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[bookmark: _Toc107175826]Executive summary 
As a joint venture, FAW-Volkswagen (FAW-VW) entered the Chinese market in 1991. After over three decades of operation, FAW- VW has lacked the momentum for future growth, reflecting in its ineffective transformation towards the electric portfolio. The present report uses a sequence of management techniques to evaluate the situation facing FAW-VW, and afford a tailored marketing scheme in terms of 7P for the company. 
The situation analysis indicates the problems facing FAW-VW’ new energy vehicles (NEVs) include the heavy reliance on the parent company and the heavy reliance on the traditional one-way marketing communication methods, fierce competition in the electric vehicle sector in China but also reveals the opportunities include the emerging middle-class citizens, the intelligence and connectivity megatrends, the increasingly environmental awareness, the popularity of novel marketing methods. Based on the situational analysis, 7P of marketing mix is tailored for FAW-VW’s NEVs in the Chinese market. It is recommended in 7P that FAW-VW adopts a direct sale mode, a social media marketing-oriented communication, a localized production and distribution process, etc. 
The primary marketing media chosen for FAW-VW is the story telling though short-video marketing platform (Tik Tok, Sino Blog, etc.). The effectiveness of the marketing will be evaluated through benchmarking against the predetermined objectives. 
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2. Introduction 
Founded on 1991, FAW-Volkswagen (as FAW – VW) is a large passenger car manufacturer jointly operated by FAW in China, as well as  Audi AG and Volkswagen AG in Germany, and is the first modern passenger car manufacturer built on an economic scale in China (FAW Group, 2022). However, despite the popularity of FAW- VW in China, its performance in the new energy vehicles (as NEVs) has been quite unsatisfactory, lagging behind the major international brands (such as Tesla) and domestic brands (such as BYD, Geely, NIO, Xpeng, etc.). An underlying rationale for the poor financial performance can be partially attributed to its ineffective marketing efforts so far. 

Figure 1: Top NEVs brand in China in 2021 (measured by sales volume in 1000 units)
Source: (Statista, 2022)
The present report audits the internal and external environment of NEVs in the Chinese market and attempts to afford some recommendations to improve the marketing effectiveness of FAW-VW in promoting its NEV sales. 
3. [bookmark: _Toc107175828]Main findings 
3.1 [bookmark: _Toc107175829]The marketing concepts 
Marketing can be perceived as “the process by which companies create value for customers and build strong customer relationships to capture value from customers in return (Kotler et al., 2013). The primary inputs required for the implementation of the functional marketing activities include but are not limited to the followings:
· Human resources: including marketers who formulate, implement and monitor the marketing practices based on their expertise and experience. 
· Capital resources: the different phases of marketing, such as market research, marketing planning, marketing implementation, etc. will involve financial expenditure. 
· Physical resources: the practices of marketers are supported by physical resources, such as access to marketing-related machinery, etc.
· Technological resources: significantly ignored in the marketing practices before, the technological capabilities, although intangible, are argued to have significant influences on the contemporary marketing effectiveness. Specifically, the ability of the organization in integrating some marketing technological advancements (such as big data analytics, artificial intelligence, virtual reality, etc.) in marketing is perceived as the decisive force for the overall marketing performance (Frost and Strauss, 2016; Vassileva, 2017; Chylinski et al., 2020). 
The review of FAW-VW’s marketing efforts indicates that it has exhibited its strengths in human resources, capital resources, and physical resources, but also shows some vulnerabilities in using technological advancements to differentiate and promote its marketing effectiveness. Especially, it has largely relied on TV commercials and magazine commercials as primary channels of marketing, resulting in single-direction marketing communication from FAW-VW to customers. The engagement of the company in emerging marketing approaches have been rarely observed. 
