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EXECUTIVE SUMMARY

This report has the aim of helping a large scale multi-national company to deal with the outcome of Brexit. The report focuses on BMW, who are a company who operate and sell cars all over the world but tend to do a lot of business in the United Kingdom, as well as having production factories situated in England. 
The report begins with an introduction to BMW, discussing the background of the company, with reference to where and when it was founded, along with any other useful pieces of information relevant to the reader. The report then takes a look in to the key reading available that supports the need for this project. Information is included regarding the potential outcomes Brexit could bring. The report then includes the overall aim of the project, before listing a few objectives the report will meet in order to get to the end goal. 
In section 2 of the report, it looks at two different methods used for environmental analysis to help support the justification of this project. The first method discussed is a PESTEL analysis, looking at Political, Economic, Social, Technological, Environmental and Legal factors. The report also includes the Porter’s Five Forces model and discusses potential key problems such as bargaining power of suppliers and customers, threat of new entry in to the market, competitors and substitutes. This model is also spoken about in the context of what could happen if Brexit was to come to an unfavourable conclusion for BMW.
The report then goes on to mention the research methods used, highlighting the importance of secondary research for BMW. The report then discusses the findings made through the report so far, commenting on what is likely to happen and analysing what has been found. 
Finally, the report concludes before given recommendations on how BMW can prepare for all outcomes of Brexit and how they can develop a detailed corporate strategy to deal with whatever Brexit brings. 





1. Introduction
1.1        Introduction to the organisation

On the 23rd June 2016, the decision was made by the UK population though a referendum, for the United Kingdom to officially begin the process of leaving the EU. The result and the aftermath of the vote has caused division and controversy, with a lot of uncertainty coming from the result for businesses and people alike. Despite the uncertainty Brexit has brought, one thing that is certain is that it is constantly being spoken about. It is a topic that nobody can get away from, especially businesses, highlighting the importance of knowing how it is likely to affect them. Brexit is especially prevalent to foreign based businesses, with the importance of which being explained further in the report. Due to this, the aim of this report will be to help an EU based company to see how they will be affected by Brexit and how they can overcome the challenges to continue to thrive. The company the report will focus on is BMW and how their sales will likely be affected and how they have been affected already.
BMW was founded on 7th March 1916 as Bayerische Motoren Werke AG (BMW Group, 2018). BMW employ over 134,000 employees across Europe as of 2018. Alongside this, they have 31 production locations across 15 countries (BMW Group, 2018). Statistics show that BMW’s UK market share sits at around 5.85% as of July 2019, however it has reached highs of nearly 10% in the year prior (Statista, 2020). BMW as a company has always been innovative, stretching back to their original roots, where they initially a successful manufacturer of airplane engines, setting records for altitude and speed (AutoHauzAZ, 2020). 

