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PART 1
Introduction
Since the advent of the internal combustion engine more than a century ago, the automotive industry has never advanced so much as in the past decade. With global warming becoming a reality rather than a looming future possibility, electric vehicle manufacturers are scrambling to address the effects of adverse climate change by embracing the “green movement” that is sweeping the world. The most visible chapter of “going green” is the gradual decline of the use of fossil fuels. It has been established that the use of fossil fuels is adversely affecting global warming. Hence the switch from fossil fuels to electricity in the automotive industry. 







PESTLE Analysis of the Automotive Industry

This PESTLE analysis will look at the Political, Economic, Sociocultural, Technological, Legal, and Environmental factors that play a part in shaping the automotive industry, in an effort to predict possible trends in the car industry and car market.
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Source: (Makos, 2015)

1. Political factors: safety regulations and emissions policies. 
The most preeminent political factors affecting the automotive industry are safety regulations and emission policies. Not just that these have come to play a major part in car design in the last years, but they are threatening to reshape the industry completely. Politicians take great interest in the amount of carbon dioxide produced by driving a vehicle, with governments making efforts to encourage the adoption of electric vehicles on a larger scale. 
2. Economic factors: growing disposable incomes
As incomes around the world are increasing every year, demand for motor vehicles is slowly growing in developing regions. 
3. Sociocultural factors: popularity of driving
From a socio-cultural perspective, the popularity of driving is growing in some regions and decreasing in others. Part of this is a cultural phenomenon: it’s not like many of us can’t get away with bicycles and buses, but instead we choose to drive motor vehicles simply because that’s what is expected of us.
4. Technological factors: EVs, self-driving cars, and improved safety
The biggest technological shift impacting the automotive industry is the advance of electric and self-driving technology. With brands such as Tesla already offering nearly completely autonomous electric motor vehicles, the way we commute will likely change completely. Manufacturers of conventional cars have to change their business strategy to stay relevant.
Another big technological change in the automotive industry is related to safety requirements.  Improving standards affect the technology delivering them. For example, the introduction of emergency brake assist systems to vehicles has reduced the likelihood of front end collisions significantly.
5. Legal factors: copyright issues. 
Copyright, trademark, or patent laws protect various features of a car from branding to shape. Chinese major player Geely’s oddly similar copies of the Rolls Royce Phantom resulted in some conflict. On the other hand, EV producer Tesla, a disruptive new-comer, whose strategies are more similar to the technology industry, has a practice of offering their patents freely. However, legal showdowns are infrequent in this industry.
6. Environmental factors: carbon emissions. 
Carbon dioxide emissions producing  the greenhouse effect play a large role in global climate change. Governments will likely be forced to take greater action to stop global warming — including the complete ban on production or usage of motor vehicles. (Bush, 2019)

Porter’s Five-Forces Model

Porter’s Five Forces model is a strategy used by companies to analyse the internal activities of the firm or industry. Such as which activities lead to the cost or differentiation competitive advantage are pinpointed by this strategic tool.
Considering the automotive industry, a car manufacturer’s primary undertakings are not the only source of value added to the end product. A firm’s competitive advantage can also stem from its support activities such as the infrastructure, logistics and procurement, technology, and last but not least the human resource management team.
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The bargaining power of suppliers 
The inputs required by the auto industry: labour, parts, raw materials and services have costs which effect profitability significantly. While the substitution of steel and aluminium with carbon fibre has drawn manufacturing costs somewhat lower, the most significant actors in this segment are part suppliers and the workforce. 
Part suppliers - There is a somewhat balanced relation between part suppliers and OEMs in the market. On the one hand, most OEMs rely on a myriad of small suppliers, whose dimensions should only account for a reduced power in the market, especially since their capabilities for integrating forward are negligible. On the other hand, switching suppliers implies an initial investment in establishing part designs and specifications, which will promptly translate into extra costs to OEMs operating in a rather flat and surely volatile market. Additionally, using too many suppliers will result in unwanted quality variations of the parts, another potential source of extra costs for OEMs. In consequence, suppliers will sometimes impose engineering changes, supply availability/ dates and prices on OEMs following their own profitability requirements.  
Workforce input – The automotive industry is expected to shed as much as 80% of its labourers within the next 30 years, due to two reasons. While automated assembly plants will make most of today’s workforce redundant, car making technology itself is expected to undergo radical changes, forcing the industry to identify and hire computer-oriented, tech-savvy workforce. The introduction of the electric vehicles will play a central part in these changes (Harvard Business Review, 2009).
Charging stations networks – Electric mobility (personal and public transportation) introduces a new player in the game, namely the electricity suppliers. Car manufacturers like Tesla and BMW offer their own chargers, while in Brazil, the electricity supply network belongs to the national oil supplier. Ford, who is mass producing a number of electric models, including utilitarian vehicles, has bought several middle-range power distributors, with access to electricity and to apps being on the same Ford card. Car suppliers also acting as power suppliers, like BMW, offer a range of speeds as price-differentiated services.

