









ASSESSMENT 1 ENVIRONMENTAL ANALYSIS OF AUTOMOBILE INDUSTRY


Executive Summary
The report has showcased an understanding of the factors that shape the global business environment. It also includes the application of various business models such as PESTLE analysis to identify the political, economic, social, technological, legal, and environmental factors and their impact on an organisation. The report has also provided the evaluation of the implementation of various other business models such as Porter's diamond, Value network, and five forces. It has shed some light on the recognition and critical analysis of the reasons why companies engage in international trade. The report has also shed some light on the understanding of the micro-economic and macro-economic foundations of the firm. It has provided a discussion of various market structures and their impact on the strategies of an organisation as well as the current international economy. 


Table of Contents
Introduction	4
Major forces shaping the global business environment	5
Business models (Porter’s Diamond, Value Network, and Five Forces) within the context of an international environmental analysis (PESTEL)	6
Identify and critically evaluate the reasons why organisations engage in international trade.	10
Understanding microeconomic and macroeconomic foundations, different market structures and their influence on firm strategy	11
Conclusion	13
References	14



[bookmark: _Toc91559466]Introduction
Environmental analysis of the automobile industry is needed to understand the rapid changes that are taking place. Furthermore, an analysis would help the firm to understand the changes that are taking place in an environment. This would help the firm to reorganise its strategies so that they will be developed and reflect the environment. Various models would be used to understand the business model including PESTEL analysis, Value network and Porter’s Diamond and Five forces. The organisation chosen is Volkswagen UK and the brand is Audi and the market forces too would be understood from the perspective of Germany and the United Kingdom.
About the organisation
Volkswagen UK is an organisation which has been formed in Germany in 1937 but has had a presence in the United Kingdom since 1952. It is the leading car brand in the UK with one out of every five brands sold being a Volkswagen and has a market share of almost 20 % (Volkswagen.co.uk, 2021). It has over 800 permanent employees and has 1000 dealerships operating out of the UK. Volkswagen passenger cars and Audi are the most popular brands of Volkswagen.


[bookmark: _Toc91559467]Major forces shaping the global business environment 
The global business environment refers to the surrounding of various countries that influences the decision-making abilities of an organisation. Some different environmental forces or factors have the capability of impacting an organisation. Factors such as political, economic, sociocultural, technological, legal, and environmental changes can impact the profit level of a firm (Tallman et al., 2018). Changes or shifts in the power of countries can impact the supply chain structures of businesses. Transformation in consumer engagement also plays a key role in the changes in the global business environment because every company has to adapt to new market trends and changed consumer behaviour. All these are important for a company to sustain their business and to gain a competitive advantage. An organisation has to ensure that they follow all the rules and regulations of the country or nation they are operating in. Constant innovation and development in technologies also influence changes in the global business environment. This force also results in companies changing or transforming their business models to improve their functioning. Changes in trading rules and regulations by governments also play the role of a key driver in changing the global business environment. 
Various other factors such as the ageing population in markets, educational development, and development of technology and digital tools influence changes in the global business environment (Morrison, 2017). Access to digital or technological knowledge influences the ‘global consumer environment’ leading to changes in the ‘global business environment’. Both developed and developing countries governments are facing changes in the demands and needs of the citizens due to which re-evaluation of the ‘social contract’ takes place. This sometimes leads to changes in the ‘global governance models’, talent deficit, and increasing debt. As a response companies evaluate their corporate footprint and portfolio. This can result in an investment in the corporate social responsibility of an organisation. Automotive producing or manufacturing brands such as Volkswagen Audi also has to modify or transform their business operations according to the changes in the global business environment. The global environment not only impacts the 'supply chain reliability, wages, regulations of the government, demands of consumers, employee expectations but as well as the availability of the raw materials too. All these factors are the key drivers of changes in the global business environment. 

