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The automotive industry forms an important segment of the world economy. As per forecasts for passenger cars, the global sales are expected to be around 60.5 million units during 2020 (Statista, 2020). The automotive industry has been going through defining technical innovations with increased emphasis on personal mobility and social participation being the growth drivers. Global Electric Vehicles (EV) segment is expected to grow at a CAGR of 22.6% during the period 2020-2027 (Allied Market Research, 2020). The report considers the case study of Volvo Electric Cars and refers the article ““Electric vehicles in Europe: gearing up for a new phase?” to understand the important factors affecting the car manufacturing industry and the future trends for the industry with special emphasis on why electric cars are gaining prominence and giving the companies a competitive edge.
[bookmark: _Toc39253681]a) Major forces shaping the business environment of the car manufacturing industry and changes to the industry in the recent past
The automotive industry, including the electric car segment, has undergone drastic changes in the last decade due to the impact of various external and internal factors. Digital technological advances, change in customer preferences and global economic scenario are major factors which have had a huge influence on the automotive industry and impacted its evolution (Global Automotive Industry Outlook, 2019).  PESTLE analysis and Porter’s Five Forces would help to better understand the forces which shape the business environment of the car manufacturing industry, especially the electric vehicle segment.
[bookmark: _Toc39253682]PESTLE Analysis 
PESTLE analysis provides an evaluation of the macro-economic forces which impact an organisation’s business decisions (Thomson & Camp, 2018). The PESTLE analysis of the car manufacturing industry reveals the following forces.




PESTLE Analysis
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Figure 1: Source (Professional Academy, 2020)
Political Factors
Political stability or changes in governments in the country of operations have a major influence on the car manufacturing industry’s operations, for example post-Brexit political situation in UK would have a huge bearing on the UK automotive industry. With global governments, favouring low emission vehicles, the government regulations with respect to fuel efficiency standards and safety measures is another factor which is a major driver for innovation in the industry especially helping the electric car segment (Amsterdam Roundtable Foundation and McKinsey & Company , 2014) .Taxes  and tariffs imposed by the governments also increase costs for the industry. Labour regulations of the land also have a major impact on the cost of operations for the industry (Global Automotive Industry Outlook, 2019). Due to its cheap labour, China is becoming a favourite manufacturing unit for the car industry.

Economic Factors
Economic Factors have a huge impact on the buying power of consumers and business growth globally. The slow economic growth over the past few years has dampened car sales resulting in lower growth for the sector. Unemployment and interest rate fluctuations are major factors, increasing the competition in the industry. Disposable income, inflation, gross domestic product and exchange rates also hugely influence the car sector (Allied Market Research, 2020). Demand and supply of critical inputs like oil, minerals, skilled labour etc also have a huge impact on the operating costs for the industry impacting their operations and business decisions.

Social Factors
Social trends and growing disposable incomes have led to customers having an upper hand with respect to their preferences and tastes. With the growing younger global population, auto makers have to manufacture models keeping this age customer preferences in mind, resulting in many new models going out of style. 
Technological Factors 
Digital technology and innovation are one of the main growth drivers of the automotive industry in recent times. Higher the innovation, greater is the company market share. Tesla has emerged as a key influencer with its electric vehicles and challenging the traditional dealership business model (Value Line, 2015). Technology is hugely being relied upon more by the automotive sector with software’s’ being developed to allow high-tech driving and other tech driven features with safety being a key concern. 
Environmental Factors
With the environmental law getting stricter, and governments favouring environmentally friendly and low carbon emission cars, the companies which have adapted such measures have received more tax subsidies and government favour. Pollution control tests are also the norm of the day for vehicle manufacturers and are getting more stringent.

Legal Factors 
Legal factors also have a major role to play in the performance of the car brands. Quality of product, safety measures, pollution control tests and lower carbon emission vehicles are some of the laws which have to be abided by this industry making competition even tougher. 

[bookmark: _Toc39253683]Porter's Five Forces 

Porter’s Five Forces model helps in understanding the factors which give a competitive edge within an industry (Porter, 2017). It also helps companies to re-align their strategies to improve profitability and maintain competitive advantage. The model has been used to analyse the factors which impact the car manufacturing industry.
Porter’s Five Forces
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Figure 2: Source (Disruptiv Nation, 2019)
Supplier Bargaining Power

In the automotive industry, the bargaining power of suppliers in normally on the lower side as the suppliers have low level of forward integration, greater monopoly and purchasing power of the auto brands etc (Global Automotive Industry Outlook, 2019).The suppliers to such huge brands are normally of small or moderate size indicating their limited control in the distribution and sale of their goods. Some major brands go in for backward integration, like, Tesla which is the main supplier for electric car battery cells giving it more bargaining power over other suppliers.

Customer Bargaining Power

With growing disposable incomes and changing preferences, customers in the automotive industry enjoy a high bargaining power, where firms are now more focussed on customer centricity (Global Automotive Industry Outlook, 2019). Companies like General Motors, etc are developing environmentally friendly and safe cars keeping customers as the focal point of their strategies. Increasing competition, government emphasis on customer safety and lower emission fuel cars; more options for consumers and related factors have all led to high customer bargaining power making auto industry go in for innovation and digital technology to cater to the growing demands.
Threat of New Entrants

Threat of new entrants for a reputed brand is very low as new entrants have high entry barriers. Other than huge capital investment, there are many regulatory barriers like permits, making entry difficult for new players. New entrants will also face stiff competition from reputed brands and it would be difficult for them to build trust, brand visibility and brand loyalty.
Threat of Substitutes

The threat of substitutes is moderate for the car manufacturing industry, including the electric vehicle segment. Competitors and other substitutes include transport services like public transport, taxi services like Uber etc. It is not easy for a new substitute to enter this sector due to the existing branding and customer loyalty. Also, customers feel more independent to owning a car and new advanced models give higher benefits to them.


