Introduction:

Since the early 90’s the auto industry has gone through as many trends as the fashion industry.  Detroit has been struggling to avoid a repeat of the gas crunch during the 1970’s as again the pressure from the Japanese auto-manufacturers continues to grow.  Japanese auto manufacturers took advantage of the American hardships during the early 90’s.  While the American “big three” auto manufacturers focused on the truck and spawning sport utility vehicle market, the Japanese companies became even more dominant in the passenger auto market segment.   Companies such as Toyota, Honda and Hyundai have flourished in the car segment while the big three are playing catch up.  
A newcomer to this list of successful Japanese auto manufacturers is Scion.  Scion entered the economy car industry in June 2003 as a subsidiary of Toyota.  They have exploded onto the auto scene and have redefined the economy car industry.  Scion’s success in America is a great start, but there are still many more opportunities for growth.  We have chosen to analyze the opportunity for Scion to expand its operations to a new country, Canada.  As a neighbor to the United States Canada and its consumers at first glance appear to be a prime target for Scion.  In order to make an informed decision on whether Scion should enter the Canadian market, we have done an analysis on Scion and Canada to see exactly what opportunities are present in the land to the north.
Products:

First, it is essential to understand the caliber of product that Scion is offering.  The Scion is a compact economy car that comes in xA and xB models, as well as the tC.  The Scion xA and xB are based off of the Japanese IST and bbX, respectively.  Scion is a new line of vehicles created by Toyota and essentially aimed at Gen Y, the up-and-coming group born between 1980 and 1994.  Many of them are too young to drive, but Toyota notes that by 2020 they will account for 40 percent of the vehicle market (San Antonio Business Journal).  
Toyota officially announced the creation of Scion in March 2002 at the New York International Auto Show with two concept vehicles.  However, its roots began in 1998 with the formation of the Genesis Group, whose mission was to connect with Gen Y buyers (San Antonio Business Journal).  The Genesis Group, later renamed Scion, was responsible for the new line of cars (Business Week Online). "Scion" means “descendant of” and demonstrates Scion's obvious heritage and connection to Toyota Motor Sales, USA, Inc. (scion.com).  
The Scion is also an inexpensive car that can easily be personalized. The Scion line offers impressive base models at a predetermined price.  Upon this base model, consumers are offered a wide range of enhancements and various other packages to further differentiate their vehicle from the masses.  Choices range from sporty touches such as rear spoiler and bigger wheels to leather trim, Bazooka subwoofer, and CD changer.  Plus, owners may add lighting to make their cupholders or the under-dash area glow in the dark, as well as performance equipment from Toyota Racing Development. Consumers may also relish in the fact that Scion aftermarket products are on the rise (San Antonio Business Journal).    

Internal Strengths:  

Scions success comes from their strategy of providing quality vehicles and relatively affordable prices.  Scion immediately captured market share by producing vehicles that were stylish in design, safe and yet were affordable for almost all market segments.  To further attract customers Scion offered its “Pure Price” method, which equates to the prices that are listed on the dealership’s window is what you will pay without the hassle of haggling with a salesman.  Scion customers were also able to customize their vehicles with factory accessories relatively inexpensively.   This boosted their attractiveness to all consumers, further expanding their reach throughout the economy car industry.
To gather an even larger audience and to allow customers to feel like they are purchasing a car made just for them, everything can be done online.  On their website, www.scion.com, you can pick and choose parts and build your own car.  Everything from the color of the car to an illuminated cup holder you want can be customized.  Dealerships also have computers available where customers can sit and use the interactive website.  This extra functionality is something that few if any competitors provide and allows the customer to custom tailor their vehicle to their personal style and price.  The website also gives dealers access to real time information about the client and makes it a much easier to sell a car, as the customer has already told you exactly what they want and for how much.

Safety is also a major concern for most consumers.  Scion vehicles include driver and passenger front airbags as well as additional airbags in rear head restraints and along the driver’s knees.  These features are not standard in the industry and are definitely something one wouldn’t expect to find in a car that has a starting price tag near $15,000.  

