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[bookmark: _Toc56673332]Introduction
Environmental analysis deals with the exogenous factors influencing the home environment with respect to the organisation’s internal as well as external factors acting as a stimulus for the operations of an organisation. The major forces that affect the business environment of the car manufacturing companies in United Kingdom have been critically evaluated by using the appropriate frameworks to assess the internal and external business environment. The automotive manufacturing industry in UK is known for their premium range of luxury cars and sports cars. The automotive industry in UK plays a fundamental role in the UK economy as it has generated over £82 billion turnover and proved its prudence (SMMT, 2020).The reputation of the UK Automotive industry is prestigious around the globe and hence the forces influencing the business environment of this industry shall be analysing by applying suitable frameworks.


[bookmark: _Toc56673333]Explain the major forces shaping the business environment of the car manufacturing industry. In your analysis, you should explain how the industry has changed in the last few years.
The business environment is shaped by the influence of various macroeconomic and microeconomic factors that the domestic and foreign atmosphere might endure. The major forces that have affected the car manufacturing industry have been analysed by applying the PESTEL analysis framework that would help assess the Political, Economical, Social, Technological, Environmental and Legal factors affecting the business in United Kingdom Çitilci, T. and Akbalık, M., 2020. 
	
	Factor
	Influence

	Political
	Car tax rate reform 2020 resulting in the surge of tax rates.













Brexit affecting the investments in the industry.
	The government is trying to push people for switching from a diesel car to a electric vehicle and do to do so they have introduced new road taxes which will increase tax rates for non-electric vehicles ((Chillingsworth, 2020). Rolls Royce started marketing their Cars by sending the message about how investing in their brand will reduce the running costs.

The automotive manufacturers in UK import their raw material from Europe and assemble them in UK. The decision about Brexit will affect the tariffs and the production costs of the companies (Thomas, 2019). Therefore the investments in the industry have deceased since the 2016 referendum

	Economical
	Sink in the GDP curve of UK due to lower sales of automotive industry.
	The automotive sales of UK car manufacturing companies make major chunk of the GDP of the Great Britain. The sales of the automotive industry were down by 46% in March due to the lockdown in various parts of UK (Hertzke, Middleton, Neu and Weaver, 2020).

	Social
	Consumer perception about autonomous vehicles.
	The UK citizens have turned more optimistic towards the self driving vehicles. This led to the Rolls Royce unveiling their first autonomous vehicle but due to the pessimistic mindset of their ultra luxury consumer  Torsten Müller-Ötvös the CEO of Rolls-Royce Motor Cars said the plans for further robotised cars are on hold (Gibbon, 2020)

	Technology
	Autonomous and Electric vehicle technology.
	The UK consumers are now more inclines towards the electric vehicle for a long term investment and hence many of the manufacturing companies are introducing technologically advanced robocars.

	Environmental 
	The fuel prices affect the carbon emissions.
	The UK consumer has turned cost sensitive as the fuel prices have been rising and hence so is the desire for the diesel driven cars instead of the Electric vehicles. The road transport has been reported to be one of the biggest sources of pollution in the UK (Environmental Protection UK, 2020)

	Legal
	Government incentives post Covid -19
	The industry in Britain is slowly picking up and the new legislative reform states the benefits of exchanging an old scarp car for a more environment friendly new vehicle will be beneficial for the consumer (Leggett, 2020) 




The forces that shape the business environment of an industry are influenced by the microeconomic and macroeconomic factors of the economy. The porter’s five forces model helps give us an insight over the internal and external powers and threats to the industry. This evaluation will help us understand the factors that have caused the recent changes in the car manufacturing industry of the United Kingdom. 
The Porter’s Five force examine the power of buyers, power of suppliers, threat of new entrants, threat of substitutes and the market rivalry of a particular firm or an industry (Lumbanraja et al. 2019). A detailed illustration of all the factors taken into consideration has been performed below.

1. Competitive Rivalry 
· Maturity Markets
The automotive industry bears firms which are well established as they are seasoned players of the market. This makes the competition even more intense as huge capital leverage is used for acquiring the market share. 8 out of 10 Cars that are manufactured in the UK are exported and in the year 2019 the production of the passenger cars in UK had dropped lower than the previous year (Statista Research Department, 2020). This increases the thirst of the well established firms to compete with cutthroat prices.

· Numerous competitors
There are almost 35 active British car manufacturers in UK as of 2018 where the major market share is covered by Aston Martin, Bentley, Jaguar, Land Rover, Lotus, McLaren, Nissan UK, Rolls-Royce and Toyota UK (Taylor, 2019). All these brands are considered prestigious around the world due to their quality standards and marketing. The cost competitiveness between them plays an instrumental role.

2. Threat of new entrants
· High capital required
The automotive industry requires a huge capital investment and might take years to cross the breakeven point. The manufacturing operations, hiring of skilled staff and developing a distribution network requires large resources which a new entrant might not be able to sustain in (Hirsh, Jullens and Kalpundi, 2016) Advancement and affordability is required to start a car manufacturing enterprise in UK.

