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Forces Shaping the Business Environment of the Car Manufacturing Industry

The automobile industry is one of the fastest-growing sectors globally based on the increasing demand for vehicles globally. According to Oesterreich & Teuteberg (2016), the automobile industry is dominated by some of the most well established multi-national like Volvo, Toyota, Audi, and BMW, and so on. Even though the industry has been in existence for more than 15 decades, it is until recently that its effects on the environment have been realized. In the face of rapid technological advancement and globalization, consumer preferences have continued to change significantly, forcing car manufacturers to adopt different strategies to meet the changing needs of their consumers. As consumers are more attracted to cost-efficient and environment-friendly vehicles, this has forced companies such as Volvo to start producing electrified cars to achieve competitive advantage. Thus, in this PESTLE analysis, the forces that are currently shaping the business environment in the car manufacturing industry will be examined.  



PESTEL Analysis


Figure 1: Pestel analysis. Source: (Google 1, 2020)
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Political Forces
Political Stability
Political stability is an important factor for the stability of any given business. The automobile industry benefits from political stability in some parts of the world, while in others which are dominated by political instability it is adversely affected. Political instability can affect the growth of the automobile sector in two different ways (Craig & Campbell, 2012). 
Economic Policies and Emission Regulation 
Besides monitoring the safety factors of the car manufacturing sector, legislators are highly interested in controlling the environmental outcomes of motor vehicles (Balkyte & Tvaronavičiene, 2010). Major policies have been passed across the globe particularly in Europe to encourage car manufacturers to produce fuel-efficient and electrified vehicles as a way of minimizing the rate of carbon emission. 
Industrial Safety Regulation 
Motor vehicle driving is classified as excessively dangerous. Governments have therefore been keen to enforce strict safety measures for the automobile industry across the globe (Steinhilber, Wells & Thankappan, 2013). 
Economic Forces
Economic Growth Rate
In recent years, the global economy has achieved significant growth. With the growth, the standard of living for most people has improved resulting in a demand for cars. Specifically, most individuals are earning more an amount that grows every year (Nugent, 2017). Government Intervention 
Undeniably, innovation has become an important factor for most governments globally. Innovation is an important factor that influences the development of any given economy. Government intervenes through incentives that allow car manufacturers to maximize their production and sector a significant market share in the global market (Nugent, 2017). 
Type of Economic System
Based on the complexity of the automobile industry, a favourable economic system promotes growth. Free economic systems encourage the growth of car manufacturing by allowing innovation to take place (Falkner, 2017). The government allows the companies to operate freely without interfering with their operations as long as they meet the set standards of production. 
Socio-Cultural Forces
Demographics and skill level of the Population
 In the last couple of years, driving popularity has steadily intensified. Due to the growing need for efficiency in both social and economic sectors, driving has become an important part of society today. For convenience and efficiency, it is common for families to one at least one or more vehicles, and actually, owning a car is the norm in the developed world (Nugent, 2017). 
Class Structure
Social classes have changed drastically in recent years. Due to the growing incomes, social class dynamics are changing as the middle class continues to occupy most people. The change implies that most individuals can now afford to purchase luxurious vehicles given that their level of disposable income is high (Falkner, 2017). 
Culture 
In the past decades, vehicles were mainly considered to belong to the upper-class individuals. However, the notion has changed recently as individuals continue to view automobiles as an important part of life and a necessity for everyone irrespective of their socio-economic status. 
Technological Forces 
Recent Technological Developments
Rapid technological advancement has resulted in major developments across most industries, particularly in the automobile industry. In the last decade, a major technological shift has shaped the car manufacturing industry due to the emergence of electric vehicles and self-driving technology (Carrier, 2011). 
Impact on Cost Structure
 Automobile consumers continue to demand cost-efficient products as the overall cost of living has been going up in the last two or so decades. Cars that utilise fossil fuel are not cost-efficient based on their high fuel consumption besides generating high levels of carbon (Carrier, 2011). 
Technological Impact on Product Efficiency
Technological advancement has been vital in facilitating the development of an efficient automobile product (Falkner, 2017). Technological innovation has resulted in efficiency even in terms of lowering the product cycle to meet the changing needs of consumers. 
Environmental Forces
Climate Change
Climate change as a result of global warming has become a major concern globally. Human activities contribute heavily to carbon emission, which in return leads to climate change and other devastating effects like drought. Therefore, given that the automobile industry has been determined to be one of the leading contributors to pollution, governments have been campaigning for change in manufacturing and buying choices. 
Recycling 
Recycling is an efficient way of promoting environmental conservation. Recycling promotes the re-use of products rather than disposing of them as waste. Through technology, automobile waste can be transformed into usable products, hence protecting the environment. Besides, the approach leads to reduced operating costs and promotes efficiency at the same time. 
Environmental Pollution Laws 
 Several laws have been passed over the years to protect the environment. The transportation industry is a leading pollutant and therefore the laws have been set to control the rate of emission (Epstein & Buhovac, 2014). In the next ten years or so, Europe is seeking to get rid of all fossil fuel vehicles to adopt electrified ones to protect the environment. 
Legal Forces
Anti-Trust Law in Auto-Manufacturing
 In Europe and globally, the auto-manufacturing particularly the spare parts sector has drawn the interest of regulators of competition in the last couple of years based on its significance in economic development (Andriychuk, 2017). The anti-trust laws outlines and control competition in the industry while promoting economic growth and protecting consumers. 
Copyright Laws
 The problem of copyright is a huge concern in the auto-manufacturing industry. Different aspects of developing a vehicle such as a name, shape, design, and technology can be guarded through patent, copyright, or trademark laws (Carrier, 2011). Legal shutdowns in the industry are common for companies that steal copyrighted features such as car designs. 
Employment, Health and Safety Laws 
The productivity of the automobile industry is dependent on the employees. In that, they play an essential role in innovation as well as production in general. Therefore, employment laws prevent companies from discriminating against employees based on religion, sex, religion, race, sexuality, and so on. In addition, the safety of employees is a priority as they need to work in a safe environment to protect their well-being (Andriychuk, 2017). 