3.2 [bookmark: _Toc107175830]The macro & microenvironment 
3.2.1 [bookmark: _Toc107175831]The macro environment analysis 
The macro environment analysis is performed using the PESTEL model, and the full version of the analysis can be found in the appendix. There are some megatrends that deserve special attention. In terms of the political factors, the Chinese government has issued a wide range of supportive policies, such as tax incentives, and production and purchase subsidies, to support the development of domestic NEV brands (Li, Yang and Sandu, 2018). In terms of social factors, an emerging middle-class citizen with higher purchase power and desire, with distinct consumption patterns (such as the pursuit of heterogeneity in products, the emphasis over purchase experiences, etc.) will be the major consumption drivers of the NEVs in the future (Huang and Qian, 2018). The urbanization scheme in the less developed tier 2 and tier 3 cities will stimulate more need for passenger cars in these places (Ming, 2015). In terms of technological factors, intelligence and connectivity have been widely acknowledged as the future technological trends in the NEV sector, and the major unique selling points that can differentiate brands (Arena, Pau and Severino, 2020). In terms of the environmental factors, the several pollution and resource issues in China in recent years have rose more awareness among the public towards sustainability, and their attitudes to personal transportation have been gradually altered, which indicates the greater market attractiveness and potential of NEVs compared to traditional vehicles (Zhang and Bai, 2017; Yeung, 2019). 
[bookmark: _Toc107175832]2.2.2 The micro environment analysis
The micro environment analysis is completed via SWOT analysis, a full version of the analysis can be found in the appendix. The primary strengths of the company lie in the resources and competencies accumulated from the decades of operation in the non-NEV sector, and this allows the company to embark on more aggressive R&D and marketing initiatives in the NEV sector (FAW-Volkswagen, 2021). However, the weaknesses of the company reflect in its reliance on the parent company – Volkswagen for the NEV development and distribution (China Daily, 2021). This has led to the issue that slow market responsiveness as products and services developed in the parent company may not fit into the domestic Chinese market. Face the threats of fierce competition, FAW-VW should seize the emerging opportunities presented in the Chinese market such as the buoyant NEV demands, intelligence and connectivity development, etc. 
3.3 [bookmark: _Toc107175833]The target markets
Table 1: market segmentation of FAW-VW
Source: own summary
	Geographic
	Demographic
	Behavioral
	Psychographic

	Locations:
· Urban cities: provincial cities, tier 1, tier 2, and tier 2 cities
· Rural cities: developing cities in China with less population

	Age:
· Younger generation: age from 25 to 40;
· Elder generation: age above 40
Income level:
· Low income: less than 5000 RMB
· Middle income: from 5000 RMB to 10000 RMB
· High income: above 10000 RMB
Education level:
· Below college: who only finished mandatory education
· Above college who receives well education
	Rate of usage
· Heavy users: commuting purposes
· Occasional users: only uses in some special occasions
Benefits of sought
· Simple transportation
· A place conductive for transportation, social gathering, networking, traveling, etc.
	Personality:
· Focus on lifestyle, experiences; reformer, aspirer, explorer
· Focus on functionality
Social class:
· Low class
· Middle class
· Upper class


The above figure identifies the segmentation variables and segment the NEV market of FAW-VW. Followed by the market segmentation, the next step of market positioning evaluates the potential and attractiveness of each segment, and select the target segment (Cohen, 2005). Given the above situational analysis, FAW will target the younger generations residing in the urban cities in China who are well-educated and have stable middle-to-high income. Preferably, they are the heavy users of the vehicles, and seek benefits beyond simple transportation, as they pay attention on life quality and experiences. The targeting decision should be made by taking account on the size and growth potential of each segment, the structural attractiveness of each segment, the company’s objectives and resources. The underlying reason to suggest FAW-VW to focus on the specific market is that the premium high-end market has been taken by brands such as Tesla, NIO, and Xpeng, and the lower–end market has been occupied by brands such as SAIC and BYD (Wang et al., 2019; Wu et al., 2021). The middle-to-high market has not been penetrated by brands, but emerging middle-class citizens who are located in the urban cities, well educated, and have stable incomes, will constitute the major consumption group of NEV in the future. It is, therefore, suggested that FAW-VW take initiatives in the specific market to cultivate the unfully tapped market potentialities. This has echoed FAW-VW’s long-term strategic objective of realizing fully electric in terms of product portfolio and further penetration into the Chinese market. 
