perform more seamlessly than the competitors. 
· HRM: As of 2021, Toyota has over 3,60,00 employees hired worldwide. The company treats its employees with respect and considers them vital for its success. Their employee retention rate is better than most competitors. 
· Procurement: Toyota relies on third party suppliers for raw materials. It procures materials from various suppliers. The number of suppliers may be above thousands. The suppliers have to provide high-quality products within the given time. It allows them to be faster in production with readily available materials than the competitors. 
[bookmark: _Toc98793749]Conclusion
Toyota has been in the leading position in the automotive industry for the long term with its substantial competitive advantage, incredible innovation, excellent value chain management. However, there are always threats looming around the corner, so the company has to stay on top of everything. With successful environmental analysis, any company like Toyota can adequately understand their surrounding elements and even utilise them to be more successful. Hence, environmental analysis is critically important for any industry business organisation. Tools like SWOT analysis, PESTEL, Porter's five forces, Etc. Aids analyse the environment with more accuracy, as shown in the report (Miller, 1988). 
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