1.2        Project justification

This project is important to BMW as Brexit is a key issue that has been affecting the United Kingdom and its residents for years. Having uncertainty in this way could potentially affect the way in which BMW will trade with its suppliers and its customers. This is due to there not being full trade agreements in place currently, meaning they will be unaware as to whether it will become more or less expensive to purchase from suppliers in other countries. As mentioned, Brexit is a key issue for BMW alongside the automotive industry and other foreign companies operating in the United Kingdom. Due to this, there is no shortage of literature that supports the need for this sort of project. Firstly, BMW has already been facing disruption in their operations, as in October 2019, BMW had to make the decision to temporarily close down a production factory in Oxford, amidst fears of a hard Brexit (Farrell, 2019). Although the UK has now officially left the EU, the terms of the agreement will still likely take some time, pushed back even further by the ongoing COVID-19 Pandemic. Despite this, when the world goes back to ‘normal’, and negotiations resume, conditions mirroring what is described as hard Brexit could likely be worst case scenario for BMW. A hard Brexit would take the UK entirely out of the EU, including the single market and the customs union (Chaplain, 2018). This would likely cause trade to be far more expensive for a German based company trading in the UK and could potentially raise the question on whether it is worth trading there at all. Also, by not having a good deal between the UK and the EU, any trade between companies would likely have to be done using WTO (World Trade Organisation) rules, which again could make it much more expensive (The UK in a Changing Europe, 2020). Alongside a potential hard Brexit, is the possibility of a No-Deal Brexit, which could be equally as troubling to BMW. It has been suggested that in the result of a no-deal Brexit, BMW may be forced to remove certain car production lines, such as the Mini, which is a successful seller in the UK. If this was to occur, BMW would see a sharp fall in UK sales and market share (Musk, 2019). With Brexit looming, it is expected to affect not just BMW, but the entire automotive and manufacturing industry as a whole, with some predicting around a 50% decrease in production for the UK automotive industry in a worst case scenario (Riley, 2019). Experts have claimed that since 2010, the manufacturing industry has seen new levels of success, which can be attributed to the UK’s membership of the EU, making trade and manufacturing easier and cheaper (Bailey and De Propis, 2017). The industry is also responsible for around 800,000 UK jobs (Bailey and De Propis, 2017). More useful information to BMW is how Brexit will likely affect and how it has been affecting UK residents spending habits. A report published in Deloitte found that ‘in the second half of 2017, the economy slowed as consumers feel a squeeze on spending driven by rising inflation and low wage growth’ (Walton and Perkins, 2017). These facts, alongside recent events such as COVID-19 have changed consumer attitudes towards spending, as well as confidence in both the government and the economy. If people are not confident in how the economy will react to Brexit, it will make them less likely to invest in high quality luxury goods such as the vehicles BMW specialise in. Another piece of information, which could be potentially positive to BMW is that the UK leaving the EU could mean more disposable income through the removal of EU VAT (IG, 2020). Another key piece of literature shows that if Brexit does not have a favourable outcome for businesses, there could be tariffs on exports to countries in the EU such as Germany and imports to the UK making trade far more expensive and reducing BMW’s profitability (Eisenberg, 2020).

1.3        Aim of the project

The main objective of this report is to help BMW to see the potential positives and negatives that Brexit could bring. The report will look to help them figure out how they can continue to operate in the United Kingdom after Brexit has been completed and how they can maintain strong sales numbers and a strong market share. The report will also highlight any changes they should be expected to face in their day to day operations.

1.4        Objectives

The objectives of this report will be to first carry out an environmental analysis for BMW using both a PESTEL analysis and using Porter’s Five Forces. 
The second objective will be to critically analyse the position of BMW and how that could potentially change for better or worse (e.g. depending on the outcome of Brexit. Soft, Hard, No Deal etc). This will be done using secondary research. The findings will then be discussed and analysed.
The report will then conclude, before finally giving recommendations to BMW based on the investigation and the information gathered. Linking to previous findings, the report will look to establish solutions that BMW can then use in their future business plans.  
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2. environmental analysis
2.1 PESTEL ANALYSIS