[bookmark: _Toc91559468]Business models (Porter’s Diamond, Value Network, and Five Forces) within the context of an international environmental analysis (PESTEL)
PESTEL analysis would help understand the international environment where the industry operates in. PESTEL analysis is the study of the political, economic, social, technological, economic, and legal elements that can help an organisation understand its macro and external influences (Matovic, 2020). The political factors would include Brexit and its repercussions. After Britain has opted out of the European Union, it has driven up the prices since the cost of complying with the European Union rules post-Brexit has lessened the profit margins (theguardian.com, 2021). Furthermore, there are stringent safety policies that automobiles must adhere to. Volkswagen Passat had failed a safety test in China in 2019. The backlash has been severe since sales have dropped by 32 % in 2020 and taking COVID-19 into account, the vehicles have dropped by 6.8 % (Bruce, 2021). The economic factors would include the uncertainties which have been brought forth by the COVID-19 pandemic. Car sales in the UK were dropped by 11 % as compared to 2019 (statista, 2021). The social factors would include social status which is attributed to the ownership of a car especially in emerging companies (Pojani et al., 2018). 
The technological factors would include the rise of electric vehicles. Volkswagen too has added electric vehicles to its portfolio with its ID.3, ID.4 and ID.5. The environmental factors would be the stringent focus on automobile emissions. Volkswagen had to pay a fine of 14.7 million dollars to US authorities in the diesel emissions cheating scandal in 2016 (Shepardson, 2016). The legal factor would be the IPR (Intellectual Property Rights) which is being faced by the automobile industry. Recently the China EV maker Xpeng has been accused of stealing designs from Apple and Tesla (business-standard.com, 2020).
Porter’s Diamond model or the theory of national competitive advantage is a strategic business tool that helps the companies to determine as well as develop the competitive advantage which is needed for international growth and expansions as well (Vlados,2019). The elements that are in the framework are interconnected and include factors like the firm strategy as well as rivalry, demand and factor conditions and related and supporting industries. 
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Figure 1: Porter’s Diamond model
(Source- Influenced by Vlados, 2019)
Factors are the elements that provide competitive advantage and includes capital resources of Volkswagen which includes equity and debt-based capital resources. It also includes the related supported industries which are the competitors of Volkswagen like Ford, General Motors which has helped Volkswagen to innovate and make their products better. In firm strategy, Volkswagen has adopted the “Technology 2025 +” strategy to make a clear commitment to electric vehicles (Volkswagen-newsroom.com, 2021). The structure of Volkswagen has a global product division where the domestic entities have the independence to take their profit and loss responsibility. The rivalry would involve the competition between different players like Renault, Hyundai, Daimler, Chevrolet which results in more creativity. Government policies are important since it has direct relevance to the profitability of car products. For example, in the UK, the Brexit policy had increased the costs due to complying with EU (European Union) norms for non-EU members (theguardian.com, 2021). In Germany however, 3 billion euros were provided for low emission cars which would help Volkswagen during the COVID-19 pandemic (dw.com, 2020). Demand conditions would include the size of the domestic market for Volkswagen cars which in the case of both the UK and Germany is sizeable. Chance events are random events that propel or halt growth for example the earthquake in Mexico in 2017 halted the Audi Volkswagen production (europe.autonews.com, 2017).
Next, Porter’s five forces aid in analysing the business environment where the organisation operates. The bargaining power of customers in the case of Volkswagen Audi is low due to the cost and easy to switch to other brands like Toyota or General Motors because of the prices. The bargaining power of the suppliers is low in the case of the Volkswagen group due to the increasing number of suppliers for the raw parts and materials. This provides leverage to Volkswagen to reduce the prices. The competition in the industry is high, especially the sedan SUV segment which has the same offerings at the similar process from Toyota, Nissan, Ford and so on. Globally, Toyota currently is the market leader with 8.5 % followed by Volkswagen 7.8 %, Hyundai at 5.4 % and Ford at 5.1 % (statista.com, 2021). This provides impetus to Volkswagen for more product innovation and advertising which has increased over the years (statista.com, 2021). Till 2019 the global advertising spend of Volkswagen is around 5.7 billion dollars (statista,2021). The threat of new entrants is relatively low in the automobile industry because of the stringent government policies, high start-up costs and the economies of scale which is needed to maintain profits. The threat of substitutes is medium since in digitally-enabled economies, the consumers are more prone to use app-based services like Uber, however for most people buying cars is an aspiration (Alam, 2020).
The value chain analysis of Volkswagen would include the primary activities which are directly involved in selling the products to the customer. The support activities aid in the primary value chain activities. The inbound logistics of Volkswagen maintains a strong relationship with its suppliers so that the raw materials are there to start the production. Operations would include the assembling, testing of the automobile including repair and maintenance. Outbound logistics of Volkswagen would include the activities that help in the delivery of the product to the customer. RIO has partnered with Volkswagen to digitise the group logistics as well with the aim to save millions of Euros in the co-operation (volkswagenag.com, 2019) Marketing and sales are used by Volkswagen to highlight its unique features to persuade the customers that its offering is better than others. Volkswagen would aid in the improvement of the market efficiency by reducing the global network from 40 to 3 main agencies in order to do focused advertising in an innovative manner and reach out to the targeted customers. The Omnicorn Group would be responsible for South America and Europe while WPP would be for North America and Cheil will be for China. The services of Volkswagen is an important part as it helps in keeping customer loyalty(volksagenag.com, 2018). Secondary activities would include the firm infrastructure to help in strengthening the competitive positioning. It also includes human resource management which is important to reduce the pressure on the employees of Volkswagen by improving the motivation of the employees. Volkswagen brand employs 200,000 people worldwide and with 5000 vocational trainees they also help to nurture young talent as well and offer brilliant career prospects as well (volkswagen-newsroom.com, 2021). The technology department in Volkswagen helps in the optimisation of the supply chain by becoming a founder member of Catena X and establishing data standards for the entire industry (volkswagenag.com, 2021). Procurement is also carefully considered by Volkswagen to optimise their outbound, inbound logistics and produce the cars at competitive prices.
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Figure 2: Porter’s Value Chain Model
(Source- Influenced by Kog and Bozdac, 2017)

