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Executive Summary
This report evaluates Toyota Motor Corporation’s strategic position in the contemporary automotive industry and develops a strategy formulation plan to strengthen its long-term competitiveness. The automotive sector is being reshaped by electrification, connected and software-defined vehicles, advances in driver-assistance systems, stronger sustainability expectations, and the growth of mobility-based service models. Electric car sales exceeded 17 million in 2024 and are projected to surpass 20 million in 2025, confirming that electrification is now a structural shift in the global market rather than a temporary trend. Toyota remains one of the world’s strongest automotive manufacturers because of its scale, trusted brand, financial resilience, and operational excellence. Its FY2025 results showed high revenues and operating income, demonstrating that the company continues to perform strongly in commercial terms. However, Toyota also faces strategic pressure to accelerate its software-defined vehicle capabilities and battery electric vehicle development. This report finds that Toyota’s core resources remain valuable and difficult to imitate, but that its future advantage will depend on faster progress in software, electrification, and supply chain resilience. It therefore recommends an accelerated software-led electrification strategy supported by regional battery localisation, AI-enabled operations, flexible manufacturing, and selective strategic partnerships. 









Contents
Introduction to Strategy	4
Overview and Background of the Firm	4
Strategic Intent	5
The Company’s Current Performance	6
Strategy Analysis	7
Pestel Analysis	7
Porters Forces	7
SWOT Analysis	8
Strategy Formulation	9
Conclusion and Recommendation	10
References	11