There are two key methods of environmental analysis which are applicable to BMW and the key objectives of this report. The first method is a PESTEL analysis. A PESTEL analysis is a tool used by marketers and in other areas of business to analyse and monitor the macroenvironment (external environment) and the factors which would impact the organisation (Marshall, 2020). The PESTEL model looks at 6 key areas that could greatly affect business performance and how they are able to operate. The 6 factors are Political, Economic, Social, Technological, Environmental and Legal. This acronym is key to any business to understand and with the impact of Brexit, the way in which each factor affects BMW could change, making it important to analyse. PESTEL analysis is especially useful when a company is looking to set up a strategy or tactical plan (Oxford College of Marketing, 2016).
The first key factor is Political. Firstly, as is very apparent, the level of uncertainty we are currently facing in our world, brought on by the unstable political nature of our government and outside factors such as COVID-19, has led to both businesses and residents of the UK being left without answers. For BMW, they would be unaware of how much government intervention they would likely face in a post EU United Kingdom. Despite the UK officially leaving the EU on January 31st, 2020 there is still going to be many months of negotiations on the future relationship of the UK and other European countries in the EU. The UK is currently in a period of transition (Edgington, 2020) with the EU in which negotiations over free trade agreements are set to take place (BBC, 2020). BMW will need to be hopeful that an agreement can take place, in order to allow free trade to continue, meaning no added costs to production. These could come in the form of new trade, fiscal or taxation policies. Alongside this, other key areas would need to be discussed such as data sharing and security, potentially changing the way in which BMW are able to advertise (BBC, 2020). The second factor is Economic. It is fair to say that for BMW, due to them being a profit based organisation whose main aim is to make as much money as possible, the strength of the economy is arguably the most important factor. This is because the stronger the economy is, the more likely a business that sells luxury goods is going to perform well. A few examples of economic factors include interest and exchange rates, inflation, taxes, demand and supply and unemployment rates (Bush, 2016). One of these economic factors which is extremely prevalent is unemployment rates and wages. This is due to the way the consumer goods sector and consumer spending is affected by uncertainty. For example, if a person does not have assurances of a steady income, or are not getting fair wage rises, they will be less likely to invest in luxury goods such as BMW cars which will affect sales (Maverick, 2020). Brexit bringing potentially higher interest rates and prices through inflation would also affect sales, as if prices are increased, consumers will have less disposable income after covering basic necessities, making it unlikely consumers can purchase luxury goods (Maverick, 2020). Exchange Rates will also affect BMW’s profit margins, as they source car parts from Germany who use the Euro, which could fluctuate after Brexit (Maverick, 2019; Karkaria, 2018). Worryingly for BMW, as of April 2019, car production had seen a dramatic reduction due to the British economy shrinking (Partington, 2019).
The third factor is social, arguably a less pressing issue to focus on, however it is definitely worth BMW factoring in any social changes that might occur due to Brexit. For instance, Brexit may see a change in culture for British consumers, due to them no longer being apart of the EU, people may be more open to the idea of supporting British car companies instead of foreign based ones such as BMW, bringing with it a socio-cultural change in the UK (Masovic, 2018).
The fourth factor is technological and is very important, especially to a car company that prides itself on innovation in its field. Not only does technology improve innovation, it is especially important for making manufacturing and distribution more streamline and efficient. A piece of work in Deloitte, shows a prediction of how the UK leaving the EU without a comprehensive deal on the table would badly disrupt the technology sector, impacting innovation (Deloitte, 2019). The result of Brexit is expected to make a large quantity of people in jobs surrounding car companies, leave the United Kingdom in search of work elsewhere. This would lead to a potential shortage of skills within the country. One study has shown that 16% of the UK’s current tech employees will likely plan to leave the country in hope of enhancing their career elsewhere (Hurst, 2020). Alongside this it is expected that around 25% of workers involved in marketing, media and design could also look to other countries, alongside 18% of engineering and construction employees (Hurst, 2020). This would be extremely worrying for BMW, especially in terms of remaining innovative whilst also being able to market their vehicles correctly in order to not lose sales and market share. If this was to happen, BMW would need to quickly think of ways to incentivise staff to remain working for them in their UK stores and warehouses. Losing this amount of talent could mean BMW will be unable to innovate in the way they hope for within the UK, potentially losing out on a lot of sales. On the other hand, not all business experts believe leaving the EU will be as detrimental, as one states that the UK’s membership of the EU neither hindered nor aided the technology sector (Grinaker, 2019).  
The second ‘e’ in the PESTEL analysis is environmental. This factor could change the way businesses need to operate in the UK after Brexit, in terms of sustainability or by incorporating CSR (Corporate Social Responsibility).  For BMW, incorporating CSR is especially important in todays society, as consumers place value in purchasing from companies who are sustainable, care about the environment and give back to society (Schooley, 2019). After Brexit, the UK could potentially have new guidelines and regulations that are expected to be met in terms of what businesses need to do to remain sustainable, and what they have to give back to society. It is imperative that BMW follow this closely as otherwise they may face turning customers off if they do not appear to be adhering to CSR or protecting the environment. Any new regulations could also make production more expensive for BMW.
The final factor is legal. The legal aspect of any business can be imperative, especially for a foreign company as it is important they know the laws of the country they operate in. legal factors include environmental legislation, employment law, trade laws, health and safety laws and data protection regulations. Although the UK and EU are currently in a transition period meaning all laws are still being given through the EU (Practical Law, 2020), BMW will have to be aware of any potential changes that could affect business. This stretches to many different avenues of business, from commercial laws to advertising laws and so if the UK does decide to come away from the EU’s regulations, BMW must be prepared for that. 
Overall, by doing this PESTEL analysis, it is clear to see that the business environment in which BMW operates is highly volatile, made even more so by Brexit. BMW and its owners will need to ensure they have a good understanding of all the external factors that could affect them if they are to continue being a success in the United Kingdom. 
2.2 Porters Five Forces

