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[bookmark: _Toc38459361]Introduction
The car manufacturing industry, also referred to as the automotive industry, has many organisations and businesses involved with the development, designing, marketing as well as the selling of the cars and other vehicles.Current trends indicate that there has been a shift in the preference of the consumers from the traditional vehicles to the ones with electric motors (Amsterdam Roundtables, 2014), thereby prompting the leaders and managers at Volvo, a Swedish company that manufactures premium passenger and goods vehicles, to state that the future of car manufacturing essentially lies in electrification, since they are but slaves to the demands of the customers. This report will be aimed at understanding the major forces that shape the business environment of the car manufacturing industry to analyse the changes in the recent years, with the help of macroenvironmental frameworks such as PESTEL and Porter’s five forces. A critical assessment of the organisational as well as other changes that might take place in the near future, with respect to the surge in the demand for electric cars, shall also be conducted. Thus, this analysis will help understand the manner in which organisations such as Volvo can essentially position themselves in the market to gain the necessary competitive advantage.
[bookmark: _Toc38459362]PESTEL analysis
The PESTEL analysis is a framework that is utilised for the analysis of the macro-environmental forces that an organisation or a sector is faced with. This acronym stands for Political, Economic, Social, Technological, Environmental and Legal. This management approach also helps understand the external factors that affect the operations of an organisation or a sector, in terms of helping it achieve competitiveness in the market (Ho, 2014). The PESTEL analysis conducted here shall help understand the major forces that influence the car manufacturing industry with focus on Volvo, a premium carmaker based in Sweden.
Political:The car manufacturing industry is affected majorly by two primary political aspects, the safety regulations and the policies on emissions. Most governments around the world have very strict regulations when it comes to the manufacture and marketing of the passenger cars and goods vehicles, and Volvo too is subject to the same restrictions. Most governments around the world have tightened their regulations when it comes to the safety measures (Kafka, 2012) as well as the emissions generated (Pinkse, Bohnsack and Kolk, 2014) due to the problem of climate change that has affected not just the quality of the air but also the surroundings. Thus, Volvo has to be invested in manufacturing passenger and good vehicles that have a low rate of emission in order to be acceptable for import or export to any country.
Economic:The changes in the disposable income of the people around the world contribute to the rate of production in the car manufacturing industry, since this factor impacts the demand directly (Verma and Rathore, 2013). More people are being able to afford personal cars, which has caused a spike in the demand. This market surge has however been rather controlled, owing to the volatile nature of the fuel prices. This has prompted companies like Volvo to invest in the development and manufacture of fuel-efficient cars to meet the consumer demands. Moreover, although electric vehicles are often more expensive, the demand for them continues to rise due to their eco-friendly features, and also because more people can now afford such models (Sierzchula, et al., 2014).
Social:As discussed already, people are shifting their demand to fuel-efficient cars, which implies that the preference for luxury cars is quickly diminishing. Furthermore, sociocultural perspectives related to driving are also changing across the world, which has prompted car manufacturers like Volvo to shape their manufacturing processes in accordance with these changes. For instance, most people from the developed nations own at least one motor vehicle (Belgiawan, et al., 2014). Electric cars are also becoming more popular among the people due to the numerous subsidies and incentives that the governments of many countries provide (Zhou, et al., 2015; Mersky, et al., 2016). Moreover, there are also often many provisions in terms of free parking space for those with electric vehicles.
Technological:For the car manufacturing industry, the technological factors are of utmost importance, since any changes in the technology that can affect the physical build or the other immediate aspects such as emissions, fuel consumption, speed, etc., can directly impact the manufacturing processes at Volvo and other organisations. There are numerous new innovations that are coming up in the automotive sector, such as improvements in the safety features, zero-emission electric-driven cars, and also self-driving vehicles. The availability of charging ports affects the demand of electric cars greatly (Bjerkan, Nørbech and Nordtømme, 2016), as individuals accustomed to long-distance travel are more likely to find a fuel station for their regular vehicles than an electrical port to recharge it instead. While Volvo has been slow to adapt to these changing market needs, the company has eventually realised that they have to give into the consumer demands, and thus have decided to consider the development and manufacture of electric cars. 
Environmental:The carbon emissions from passenger cars are among the most significant impact that can be cited in terms of the environment. Due to the impacts that the harmful greenhouse gases have on the environment, most governments around the world have made it mandatory for manufacturers like Volvo to focus more on low-emission models, while also addressing the problem of excessive fuel consumption. Volvo needs to adhere to these norms or else its cars would never make it to the public markets.
Legal:Volvo (2020a) states that they encourage the enforcement of stricter and tougher legislations, since they are aware of the public as well as environmental health problems that have sprung up worldwide. Thus, the company acts as a responsible ambassador of the car manufacturing industry and aims at economic sustainability while also improving their performance. The European Union has been particularly proactive in terms of formulating legislations related to air quality, as suggested by the guidelines in the 2005 Thematic Strategy on Air Pollution (European Commission, 2019). In fact, as the case study suggests, many European countries have taken initiatives to even install the infrastructure that is required for charging the electric vehicles in a bid to accelerate the adoption of electric cars by the public as opposed to the traditional fuel vehicles.
[bookmark: _Toc38459363]Porter’s five forces analysis
Porter’s five forces is a framework that helps understand the competitive environment of an organisation or an industry, by analysing the number of market rivals, the capacity of the available substitutes, and the effects of various other macro-environmental forces on the profitability of the company (Lee, Kim and Park, 2012). This section will analyse the forces with respect to the car manufacturing sector, with a focus on Volvo.