Porter’s Five Forces Analysis

Figure 2: Porters 5 forces. Source: (Google 2, 2020)
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The threat of New Entry
The automotive sector is characterized by a requirement for high investment capital. New entrants are therefore necessitated to invest a substantial amount of capital in terms of production equipment, facilities, labour force, and inventory. In addition, marketing plays an important role in creating awareness about the existence of a company. The average expenditure for new entrants as per the 2015 assessment is 1.47 Euros and it continues to grow (Karamuk, 2019). The expenditure is even higher when focusing on the production of electric vehicles, which requires a higher level of innovation and expertise. Thus, this explains why the industry is dominated by well-established organizations. Technological complexity serves as a primary entry barrier to the automotive industry for new entrants. A particular level of specialty is needed in the production of specific car components for BEV. The barriers of entry in the automobile industry are high and it will continue to increase in the next couple of years. 
Supplier Power
Due to the existence of limited dealerships in the automobile industry, suppliers possess high bargaining power over automobile companies. Automobile companies normally require thousands of car parts in developing a single unit and it is not therefore uncommon for the automobile manufacturers to retain numerous suppliers. In addition, the ability to retain specific suppliers helps in increasing the company’s bargaining power and this allows them to acquire parts at favourable prices resulting in a lower cost of production. The limited number of suppliers implies that automobile firms have low bargaining power. Most of the automobile firms rely on just a few suppliers than in the past as a way of achieving efficiency. In automobile production, the suppliers’ value addition has grown by about 56% in the past 20 years (Küfeoğlu & Hong, 2020). The overall bargaining power of suppliers in the BEV segment is moderate but it continues to rise. 
Threat of Substitution
The demand for electric vehicles has mainly been intensified by a positive perception among consumers with regard to environmental conservation and the desire to be early technology adopters. However, it is worth recognizing that there is another substitute that provides the same environmental conservation other electric cars such as bicycles, trains, and buses. The alternatives, however, do not provide the same level of convenience, reliability, and flexibility as electric vehicles. For the individuals that are attracted to electric vehicles on the basis of cost efficiency, this implies that public transportation might serve as a potential substitute. In addition, the substitute is more cost-effective despite the fact that they are not characterized by convenience. Existing substitutes for electric vehicles such as plug-in hybrids and hybrid provide similar benefits to BEVs (Özel, Davies, Ernst & Nieuwenhuis, 2014). In that, the vehicles provide convenience and cost efficiency based on their low level of fuel consumption. Therefore, for the electric vehicles market, the threat of substitution is moderate. However, as technology continues to grow, a low increase in the substitution threat is likely to occur in the near future. 
Buyer power
With respect to electronic vehicles, the demand is rather limited. The number of consumers that are willing and ready to purchase BEVs is low when compared to the demand for traditional vehicles. Most individuals are sensitive about adopting the technology, which is still in the first stages projecting that this will be a financial risk. However, the situation is not the same when dealing with electric vehicles. Automobile brands that are involved in the manufacturing of the vehicles are few as Tesla is the leader and Volvo has recently joined the race. The production of BEVs is low and these give the dealers a high bargaining power over the manufacturers and this generally affects the cost and in turn discourages consumers from adopting the vehicles (Özel, Davies, Ernst & Nieuwenhuis, 2014). Consumers are attracted to affordable products in general. Hence, the bargaining power of buyers in the electric vehicle sector is low but it is likely to increase in the next few years following mass production of the products. 
Competitive Rivalry
The automobile industry is characterized by a few automobile manufacturers due to the intense barriers of entry. However, the firms are well-established which gives them power in terms of controlling the market. Therefore the level of rivalry is high as each company is focused on achieving a significant market share for sustainability. Consumers in the automobile industry tend to be loyal to their respective brands for fear of acquiring a failing brand. For brands that serve their needs, it is thus unlikely that they will be required to change at any given time. The approach helps firms in maintaining and boosting their ability to attract new consumers (Chandrasekaran, 2020). Therefore, this intensifies the rivalry level while firms try to expand their share and competitiveness. This leads to the conclusion that rivalry is high moderate in the BEV market but it will grow in the near future as companies start venturing into the production. 