Another useful tool that could be used to help BMW with an environmental analysis is Porter’s Five Forces. Porter’s Five Forces as a model looks at the overall business position of the company, showing factors businesses need to focus on. The five elements revolve around customers, suppliers, current competitors, substitute products and new entries in to the market (Visual Paradigm, 2020), a diagram of which is shown below: 
[image: Five Forces Model]
Figure 2-1 Porter’s Five Forces Model (Visual Paradigm, 2020)

This model is a good way of showing the position that BMW are currently in, whilst also analysing where they are likely to be after Brexit. Porter’s Five Forces model can also help to determine a company’s weaknesses and strengths, the level of competition they are facing and help to develop a corporate strategy to enhance their long term profitability (Chappelow, 2020).
The first section to analyse through Porter’s Five Forces is the bargaining power of suppliers. This is one of the trickier sections to analyse, as BMW’s position with their suppliers will also largely depend on how their suppliers cope with Brexit as well. For example, BMW currently source their car parts from Germany and across Europe, this could first cause problems as the result of Brexit being a hard/no deal scenario would mean extra import fees they would need to pay to get their car parts. Due to the innovative technology used by BMW, and the fact they have all of their car parts specifically made (BMW of Peoria, 2019), BMW’s suppliers would likely have a lot of bargaining power to up their prices to account for any additional costs. This is because BMW would find it hard to find another manufacturer who produces the exact same specialist pieces leading to a potential reduction in quality and profit margins. Although BMW do source their car parts mainly from Germany, they do also have production plants in other countries such as China, meaning one alternative would be that the UK car manufacturers only purchase from those countries outside the EU to reduce costs. BMW also do have around 40 suppliers in total (TopCars, 2020), so the likelihood is that if a percentage of them were to up prices, they would be able to more heavily rely on those suppliers who keep prices the same.
The second key area of this model is the bargaining power of buyers. As discussed in the previous model of PESTEL, Brexit could spell a reduction in real wage and disposable income for UK residents, which is always going to be bad news for a high end retailer such as BMW.  In this case, it becomes less of a problem of consumers bargaining power as many will not be able to purchase in the first place. For those individual customers who do still have the disposable income to purchase these products, their bargaining power is low, and BMW can afford to up prices fairly to cover additional costs without the risk of losing customers.  However, if BMW see sharp declines in sales, it may lead to the ability for customers to haggle lower prices (Andrew, 2011). The main problem for BMW comes in the way of their bulk buyers, for example BMW may have companies who buy fleets of their vehicles to use in their own businesses, if these customers see rises in the cost of everyday business, they will have more wriggle room to negotiate better deals or else swap to competitors for no additional fees (Pratap, 2019).
The third factor to consider is the threat of new entrants. The threat of new entrants is in no way a factor to worry about for BMW, as the automobile industry’s high cost of entry, economies of scale and barriers to entry make it near impossible to enter in a stable economy, not to mention the additional fees added due to Brexit (Stringham, Miller & Clark, 2015).
The fourth area to consider is whether there is a threat of customers going for products produced by competitors instead. If BMW’s prices were to be drastically raised by Brexit, people may choose to go for luxury car brands that are founded in the UK such as Rolls Royce, Jaguar and Aston Martin as they will be produced in the UK and already prove popular (YouGov, 2018).
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Finally, the last area to consider is the threat of substitutes. This again is an area less likely to affect BMW, as although there are alternative modes of transport such as buses, taxis or trains, people in the market for a luxury car will be unlikely to choose against it and instead go for a mode of public transport instead. This is because people who shop for these types of vehicles are typically in the market for style, convenience and comfort which you don’t usually get from public transport. 
3. RESEARCH METHODOLOGY
3.1 Primary research
In terms of primary research, due to the size and stature of the company in question, it is difficult to acquire primary research from within BMW, so all information for the report has been done through secondary research.