Place:

Scion is currently only sold in the United States, Guam, and Puerto Rico.  They are considered a U.S.-only brand by its parent company, Toyota.  It is not sold anywhere else in the world.  So, we thought to ourselves, Why not Canada?  Canada seems to be a fantastic potential market for the future for Scion.  It is a highly lucrative market, with a stable economy and political situation with a large consumer base, with a large segment being Scion’s target consumers.

Competition:

Scion faces many competitors in the economy car market, but it still realizes tremendous increases in revenues due to its low-price, added-value strategy.  Opponents are not able to offer similar vehicles at such low prices, which enables Scion to market to an elusive youth market.  

Scion further asserts a proactive effort to deter future competition by attracting consumers with the Scion at an early age.  The philosophy is that young Scion owners could mature into future Lexus or Toyota luxury car owners.  For this strategy to work, it is imperative that Scion portrays a reliable and respected image, so that young consumers appreciate the service and value that Scion provides.  If all progresses accordingly, the young Scion owner will impart their positive Scion experience on to other Toyota companies.  This can potentially equate into enormous future revenues for Toyota.

Conversely, if Scion does not turn into a success, it will not seriously hurt the Toyota or Lexus brand images, even though they are all from the same parent company, Toyota.  Executives at Scion admit that the beauty of the Scion venture is that it encompasses the concept of change.  This is beneficial in addressing the changing desires and tastes of the younger market.  The Scion brand was created to deal with changing tastes and can be easily altered if necessary.  This is a recommendable approach for Toyota, as it is would be much more readily accepted by consumers to change the Scion as opposed to changing a popular car, such as the Camry, that has been around for so long.  This is significant because Toyota has recently decided to drop two types of cars, the Celica and the Echo, that were initially intended for the younger market.  Because of this, Scion is being developed with the intent to keep it for as long as it works, but also Scion has the underlying option to change with no major adverse affects on parent company Toyota.  

Market Analysis:

Canada is a very different market from the United States, yet at the same time has many similarities.  The youth demographic that Scion targets finds their cars very appealing, just as the same target consumer in the United States do.  It makes sense to us that this would be a plausible and very appealing foreign market to enter.  There are many Canadian consumers with the disposable income necessary to purchase a Scion and the willingness to pay for them.  Many dealerships in Canada right now are going to the United States to buy the vehicles and import them to Canada for sale there.  Many consumers are willing to go to the United States and purchase the car and pay the import dues themselves just to get the vehicles.


First, however, let’s discuss the Canadian market itself.  The second largest country in area after Russia, Canada has coastlines on the Atlantic, Arctic, and Pacific Oceans, giving it the longest coastline of any country. In area, Canada is slightly larger than the United States, but has only 11 percent as many people. It is one of the least densely inhabited and most prosperous countries. A vast region of swamps, lakes, and ancient rock, known as the Canadian Shield, radiates out from Hudson Bay to cover half of the country; it is agriculturally poor with few people but rich in mineral deposits and forests. The shield stretches from the Arctic to the Great Lakes and Labrador, cutting the country in half and contributing to a division between easterners and westerners.


Canada is a confederation of provinces with parliamentary democracy.  The monarch of England is still seen as the head of the government.  In actuality, though, the Prime Minister runs the country pretty much without any direct involvement from England.


Canada is a multicultural society dependent on immigration for growth. Some 28 percent are of British descent, 23 percent claim French descent (concentrated in Quebec), 2 percent are aboriginal peoples:  other minorities include Italians, Germans, Ukrainians, and Chinese.


Canada's population is highly urbanized, with most people living in four areas: southern Ontario, Montréal region, Vancouver city and southern Vancouver Island, and the Calgary-Edmonton corridor. The urban economy has a large manufacturing base, and the North American Free Trade Agreement (NAFTA) has brought an economic boom, about 80 percent of Canada's trade is with the U.S.