Figure 3: Europe Sales for Electric Cars
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Source: (Statista, 2019). 
How the car manufacturing industry has changed in the last few years?
The automobile industry has experienced significant changes over the last few years ranging from the introduction of strict environment laws, rapid technological advancement, the rise of hybrid and electric vehicles. Some of the regulation imposes huge fines and taxes on vehicles that use fossil fuel to discourage their production and purchase. The regulation is therefore responsible for the growing demand for electrified vehicles among consumers. Technological innovation has resulted in efficiency even in terms of lowering the product cycle to meet the changing needs of consumers (Bentley, Bailey & MacNeill, 2013). Auto-manufacturers are now keen to produce vehicles that are fuel-efficient to minimize the level of emission and consumers continue to demand electrified vehicles as part of protecting the environment.
 The cost of changing to electric vehicles is particularly high and this has been a major hindrance in the quest to promote the adoption of BEV vehicles. Most individuals are worried about the cost of purchasing the vehicles besides the high maintenance cost. At the moment electric vehicles are mainly preferred for short distances based on the need to charge them after a limited travel time (Luescher & Shetty, 2019). The cost of changing from fuel or hybrid vehicles might, therefore, have negative effects on the willingness and readiness of consumers to opt for electric vehicles. In this context, Volvo must alter its operational strategy to meet the changing needs of consumers in the market. The approach involves investing in marketing to create awareness about its products to ensure that it achieves competitiveness over the competitors. 
Critical Assessment of the Organisational and Changes that may take Place in Future
Different types of changes are likely to take place in the automobile and electric car industry in the future.  The changes are linked to technological advancement and wide use of artificial intelligence. Advancement in battery technology will serve a vital role in promoting large scale Electronic vehicles adoption. The car manufacturing companies will be able to introduce new cars through the use of advanced technologies such as sleeping alarm, figure lock and other measures that will be vital in improving the safety and security of users and the vehicles (Bentley, Bailey & MacNeill, 2013). The companies will be required to invest heavily in technology to satisfy the changing needs of their consumers and also as a way to comply with emission related laws.

[bookmark: _GoBack]Figure 4: Electric Vehicle Sales Forecast in The Future 
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Source: (Deloitte, 2019). 
Besides, besides focusing on the needs of their consumers, these companies will be using artificial intelligence to increase their overall production. The future will therefore create changes as companies focus on meeting ecological, legal and market needs in the face of rapidly developing technology (Luescher & Shetty, 2019). At the moment, the main challenge relates to the ability for the leading electric vehicles manufacturers such as Volvo to meet the needs of their consumers while at the same time protecting the environment from pollution. However, this will change in the future as technology will allow them to make more advanced vehicles through the use of environmental friendly materials. The changes will result in a competitive automobile industry as each company seeks to secure a competitive advantage through the use of technology. 


Conclusion
Based on the above analysis, the global business environment provides many opportunities as well as challenges for the automobile industry.  With the rapid technological development, the production and demand for electric vehicles will continue to rise. The analysis by PESTLE and the Porter’s five forces show that the EV industry is worth investing in. The development will create new opportunities for investors to explore. The production of electric vehicles is shaped by consumer demand, technological development, and government regulation. The government has been taking an active role in protecting the environment by enforcing laws and regulations that limit the level of pollution. The approach has also been critical in encouraging auto-manufacturers to produce eco-friendly vehicles. In addition, technological development has created opportunities for companies to pursue a change in the market to achieve sustainability and competitiveness in the highly competitive industry. 
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