Rivalry

The threat from competition is very high in the automotive industry due to very large number of companies in the fray. The electric industry segment is a very competitive environment as increased emphasis on technology and innovation along with environmentally friendly measures have only added to the rivalry.
[bookmark: _Toc39253684]b) Critical Assessment of the future changes to the automotive and electric vehicle segment 
The automotive industry has been evolving at a rapid pace due to changes in customer demands, advances in digital technology and government rules and regulations for environment friendly vehicles. Original Equipment Manufacturers’ (OEM) and other important industry segments are going for the new trend on a serious note as this is what the future holds for the automotive industry. Political upheavals like Brexit are also going to impact the way auto industry will operate in future. Current trends like reduced sedan sales, increasing demand for more eco-friendly and fuel-efficient cars like electric vehicles, and more digitally value-added services will continue to impact the running of the automotive industry (Global Automotive Industry Outlook, 2019). With the growth of mobility companies like Uber, alternative forms of vehicle ownership like subscription services and digitally run ride services; and revenue sources are another important aspect which is impacting the auto industry would operate in future also. Vehicles are being modified to ensure more safety measures as regulated by the governments, like backup sensors to ensure customer safety (Schwab, 2017). There is a drive to go for driverless automobiles in future which could be a turnaround for the industry. Software implementation is happening at a rapid pace in the auto industry, for example, to gauge tire pressure, use in backup cameras etc. Government regulations are also driving innovation in the industry, like raising fuel efficiency standards to 54.5 miles per gallon by the year 2025 (Value Line, 2015). Companies are going in for fuel efficiency by going in for lighter weight materials in their products like aluminium and better vehicle designs 


The Electric Vehicle (EV) segment is slowly gaining popularity in the car industry due to changing customer preferences for environmentally friendly models. 
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Figure 3: Source (Visual Capitalist, 2019)
EV’s not only help the environment but they are also very cost effective with their batteries showing five times more efficiency than that used in traditional gas powered vehicles (Visual Capitalist, 2019). Tesla, though a new entrant is leading the change in the auto industry through its emphasis on EV’s and by challenging the traditional dealership business model by going in for direct consumer sales. The company has managed to sell only around 67,000 electric vehicles (EVs) since its inception, whereas the global automotive sales were around 80 million during 2015. Still, Tesla managed to get a $30 billion market cap due to its innovative technology and introduction of new models, leading the EV segment as an attractive option in the future. The company is also going in for direct sales to consumers, thereby challenging the traditional dealership model (Value Line, 2015).Dealers and state governments are putting new laws to blocks such sudden disruptions to trade but in future this may not be possible because of Government itself going in for EV’s as a fuel-efficient sector. 
There are however, certain issues with battery driven cars. They take longer time to charge as compared to fuel driven car. Many countries are still slower in rolling out charging points at regular intervals. Also, by going in for automation and electric cars would require a lot of charging infrastructure which is still in the nascent stage at present, could be a threat to current employment in the industry. Though there are changes in customer preferences, still how consumers would adapt to electric cars on a normal scale is still not certain (Allen, 2015) Rapid developments are taking place in battery and charging technology to counter the challenges faced but there is still a lot of uncertainty which should get a lot more clearer in the future
Car makers are facing the heat from European Union to cut the carbon dioxide emissions by 40% by 2020 but the goal looks still far due to drivers still preferring heavy duty vehicles because of its speed and strength. The benefits of electric cars are huge notwithstanding the above challenges. Adopting to electric cars will also lead to less smog in the air, leading to less air pollution. Electric cars are finding favours with customers who are looking in for environmentally friendly vehicles to lead a sustainable life. With Government also giving tax subsidies for companies going in for fuel efficient cars, electric cars could drive more sales in the future.
The auto industry is going through rapid developments which has been influenced by various internal and external forces. Technological advances, customer preferences and government regulations towards fuel efficient cars are going to be the focus of the automobile industry in the coming years. Governments are giving more tax subsidies for companies which are resorting to fuel efficient vehicles like electric cars. With customers becoming more environment conscious, the need for electric cars could grow rapidly in the near future changing the whole manufacturing set-up of the auto industry. Going in for automation also would mean less manual intervention which would require companies to look at ways and means to accommodate the current workforce thereby ensuring that their jobs are not going to be redundant in the near future. Companies should look at upskilling their workforce to deal with the changing environment in the auto world. This would ensure that businesses are ready to adapt to changes and labour market flexibility is also maintained. Companies which are quick at adapting to such changes would have a better competitive edge and a higher growth potential.

[bookmark: _Toc39253685]Conclusion
The report covers the latest trends in the automotive industry and especially the electric vehicle segment. PESTLE Analysis and Porter Five Forces have been applied to understand the factors which impact the industry. The major changes taking place in the auto industry have been explained. The reasons for the drive towards electric cars have also been given. The challenges with respect to implementation of electric cars as the norm has been briefly explained. The report shows that the future is bright for EV segment and innovation and technology being the main growth drivers. Companies should adapt to such changes by going in for innovation and technological advances to be ahead of the competition and lead the growth curve.
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A Small but Growing Market
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