Economically, as an affluent, high-tech industrial society, newly entered in the trillion dollar class, Canada closely resembles the US in its market-oriented economic system, pattern of production, and affluent living standards. Since World War II, the impressive growth of the manufacturing, mining, and service sectors has transformed the nation from a largely rural economy into one primarily industrial and urban. The 1989 US-Canada Free Trade Agreement (FTA) and the 1994 North American Free Trade Agreement (NAFTA) (which includes Mexico) touched off a dramatic increase in trade and economic integration with the US. Given its great natural resources, skilled labor force, and modern capital plant Canada enjoys solid economic prospects. Solid fiscal management has produced a long-term budget surplus which is substantially reducing the national debt, although public debate continues over how to manage the rising cost of the publicly funded healthcare system. Trade accounts for roughly a third of GDP. Canada enjoys a substantial trade surplus with its principal trading partner, the United States, which absorbs more than 85% of Canadian exports.


Canada’s main exports are motor vehicles and parts, industrial machinery, aircraft, telecommunications equipment; chemicals, plastics, fertilizers; wood pulp, timber, crude petroleum, natural gas, electricity, aluminum.  They send 86.6% of their exports to the United States, while importing 60.6% of their goods from the United States.  They are a very manufacturing intensive society with vast natural resources and seem to be an ideal trading partner for the United States, and, therefore, Scion.  (As Scion is a United States-based Toyota subsidiary.)


Canada’s gross domestic product is just over $1 trillion, with an expected growth rate of 2.4%.  Their purchasing power parity, or gross domestic product per capita, is $31,500. They are one of the richest nations in the world, so they have the purchasing power to make a market entry by Scion very profitable.  They are an industrial society, so they could support a Scion manufacturing facility that could supply both Canada and still have the capacity to supply a part of the rest of North America’s Scion needs.


In our opinion, Canada looks to be a very attractive prospect for Scion’s products.  The population age structure is 17.9% are 14 and under, 68.9% are from 15-64 years old, and 13.2% are 65 and older.  The median age for the entire population is 38.5 years old, so it is safe to assume that there is a large population of the demographic that Scion wants to target, the Generation Y segment.  These are 20 and 30 year olds, younger than the average buyer of most automobiles, as automobile manufacturers look to gain the younger buyer in hopes of establishing loyalty to the brand, so that they may become lifelong Scion users.  The 15-64 year old segment is about 22.5 million people in size, so it is a sizable market, about two-thirds of the total population of Canada.  The population growth rate is about 1% per year, which is low considering the relatively small population of Canada.  However, this is still a decent rate and is better than a declining population.  From my research, it appears that Scion’s cars seem to be very popular with the Canadian Generation Y crowd, just as they are with their American counterparts.  At the recent New York Auto show, Scion was announced as the most coveted car brand with the Generation Y crowd.  The popularity and demand for the Scion is greater than was expected can be translated to the relatively homogenous Generation Y segment of Canada, as the younger crowd tend to have similar preferences, even across borders.


The Canadian market looks to be potentially very profitable and looks to be a very simple, yet sensible market entry strategy.  Scion’s parent company is even looking to add another manufacturing facility to their current six North American manufacturing facilities, with two currently in Canada, with cities outside of Toronto the leading possibilities, as a new facility would benefit from the existing nearby facilities.  Canada is already home to large number of Toyota suppliers, so another manufacturing facility would make sense.  The plans are already in place for the facility to be dedicated to the production of Scion vehicles, so it would be natural to also start selling them in Canada since they will be producing them there as well.  It would reduce transportation costs and also eliminate any import taxes on bringing them in from the United States since they would be assembled in Canada.  However, any import taxes are minimal due to provisions of NAFTA that allows for the movement of goods to flow more freely (Vehicles themselves, from what I can gather, are not taxed, but certain parts are by themselves).