3.2 secondary research

Although no primary research was taken out, there was an abundance of secondary research used throughout the report to justify the need for this report. Secondary research comes with many positives over primary research, such as ease of access and the fact it is of a relatively low cost to acquire and in many cases often free (KnowThis.com, 2020). Another benefit of secondary market research is that it has given the report a wide range of data and resources that would be near impossible to generate for a company the stature of BMW. Rather than first hand putting on focus groups etc, it has allowed for the report to use data of others to get a grasp on what is expected to happen (Cameron, 2018). Using this type of research also enhanced the credibility of the data found in the report as it can be taken from experts who specialise in these topics (Eichberg, 2014).


4. Findings and analysis

From the information gathered using secondary research, the report has made findings that could help BMW to develop a strategy of how to deal with what is likely to come from Brexit, whether that be a Soft, Hard or No Deal Brexit. The report has found there to be many key areas of information helpful for BMW, however BMW must be careful as to take a non-biased approach when analysing the data and look to prepare for all outcomes by expanding their knowledge on what Brexit could bring. By using a PESTEL analysis, the report has found that BMW will need to be aware of the political and legal landscape that is likely to change over the next year due to Brexit, as shown in part 2.1. The report has also found that BMW will need to be prepared for economic instability in the UK and so must be prepared to account for either short term or longer term rises in costs and decreases in sales. BMW must also try to ensure they can continue to technologically advance their products to gain a competitive advantage and so will need to ensure the UK’s technology sector doesn’t suffer due to Brexit. 
Using Porters Five Forces, BMW should now be able to see that in a worst case scenario of a Hard Brexit, their suppliers may hold more bargaining power alongside their bulk buyers e.g. big companies using them for their own businesses. However, BMW will now know they have less to worry about in terms of threat of new entries in to the market and customers choosing substitute products over them.
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6. CONCLUSION

To conclude, the report has found that BMW will have to closely monitor the developments of Brexit. BMW will need to hope for a soft Brexit, however if the worst case scenario does happen and the UK leaves either without a deal or with a hard Brexit, they need to be prepared for a rise in the cost of production, a decrease in profit margins and a potential loss of sales due to a struggling economy. BMW can use the two environmental analysis pieces provided to develop a corporate strategy that will best help them to prepare. 

7. Recommendations

The report recommends that BMW act quickly and decisively to develop a strategy to help deal with the outcome of Brexit, rather than reacting after the fact to any problems they may encounter. This strategy can be developed with the help of the information found in the environmental analysis in section 2 of the report. 
The report also recommends that BMW look to establish pre made deals with existing bulk customers and suppliers to account for a worst case scenario Brexit, meaning that they will not be left surprised if they encounter any added fees. 
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