Threat of new entrants:The car manufacturing industry requires significant investment in terms of the infrastructure and resources required to function appropriately. Although globalisation has made it easier for companies to venture into newer markets and find ways to generate more revenue (Wójtowicz and Rachwał, 2014), the number of manufacturers that already exist in the industry are quite significant, and all of them have carved out their own niche and market shares. Thus, Volvo faces a very low threat of new entrants, since the company is involved in the manufacture of vehicles in numerous locations worldwide. Furthermore, the current legislations regarding the manufacturing standards as well as the emissions produced have become quite strict, thereby prompting new companies to back off.
Threat of substitutes:While there are few or no substitutes that the car manufacturing industry is faced with, Volvo certainly faces some level of threat, because of its lack of expertise in terms of manufacturing electric cars. The case study suggests that the market for electric cars looks rather promising, and Volvo has not done much to address this change. The company unveiled its first electric vehicle range, the Volvo XC40 (Volvo, 2020b), only last year, and is therefore still under the threat of being substituted by the well-known electric vehicle manufacturers such as Tesla and even Toyota. Thus, the threat of substitutes is medium.
Bargaining power of suppliers:The car manufacturing industry is reliant on the suppliers for the production of the automotive parts and fragments that are necessary for the finished product. In case a certain component gets discontinued, it could affect the entire supply chain, and companies like Volvo would have to either switch to a new supplier, or find an alternative for those parts. Thus, suppliers have a very high bargaining power in this case.
Bargaining power of buyers:The customers are the major decision-makers of the car manufacturing industry, and thus Volvo has to give in to their demands and design and launch products that would satiate their needs. For instance, the market demand for electric cars and fuel-efficient models have pushed the Swedish manufacturer to focus more on eco-friendly cars in order to stay relevant in the market. Thus, the buyers have a high bargaining power in this case.
Competitive rivalry:Volvo faces a high competitive rivalry, and this is true for the entire car manufacturing industry since there are so many players in the market. Toyota, Nissan and Tesla are the major rivals that pose significant threat to the company, due to their highly successful passenger car models. While Volvo is well-known for its trucks and buses, its competitors have forayed successfully into the electric vehicle market, thereby threatening its market share.
[bookmark: _Toc38459364]Summary of industry changes in the past few years
· Governments all over the world have tightened restrictions over the safety measures and car emissions as indicated in the PESTEL and Porter’s five forces analysis, over the past five years. This has prompted manufacturers like Volvo to invest more in the manufacture of electric vehicles instead of the conventional cars.
· Due to the increase in the disposal income of the people in the last couple of years along with the provision of government incentives, as concluded from the analyses, the demand for electric cars has increased, which once again hints at the need for manufacturers in the automotive industry to shift their manufacturing focus as the future seems to be lucrative for electric vehicles.
[bookmark: _Toc38459365]Identified forces that shape the car manufacturing industry
From the above analysis, it is essentially clear that the car manufacturing industry is shaped by three major forces – consumer demand, fuel prices and government legislations. As the case study suggests, the registration of electric vehicles, although limited within the European Union (Amsterdam Roundtables, 2014), has increased manifold in other parts of the world over the past few years, which has made it easier to understand the shift in consumer preferences. In other words, electric vehicles have become the more preferred car choices for the people, and this has been the outcome of not just the government support they receive, but also the willingness of the consumers to actually consider the other side of the spectrum and choose an eco-friendly option that would help save fuel and cut down on emissions.
Additionally, the price of fuel has also brought about a major shift in the way in which people bought and used cars. For instance, the adoption of electric vehicles has increased in the past couple of years, with more than 25,000 Model S cars being sold by Tesla. Furthermore, the sales figures for Nissan’s highly acclaimed LEAF vehicle reached over 100,000 units in 2013, which further indicates the inclination towards electric vehicles (Amsterdam Roundtables, 2014). The government legislations have also become more stringent, which has further prompted the manufacturers to produce models that would curb the emissions, and has also redirected their research from the traditional to the electric.
[bookmark: _Toc38459366]Critical assessment of future changes
In terms of the future, the analysis conducted in this report makes it clear that a major portion of the product portfolio for the car manufacturers would comprise of electric vehicles. The most important factor here is cost, although it can be assumed that the large-scale production of electric vehicles can help reduce it significantly. The reason why this change can be predicted is because of the ongoing shifts in the government legislations, together with the increased awareness of the people regarding the environment. Moreover, this shift towards electric vehicles is being supported by the governments, as suggested by the case study, which mentions the initiatives by Denmark and the Netherlands to install charging stations at regular intervals to encourage people to switch to electric (Amsterdam Roundtables, 2014). Thus, in order to attain competitive advantage, companies such as Volvo would have to redirect their focus and manufacturing capabilities to the electric vehicle sector, since it shows great promise and thus can help compete with the existing market rivals more efficiently.For instance, Volvo (2020) has declared that they intend to encourage the sales of their electric and plug-in hybrid cars, with an aim to ensure that 50 per cent of the company’s sales is in the form of pure electric vehicles by 2025. Also, the organisation would be invested in the manufacture of electric vehicles only, starting with the launch of their electric SUV XC40.
[bookmark: _Toc38459367]Conclusion
It would be thus safe to conclude that the shift towards electric vehicles needs to be treated as a welcome change by car manufacturers such as Volvo, and subsequently shape their manufacturing capabilities to suit these demands. The government incentives, together with the inclination to save money by not having to invest in fuel on a regular basis, have together worked to encourage the people to change their preference from the traditional, carbon-emitting vehicles to safer, cleaner and greener electric alternatives.
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