[bookmark: _Toc224579222]Introduction to Strategy
Strategic management involves the planning of an organization, analysing its environment, allocating authority around resource management to take advantage of the opportunities and threats in its environment to make long-term decisions that will provide the organization with stability. Understanding the significance of a strategic management process allows firms to make informed decisions regarding resource allocation and to develop the management capabilities that provide them with a competitive advantage. Strategic management is of great importance for firms that compete in a rapidly developing industry. Strategic management provides them with a great deal of direction during periods of turbulence and allows them to adapt to these challenges. Furthermore, customers matter even more in the automotive industry than they did before in aspects such as the use of electric vehicles, software, connectivity, and sustainability (Grant, 2022; Johnson et. al., 2020).
The design of automobiles today is undergoing a technological and structural restructuring. There are a variety of different factors that will allow electric vehicles to take the automotive industry by the horns once the supply chains for batteries are established (IEA 2025). These various factors will force a change in the business models that the car manufacturers use. The focus of this report will be to provide an analysis of Toyota Motor Corporation and to formulate a strategy that will ensure the future competitiveness of its vehicles. The reason that the automotive manufacturer being analysed in this paper is Toyota Motor Corporation is due to the company’s long-standing reputation for manufacturing high-quality automobiles while also adapting its manufacturing processes to the demands of the industry to produce electric and software-defined vehicles. 
The report will include sections that discuss the company’s background, strategic intent, the company’s current performance, an analysis of its external and internal environments, followed by a segmentation of the strategy formulation process and recommendations. This so-called iceberg structure will allow the report to develop in a linear structure from one section to the next (Toyota Motor Corporation, 2025a; Toyota Motor Corporation, 2025b).
[bookmark: _Toc224579223]Overview and Background of the Firm
Toyoda Motor Corporation is a Japanese multinational automotive manufacturer headquartered in Toyota City, Aichi, Japan. While the company is mainly engaged in the manufacturing of automobiles, its activities also include financial services, connected mobility, and software-related development and other aspects of mobility. Toyota Motor Corporation manufactures a variety of car types, including conventional petrol cars, hybrid cars, plug-in hybrid cars, electric cars, and hydrogen fuel-cell cars (Toyota Motor Corporation, 2025b). Additionally, the company operates one of the largest distribution networks for automobiles in the world. It maintains long-term relationships with its suppliers of automobiles as well as automobile dealers in different parts of the world.
Until now, Toyota Motor Corporation has mainly been known for the reliability, quality, and lean production processes of its automobiles. The company’s Toyota Production System, or TPS, has become a symbol of operational excellence in manufacturing processes and remains the central component of Toyota’s corporate identity (Liker, 2021). In recent years, however, Toyota has been marketing itself as more than an automobile manufacturer. The company markets itself as a mobility company that seeks to meet the needs of society today. This evolution in the company’s corporate philosophy and reporting systems demonstrates the shift away from manufacturing vehicles to manufacturing mobility values (Toyota Motor Corporation, 2025b; Toyota Motor Corporation, 2025c). For these reasons, Toyota is the most relevant case study in the analysis of this topic in particular.
[bookmark: _Toc224579224]Strategic Intent
Toyota’s formal philosophy incorporates the following statements regarding the company’s mission and vision: that its mission is to “Producing Happiness for All” and that its vision is to “Creating Mobility for All" (Toyota Motor Corporation, 2025c). Each of these statements indicates that Toyota intends to produce more than simply cars for consumers. Instead, it intends to provide to the consumers of its vehicles the value of safety, responsibility, and accessibility. Furthermore, Toyota’s vision more explicitly states that the company intends to “lead the future mobility society” in the world with its commitment to quality, innovation, and respect for the planet in which society exists (Toyota Motor Corporation 2025d).
As a result, Toyota has established as its objectives the efforts of electrification of its vehicles, improving mobility for all individuals in society, innovating in the production of its vehicles, and contributing to society accordingly. Furthermore, in discussing sustainability, Toyota states that its mission is to provide for the sustainable development of both society and the company itself (Toyota Motor Corporation, 2025e). 
[bookmark: _Toc224579225]The Company’s Current Performance
Considering how Toyota is executing operationally and financially, the automotive segment in particular achieved revenues of ¥43,199.8 billion and operating income of ¥3,940.2 billion during fiscal year 2025 (Toyota Motor Corporation, 2025a); and Toyota Motor Corporation reported overall operating incomes of 4.8 trillion yen for its fiscal year ending March 2025 (Toyota Motor Corporation, 2025f). These financial results demonstrate the company’s continued successes as one of the world’s largest and most profitable automotive groups. More importantly, these high profit margins allow the company to continue to invest in and develop their batteries, software and AI technologies, and even building fabs in other countries.
However, just because Toyota is experiencing such significant successes with its current operations, it does not indicate how successful the company will be in the future. With the automotive industry shifting into electric vehicles, software, and other digital models of business (IEA, 2025; Sterk et al., 2024), Toyota recently announced the launch of the Arene software platform for its all-new RAV4 models, allowing the company to enter into the production of “software defined” vehicles with new features that are supported by software and customer services within the vehicles (Woven by Toyota 2025). The ability of the company to profit in the future will not just come from the sale of the vehicles, but also from the ability to create digital revenues from those vehicles.
Thus, while Toyota continues to experience successes in its current automake, the sustainability of those successes will be dependent upon the company’s abilities in both the current market and in the future in relation to their growing focus on software, electric vehicles, and digital models of service within their vehicles (Toyota Motor Corporation, 2025a; IEA, 2025).
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[bookmark: _Toc224579227]Pestel Analysis
A PESTEL and a Porter’s Five Forces analysis for Toyota Motor Corporation highlights its external environment. The governments of the world are turning their attention to electric mobility, battery systems, and environmental standards. 
The need for cars and transportations to align with these new environmental standards means that in studies such as the International Energy Agency (IEA) report of 2025, the automakers of the world are required to consider factors beyond demand for their vehicles. 
The economic environment for the automobile and EV industries is still quite vulnerable to inflation, geopolitical tensions between nations, and a lack of available critical components for the manufacture of electric vehicles. 
Socially, consumers are demanding more features within their vehicles, such as cleaner, safer, and digitally connected vehicles with digital support systems to assist them in their driving efforts. 
Digitally, the connected car business model and the integration of artificial intelligence into the manufacturing of automobiles is the focus of research studies. Publications on the topic of connected cars indicate that research regarding the business models of these vehicles has revealed archetypes in their function, such as the provision of remote diagnostics, predictive maintenance for vehicles, in-vehicle connectivity and infotainment systems, and the management of fleets of vehicles to increase efficiency (Sterk et al., 2024). 
Thus, while Toyota may have the manufacturing and engineering expertise to produce the vehicles that consumers desire, the company must incorporate digital technologies into the creation of its vehicles.