The bargaining power of buyers
The power of buyers in the auto industry is high and still raising. The auto industry means a sum of very large global markets, where producers are many, and buyers range from a gigantic number of individual buyers to organizations purchasing large fleets worldwide. Dealers typically purchase their car inventory from the manufacturers through special financing. If dealers do not buy inventory from the manufacturing plants, manufacturers must contend with excess supply. 
Generally speaking, buyer behaviour is determined by a cluster of factors, with car suppliers having partial control over them. Car-related buyer expenses include cost of insurance and the total cost of ownership, alongside the price of the vehicle. Factors like (un-)supportive laws and (un-)adjusted infrastructure matter too, and so do socio-cultural factors like status or environment-related concerns. 
Additionally, technology has changed buyer behaviour significantly. All buyers typically like to shop around, collecting information on the internet. Normally, buyers can walk away from a purchase and switch either to a different dealer of the same manufacturer, or to a different manufacturer. This, together with manufacturers offering compatible products, has pushed brand loyalty low. 
Electric and autonomous mobility are allowing today’s buyers to take a more active part in customizing the capabilities of their vehicles right from the design stages. Electric car manufacturers enjoy high brand loyalty from demanding customers for now.

Threat of substitutes
While the threat posed by the traditional alternatives to traditional cars is moderate, the threat coming from the emerging electric car market is rising. Millennials used to be more partial to solutions like trains and bikes for two reasons: their environment-friendly orientation and their later financial independence. However, as millennials age, their purchase behaviour resembles those of previous generations, with major life changes turning them to cars, as well.   
While there is global consensus about electric vehicles replacing traditional vehicles completely, there are also major open questions regarding the pace of this replacement process. First purchasers have been incentivised and accurate predictions are difficult to make. While the significantly lower maintenance costs of electric vehicles make them attractive, the high costs of battery production, reflected directly in the high acquisition price of EVs is the current foremost barrier to their fast spreading. 

Threat of New Entrants
This industry imposes truly high barriers to new entrants; thus, the threat of new entrants is low. First, the high capital investments needed to start manufacturing and build a distribution network are preventing most entrepreneurs from venturing into car manufacturing.  Also, it is very hard for newcomers to establish a reputation. Brand loyalty is lower in the era of online purchase and mergers, but car buyers still tend to judge a new car model by the manufacturer’s previous results in terms of safety, reliability and durability. 
Tesla is the one disruptive business model introduced more recently to the car market. It has managed to generate significant interest and gather the capital needed to start up. It manages product life cycle borrowing models from the technology industry and is looking to cater to technology-savvy buyers’ expectations first. Yet, Tesla has been confronted with a wide gap between demand and production, with verticalization acting both as a liability and an aid. With more giants deciding to address the electric niche, Tesla will have to face their pricing, in a context where niche growth is based on low maintenance costs only. 

Rivalry among competitors
The multi-billion-$ global market of car making is shaped by huge investments, innovation and fierce competition. Volkswagen, Toyota, General Motors and Renault-Nissan are the big four of the day (2019). They form an oligopoly having fairly similar market shares and being co-dependent in terms of prices. They enjoy huge capital leverage in a capital-intensive industry where exit barriers are high, so incumbents would rather decrease prices than exit. This mature market is facing now large-scale disruption, while also facing predictions of flat growth.

Organizational changes and their reasons 

Talent strategy - Korn Ferry’s survey of senior executives of all industry-leading companies showed these agreeing talent strategy must be included in the bigger picture. Vertically, talent strategy needs to be aligned to the business strategy and clearly expressed in business terms, in the context of 38% of the surveyed saying existing strategies are usually defined in HR terms only, and another 39% describing their company’s talent strategy as ill-assorted with the business strategy. Horizontally, all talent management practices, from performance appraisals to leadership development programs, need to be integrated, to allow for consistency. Furthermore, talent strategy needs to be regularly reviewed and adjusted to address shifting demands, similarly to the business strategy.

Talent acquisition - Respondents see the correct balance between internal and external resourcing as a key factor, with external talent acquisition being a major benefit requiring working closely with HR business partners. A ratio of 2:1 build vs. buy is now considered to have a positive effect on the entire talent pool. Manufacturers who take a special interest in connected and autonomous vehicles, like North-American companies Ford and Cadillac, emphasize sourcing new outside skills particularly. 

Key leadership skills – Overall, this new and fluid business landscape requires a more flexible, adaptive style of leadership. The survey indicates the following five qualities as paramount for successful leadership in today’s car manufacturing:
· Strategic agility – i.e. the ability to apply one’s experience creatively in new or first-time situations. While leaders are being required sometimes to react from their experience beyond the recognizable framework of their experience, they also need to rely on more than instinctive management. 
· Strategic vision combined with operational skill - with leaders often being required to manage daily operations while having a clear vision of the future 
· Cultivating innovation - answering especially to the challenges of accelerating performance in an essentially flat market. 
· The ability to inspire others - in the way start-up managers do. While flatter project-teams are replacing traditional multi-level command structures, project leaders are often overseeing engineers from several companies, selling ideas to executives accustomed to different work structures. 
· Cultural agility is viewed as important by nearly 60% of the surveyed leaders. The level of cultural depth ensuring today’s effectiveness across regions goes well beyond just having worked abroad.  