3. Threat of Substitutes
· Public transportation
The increasing fuel prices are pushing people to use public transportation over investing in a car. The rail passenger revenue has been reported to have increased in the FY 18-19 as reported by the Department of Transport in UK. The Great Britain has a developed structure for public transportation and the cost sensitive consumer can switch to public transport easily (Transport statistics Great Britain,2019).
The threat of substitutes remains moderate as there is no other substitute rather than the Public transportation in UK.

4. Bargaining power of buyers
· Product differentiation 
The differentiation strategies used by the UK car manufacturing companies are based on product valuation, marketing, financing and distribution of automotive products. New vehicle buyers prefer to thorough with their research and think about a long term perspective before making a purchase. The long term perspective includes the fuel costs and road tax. The UK cars have a varied selection of models and hence the buyer has many models to choose from which gives him the option to walk away from the deal. This augments the power of the buyer.
5. Bargaining power of the supplier
· Brexit influencing the investments 
The automotive manufacturers in UK import their raw material from Europe and assemble them in UK. The Brexit will affect the import tariffs and hence decreases the profitability (Thomas, 2019). Rolls Royce recently cut the prices of their suppliers as it has to manage sustaining during the COVID -19 outbreak when the sales were relatively low (Hollinger, 2020). The automotive companies are looking forward to focus on their domestic suppliers and hence this makes the bargaining power of their current suppliers weak.
 The Porter’s five forces and the PESTEL analysis examined the forces shaping the business environment of the car manufacturing industry of UK and the detailed illustration analysed how the recent changes have affected the business operations
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Provide a critical assessment of the opportunities and challenges that these forces present and discuss how firms can best position themselves to gain a competitive advantage.
The competitive advantage of the firms in the automotive industry of United Kingdom is affected by the microeconomic factors of the economy and hence the SWOT analysis has been performed for analysing the Strength, Weakness, Opportunity and Threat.

	Strength

· Research and Development

The UK government has invested heavily in the automotive industry in the past and continues to do so. In the year 2015 the government invested nearly £2.4 billion in the automotive R &D (Technology & Innovation - SMMT, 2020)



· Product Innovation

The technological reforms have influenced the type of products that the automotive industry is launching the past few years in the UK. The development of autonomous technology and fuel efficient machinery has put the industry ahead of the world in its discipline (Kirkland, 2019)

· Increase in demand of luxury vehicles

The UK consumers favour the interior design , experience of ownership, exterior design and the brand value to be associated with the purchase of a car and thereby the major car sales of the UK automotive market has gone up (ET Auto, 2020)

	Weakness

· Inflexible competition

There is a wide range of suppliers in the UK automotive industry which makes competition stiff and hence there is a strong market competition. Rolls Royce recently cut the prices of their suppliers as it has to manage sustaining during the COVID -19 outbreak when the sales were relatively low (Hollinger, 2020).

· Government regulations

The stringent government regulations that favour the environmental impact awareness have made the automotive manufacturers change their product marketing. The automotive manufacturers are now shifting from the diesel based cars to introducing the electric vehicles.


· Brexit affecting the investments

The automotive manufacturers in UK import their raw material from Europe and assemble them in UK. The decision about Brexit will affect the tariffs and the production costs of the companies (Thomas, 2019). Therefore the investments in the industry have deceased since the 2016 referendum


	Opportunity 

· Market Expansion

The UK automotive industries have a chance of expanding in the Asian & BRIC markets as they have a lower presence there and hence this phenomenon poses as an opportunity of the industry to further capture the market share and use this as a competitive advantage.


· Hybrid and electric vehicles

The hybrid and electric car market growth rate is promising to the UK automotive market and this encouraging trend foresees a profitable sale in the future (Lily,2020)

	Threat

· Environmental Regulation on carbon emissions
The government is trying to push people for switching from a diesel car to a electric vehicle and do to do so they have introduced new road taxes which will increase tax rates for non-electric vehicles ((Chillingsworth, 2020). This reform makes the people inclined towards the purchase of a electric vehicle over a diesel vehicle.

· Volatile fuel prices

The UK consumer has turned cost sensitive as the fuel prices have been rising and hence so is the desire for the diesel driven cars instead of the Electric vehicles. The road transport has been reported to be one of the biggest sources of pollution in the UK (Environmental Protection UK, 2020)


 
A competitive advantage can be gained by the UK automotive firms by tackling the threats and weaknesses and focus on the strengths and opportunities to sustain and grow in the market. 


[bookmark: _Toc56673335]Conclusion
The PESTEL analysis of the automotive industry gave an insight on how the macroeconomic factors influence the operations and profitability of the car manufacturers in United Kingdom. The automotive industry plays a huge role in the economy and hence these factors are critically assessed and supported with relevant examples. This framework helped comprehend the threats to the operations of the businesses and profitability. The threats towards the automotive industry are certainly on the lower side whereas the net power of buyers and suppliers are moderate. The market rivalry is indisputably elevated due to the current trends in the economy. UK automotive industry is run by large scale businesses and hence they are known to apply competitive strategies to conquer their market share. The SWOT analysis framework has helped understand the problem areas in the market and given an insight on the focal points to gain an edge.
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