[bookmark: _Toc224579228]Porters Forces
Porter’s Five Forces analysis also reveals that the automotive industry in which Toyota competes is very demanding of the companies that participate in it. The competition within the automotive and EV industries is particularly intense, as there are both traditional automakers as well as companies that have dedicated their efforts to electric vehicles. 
Additionally, companies that produce electric vehicles share many of the same components and components within their vehicles, increasing the power of the buyers within the market. Furthermore, electric vehicles still rely upon some of the same suppliers and components as conventional vehicles, increasing the power of those suppliers. 
Additionally, while the entry barriers into the automotive industry are high due to the cost of building the manufacturing facilities that are required, the entry of companies with software and electric vehicle expertise as competitors into the market indicates that the barriers to entry have been overcome in the past in ways that they have never existed before. 
Finally, the threat of substitutes for vehicles from companies like Toyota is also increasing due to the growth of companies that provide mobility services and adaptations to urban transportations. The industry, therefore, is competitive in many aspects, but the competition requires that companies have both a high level of scale in their organizations as well as be able to quickly and efficiently respond to new developments in technology within the industry (IEA, 2025; Ramos and Ruiz-Gálvez, 2024).
[bookmark: _Toc224579229]SWOT Analysis
However, Toyota also possesses a number of internal strengths. Its reputation, financial abilities, manufacturing system, distribution system, and experience with hybrid vehicles are all major strengths of the company (Barney and Hesterly, 2021; Liker, 2021). Furthermore, its ability to produce high volumes of vehicles at a high level of quality supports its reputation and strength within the organization. Finally, its variety of in-house vehicles allows the company to adjust to economic conditions in different parts of the world, as some regions may be experiencing an increase in the demand for hybrid vehicles while others are seeing an increase in the demand for battery electric vehicles (BEVs).
Yet, Toyota also has some weaknesses. One weakness of Toyota is that it is considered to be relatively slow in the production and development of fully battery electric vehicles, and in the creation of software-first vehicle architectures (IEA, 2025; Wang et al., 2024). Furthermore, while such a multi-pathway strategy provides flexibility for the company, there is the potential weakness of a lack of focus; competitors that are dedicated to one area or product type have a competitive advantage over Toyota in that they can focus their efforts and resources on learning of customer needs and fulfilling those demands with each product that they create. 
Additionally, while the company has developed Arene, internal research and development publications suggest that the software-defined vehicles that are being developed by Toyota are still in a period of transition to become a major part of its design and manufacturing processes (Woven by Toyota; 2025). Nonetheless, the company has a variety of opportunities. The increase in demand for electric vehicles, connected services, artificial intelligence in the manufacturing processes, localisation of battery and components manufacturing facilities, and the increase in the number of partnerships with companies that can lower the cost and risk of developing software and battery technology are all potential opportunities for the company (IEA, 2025; Ramos and Ruiz-Gálvez, 2024). 

[bookmark: _Toc224579230]Strategy Formulation
For Toyota, the best path forward would be to focus on software-centric electrification through localised battery production and flexible manufacturing initiatives. This strategy focuses upon current industry trends, as well as the company’s own peculiar strengths and weaknesses. Based on available knowledge, Toyota will be able to continue benefiting from its wide range of technology. However, it will have to focus more on electric vehicle batteries and software-centric vehicles in particular. While the company can continue to invest in its existing lines of vehicles, it should shift its resources towards those vehicle types that are likely to create the most value for the company in the future.
One of the best methods of achieving this for Toyota would be to spread the use of Arene and its digital ecosystem across as many car lines as possible. This would allow for the company to expand the use of over the air updates, digital customer services, predictive maintenance capabilities, safety features, and generate recurring revenue from its vehicles (Woven by Toyota 2025; Sterk et al. 2024). Additionally, Toyota must continue localising its batteries as much as possible. 
The research into the EV battery value chain indicates that improving sustainability efforts will require a shift towards localised production of batteries which would allow for their components to be sourced and recycled more sustainably (Niri et al., 2024). Finally, with the uncertainty of demand for internal combustion, hybrid, and electric vehicle lines in the future, adopting flexible manufacturing methods for these lines will benefit the company in the long run. Through the creation of software, AI, and other technological advancements and partnerships within the automotive and mobility industry, Toyota can also share risks in developing these technologies and improving its inhouse capabilities in these areas. Overall, such a strategy is founded in the company’s existing capabilities and resources, and aims to rectify the major weakness of Toyota’s capabilities for the future – performing well as both an industrial and digital mobility company.

[bookmark: _Toc224579231]Conclusion and Recommendation
Toyota is amongst the strongest of the firms within the automotive industry globally. They have built their company upon a strong brand image, solid financials, efficient operations, and an extensive network of manufacturing and distribution facilities. These factors have enabled Toyota to find success within such a competitive market. In the present day, however, the automotive industry is entering into a new phase in its development. Thus, while the company’s existing strengths are still beneficial to their success within the current market, they will not necessarily be sufficient to ensure success in the future.
Through conducting analyses of Toyota, it becomes evident that while they do possess many of the components of a strong automaker, their specific strengths are in the general components of the company, rather than in the aspects that will be required to succeed in the future, such as in the production of battery electric vehicles, software capabilities, and digital customer services. Thus, enhancing these aspects of the company will increase its competitive abilities within the future. Overall, then, Toyota is a company that is likely to remain within the automotive industry in the future as one of the largest automakers in the world. However, it is also possible that the company will not make it to the future with any successful contributions to that industry.
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