[bookmark: _Toc91559469]Identify and critically evaluate the reasons why organisations engage in international trade. 
International trade refers to the exchange of goods, services, and capital across international territories or borders due to the demand or need of the products. There are various reasons a company wants to engage in international trade. International trade not only helps a brand in decreasing their dependency on their local market and increases their chances of achieving success but also improves their efficiency. Engaging with international trade helps an organisation in expanding their business and increasing their consumer base. Audi sold 1.693 million cars in the year 2020 which indicates that they have been able to expand their business as well as consumer base effectively (audi-mediacenter.com, 2021). The brand trades in about 100 countries all around the world and has up to 50 models.  International trade helps a company get access to an unlimited range of customers as well as the opportunity to diversify its products. This factor helps a company to enhance its chances of success and gain more profit. 
Engaging in international trade has helped Volkswagen Audi in becoming one of the most successful vehicle manufacturing organisations in revenue as well as sales. This has helped the company to compete with companies like Toyota and Porche on a global level. It has helped the company in generating about 223 billion euros sales revenue on a global level in the year 2020 (Carlier, 2021). All these signify that engaging in international trade helps an organisation and its brand to expand its business by reaching a wide range of consumers. It also helps companies like Volkswagen in diversifying their products by identifying and tailoring the needs and demands of consumers all over the world. According to Ahn et al (2018), engaging in international trade policy helps a firm in innovation. It provides them with access to a wider range of consumers and their viewpoints through which they can implement innovative ideas and products. 

[bookmark: _Toc91559470]Understanding microeconomic and macroeconomic foundations, different market structures and their influence on firm strategy
It is very important to utilise the SWOT analysis to understand the micro-economic and macro-economic foundation of Audi. A firm needs to identify its micro and macroeconomics surrounding to modify its operations and functions. Features such as the pattern of trade and profit, globalisation, production, and investment. SWOT analysis refers to the study of the micro and macro-economic surroundings that determines the strength, opportunities, weakness, and threats of an organisation (GURL, 2017). The implementation of the SWOT analysis will help in recognising the internal factors of the brand.
	Strengths
· Innovation
· Brand name
	Weakness
· High price
· Issue regarding diesel

	Opportunities
· Increase in the use of innovation
· Target markets that are emerging
	Threats
· Competitors
· Government rules and regulations


Table 1: SWOT analysis of Audi
(Source: created by the learner)
Audi has a strong and established brand name by using innovative technologies. It has helped the brand is competing with brands like Lexus on a global level. The increase in the usage of technology will provide the brand with the opportunity to expand its business and customer base. On the other hand, the brand sells its products at a high cost which decreases its demand and its competitive advantage. The parent company of Audi was accused by the Environmental Protection Agency in the US of the usage of computer software on diesel engines in the year 2015 (reuters.com, 2021). The software helped in improving the results of the emission tests in the US. 
Market structure is about the competition in the marketplace for products and services. There are various types of market structure those are a monopoly, oligopoly, perfect competition, and duopoly. In perfect competition, all the companies sell the same product and are price takers. All the companies in the perfect competition have a small market share. On the other hand, a monopoly market structure includes a single seller and a market that is restricted due to high prices or other factors (Hollenbeck and Uetake, 2021). In the duopoly market structure, two companies own the market with a nearly similar product. On the contrary, an Oligopoly market structure includes various firms that manufacture the same products in a single market. Volkswagen Audi falls under the Oligopoly market structure because the brand has to compete with other brands like Lexus of Toyota, Mercedes-Benz, and BMW (audicolumbia.com, 2021). Market structure helps an organisation to identify the market that the organisation or brand can penetrate or access easily. For long-run changes, the brand is working on producing a new engine that has zero-carbon emission by the year 2050 (audi-mediacenter.com, 2021). These long-run changes in faced by the brand due to the market structure and the competitors. The brand is also working on introducing battery-driven and electric cars for their long-run plans and changes. For the short-run changes, Volkswagen is planning on doubling its share of electronic cars in Europe to compete with its competitors (volkswagen-newsroom.com, 2021). The organisation has planned on exceeding the planned regulations of the European Union by concentrating on climate. 


[bookmark: _Toc91559471]Conclusion
From the above assignment, it can be concluded that factors like political, sociocultural, technological, legal, economic, and environmental modification can transform or change the global business environment. Companies engage in international trade to enhance their productivity and increase their consumer count. It has provided Audi with the opportunity to increase its sales rate and expand its brand name. The brand has been able to compete with companies like Toyota and BMW. Political factor-like Brexit has impacted the brand's profit margin and the sales rate of the automotive manufacturer also decreased due to the Coronavirus pandemic. The rise in innovation and technology has provided the brand with the opportunity to present various electric car models and increase diversity in their products.
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