We believe that Scion does indeed potentially match this country.  Canada offers some similarities to the American market and that they are of enough substance that we believe that Scion would be very wise to enter this market.  So, yes, we do recommend market entry to Scion into the Canadian marketplace.  Canada is very well developed and has the resources necessary to support the entry of Scion into the market, for Scion to have a manufacturing facility within Canada.  Toyota, Scion’s parent company, already has manufacturing facilities in Canada, so it has knowledge of the nation and what it needs to do to build and efficiently run a manufacturing facility dedicated to Scion itself.  The environment is ripe for expansion into Canada, and the necessary infrastructure is already in place.  Demand appears to be solid, similar to demand in the United States for Scion’s vehicles.  So Canada does seem to be a potentially profitable and attractive market for Scion to expand.
Recommendations:
· Recommend the best entry strategy and a general marketing strategy, and support your recommendations.

· Include in the marketing strategy: 

· (1) potential for standardization of the product/service—discuss the potential need for any adaptation, 

· (2) the potential for global branding, (3) recommended pricing strategy

· (3) distribution recommendations, and 

· (4) any other considerations you feel are critical. Assume you are considering a 3-5 year time frame. 


Best Entry Strategy:


Direct Investment:  build production facilities in Canada and go from there



-close to existing Canadian suppliers



-avoid import taxes, border transportation problems



-save on transportation costs



-tie in with existing Toyota corporate distribution system

General Marketing Strategy:


(1)Potential for Standardization



-there is great potential for standardizing most of the production process



-the cars are made for customization, so whole process cannot be standardized



-what processes can be standardized will allow for greater efficiency, cost reductions, and maintain existing quality



-may be a chance to create global segments, as the target segment consumers of Scion are generally similar from country to country



-A Global Customer may not be as effective, as it would probably be better to develop personalized advertising for each region


(2) Potential for Global Branding



-this is a possibility, can use similar advertising techniques to create the same image from country to country



-Scion is more of a sensory brand image



-Country of Origin effect may not be high, as it is a US company and a Japanese corporate brand, which are both generally well perceived


(3) Recommended Pricing Strategy


There are several considerations we must take when considering what strategy should be taken for pricing of the automobiles in Canada.  First, Canada is a relatively similar country to the United States.  The average salary of a Canadian is similar to that of their American counterparts.  Second, many Scion parts are already produced in Canada; therefore it may be even cheaper to produce the vehicles there.  Third, the exchange rate may cause the pricing to increase.  Based on this information we believe that Scion should have a uniform pricing strategy between the U.S. and Canada.   


In the United States Scion uses its “pure price” concept, in which there is no haggling involved.  This combined with the option of customization of their vehicles we believe will make Scions as popular in Canada as they are in America today.


(4) Distribution Recommendations


As a subsidiary of Toyota, Scion is already out of the starting blocks in terms of its distribution network.  Toyota vehicles are already being sold within Canada at Toyota dealerships, while many Toyota cars/parts are being produced there as well.  If Scion is able to “piggyback” on the existing Toyota manufacturing and distribution facilities, they can quickly and efficiently enter the Canadian market.  This would also reduce the added expense that would take place if vehicles were built and imported from the United States.  


By implementing this entry strategy Scion will be able to meet the demand for their vehicles that is already present.  Currently Toyota dealers are actually importing a small amount of Scion vehicles so that they can sell them on their lots.  If Scion were to take advantage of this fact, they would be able to produce high levels of profits and provide a higher level of service to existing Toyota dealers.


(5) Other Considerations

Toyota is actually considering opening a manufacturing facility for Scion vehicles in Canada.  This decision should be based upon how well the launch of Scion in Canada takes place.  Until it is shown that there is demand for Scion products it makes more financial sense to either “piggyback” on existing Toyota manufacturing sites or to import the cars from the United States.


Marketing the cars is also an issue.  It is our belief that significant marketing research should be done before the vehicles are actually promoted.  These commercials likely will be similar to those shown in the United States, but until the proper research has been done we are not able to make any recommendations at this time.
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