PART 2

Porter’s Value Chain Model

Porter’s value chain model (Porter, 2008) is a strategic instrument used to analyse a firm or industry’s activities and find out whether the competitive advantage is based on cost or differentiation. 
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With the largest manufacturers being involved in both the traditional and the EVs markets, the competition has both prices and non-price dimensions in both cases. Generally speaking, price-based competition alone does not increase the size of the marketplace, so carmakers are also using the cost-based advantage to gain the edge in business. A car manufacturing company’s competitive advantage is therefore based on linking and balancing activities for lowering costs. (Adam, Brock 2005.)

	PRIMARY ACTIVITIES
	COST DRIVERS

	· designing and engineering,
· purchase of materials and components, 
· assembly of the vehicle, 
· testing and quality control, 
· sales and marketing, and 
· distribution and dealer support. 
	· the number of sales per model, 
· average order size per supplier, 
· plant capacity and economies of scale, 
· frequency of vehicle recalls, 
· marketing budget, and 
· number of dealerships


(Barney and Hesterly, 2006). 

For example, the costs of implementing a high-quality assembly process will also diminish the number of manufacturing defects, reducing vehicle recalls and decreasing quality control costs. Fewer models also translate in lower assembly costs, whereas high order sizes mean additional warehousing costs (Dhillon and Vachhrajani, 2012). An efficient and effective distribution channel will reduce inventory and warehousing costs, transportation costs of raw materials and finished goods, also reducing streamlined marketing and advertising costs. (Mutinda, 2013).
The traditional market - The costs of competition are high and, in a traditional market transitioning to accommodate environment and technology dictated expectations, competition has intensified. As a result, even though manufacturers have traditionally avoided price-based competition, cars are now made more affordable through rebates, preferred financing and long-term warranties. These measures have effected in purchases growth, but have also backfired lowering profit margins for sales. 
Yearly design updates are also becoming a major part of the competition. Successful car manufacturers are now expected to replace fuel-efficient, intelligent, eco-friendly and stylish vehicles with their follow-ups at the fast pace of technology products replacing each other. Manufacturing is gradually changing to accommodate this new challenge. Before that, significant design upgrades under unprecedented pressure of time run the risk of translating into delivery delays or functional glitches, resulting in cost increase and slower revenue growth.
Europe is focusing on accelerating the substitution of traditional vehicles with EVs, while traditional car density in the US is huge, so the largest markets leave little room for traditional growth. 
The electric market - The Chinese and European (and Canadian) markets for electric cars have seen growth, partly due to governments encouraging market growth by subsidizing buyers, adopting favourable laws and building infrastructure. But these subventions are now being cut. Consequently, specialists cannot make accurate predictions of sales growth rates for the coming years. To-date predictions differ wildly.
The EV niche looks more permeable to non-traditional competitors arriving from the technology industry. Still, it is not yet clear which experiments in mass mobility are to turn newcomers or incumbents into successful car manufacturers. At this stage, small and large companies are still launching all-time firsts, like the 2018-9 electric truck models. The biggest obstacle to building more successful electric cars now is car batteries, with designers looking to improve battery output while lowering production costs. 
Large market actors need not necessarily capitalize on first comers’ momentum, like Tesla does. While some, like BMW and Ford, have come with EV production beyond the return point, others are more interested in producing reliable hybrids and experimental electric models at this somewhat premature stage. Electric cars have different life cycles, requiring different management and different skills in the workforce - and there isn’t a relevant business model for this niche at present time. A number of incumbents will need more general experience with electric cars before turning to mass production. 

Emerging business prospects due to the electric vehicle
Electric cars are ultimately cars - whose built includes significant technical differences, whose exploitation requires a different fuel and a different infrastructure. They still need parts suppliers, servicing and other forms of maintenance, and they will at some point represent market opportunities for professional sellers and resellers as well as renters. They are technology-friendly vehicles, so app builders will also have their share of opportunities. 
With electric car servicing being entirely different from internal combustion engine vehicle service, successful garage owners need to implement or start services such as electric car spaying workshops, as well as electric motors and inverters repairs. Present day batteries include rare metals so recycling these is a focal point of future EV-related markets. (Gordon, 2014). 
The status of charging stations differs greatly among regions and countries at present. Some networks are state-owned, or state-subsidized, while others belong to car manufacturers themselves. However, the business of building charging stations to the local and global standards is a growing and a dynamic market now almost worldwide. Network management, network maintenance and station repairs are subsequent business opportunities.  Besides Level 1 chargers, Level 2 chargers also present the future and expanding entrepreneurs with serious opportunities, as home charging stations will need building, setup, maintenance and repairs, with some of these also requiring training services for their future owners.  
There are also similarities in built between traditional cars and EVs, so no wonder that turning the existing and already owned traditionally-fuelled cars into EVs has become an expanding, if temporary, business opportunity, as well. 
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