After the specific market is targeted, it is necessary to identify the positioning concept within the targeted segment and develop the appropriate positioning concepts (Cohen, 2005). Targeting the above specific market indicates that affordability and heterogeneities must be emphasized. The product position of FAW-VW is therefore revised to be “the affordability NEV offerings with distinct driving experiences”.
3.4 [bookmark: _Toc107175834]The marketing mix
As the target group of customers to be served has been identified in the above segmentation, targeting and positioning, the marketing practices have to be placed by providing the appropriate product, price, place, promotion, people, process, physical evidence (7P). According to Kotler (2012), marketing mix can be perceived as a systematic set of controllable variables that the company can leverage to positively customer in their decision making process. The section strives to build up a 7P marketing mix, which can help FAW-VW to realize the marketing objectives (mainly promote the NEW sales).
· Product: Facing the new development stage, FAW-VW continues to lead in the field of new energy vehicles based on its profound system strength and leading technology innovation capability. In the future, FAW-VWwill take "providing customers with a better travel experience" as its goal, continue to promote Sino-German open cooperation with a high sense of mission and responsibility, collaborate and innovate with partners, contribute to the high-quality development of China's auto industry, and make more contributions to China's development from a large auto country to a strong auto country (FAW-Volkswagen, 2021). Inspired by the above analysis, it is important for FAW-VW to develop domestic R&D capabilities in the Chinese market to shorten the market responsiveness time, as well as keep the pace with the latest market trends. The integration of the intelligence and connectivity technologies in the current NEV offerings, such as the autonomous driving, over the air updating, etc.,can attract the interests of the younger generation. The futuristics and aesthetic design of some brands under FAW-VW, such as Audi, can be used to develop NEV to realize brand extension and stay differentiated. 
· Price: as indicated, FAW-VW is going to target the middle – to -high market featured with younger generations with stable income and environmental awareness. The competition-based approach can be used to price FAW-VW’s NEV offerings. The underlying mechanism of the competition-based pricing is the product should be priced with the benchmark to the similar product offerings by the direct competitors of FAW-VW (Schindler and Schindler, 2011). Tesla’s model 3 has been targeting at the similar market as identified above, and the pricing has continuously decreased as the giga factories in China help Tesla to realize the economies of scale. Therefore, the pricing of FAW-VW’s NEV’s offerings should be above the average car price in China (which is 21,000 USD), but below the price of model 3 (which is 35,000 USD) (Euromonitor International, 2017). On the one hand, the younger generation who has a higher consumption power usually are more willing to pay price premium for the differentiated services, this justified the above-than-average pricing; on the other hand, the pricing level that is lower than the director competitors can help FAW-VW to take more market share from competitors and further penetrate into the local Chinese market. 
[image: Charging Infrastructure Needs to be Improved for Faster Electric Car  Adoption - Euromonitor.com]
Figure 2. Prices of leading NWV models in the Chinese market
Source: (Euromonitor International, 2017)
· Place: FAW-VW has highly relied on retailers and brokers to distribute its products in the Chinese market. However, led by Tesla, increasingly brands in the sector has exploited the direct sale channels that bypassing the retails and brokers to distribute products directly to customers. The direct sales model, as the name implies, is a way for car manufacturers to build their own channels, i.e., to sell their products directly to customers through their official websites + official flagship stores (Petrov, 2016). The counterpart is the popular car dealership model now. Currently, Tesla, NIO, Xpeng and others have followed this model. Unlike traditional direct sales, the direct sales of car companies in the past were mainly based on the model of self-built 4S stores. Although they are also direct sales, the self-built 4S store model is too asset-heavy, with high financial pressure and high human resource requirements when replicating (Han, 2021). The new retail direct sales model, on the other hand, is composed of experience center + online sales + service delivery center. It not only improves market coverage and delivers cars to shopping centers near consumers, but also solves the problem of lack of talent in the replication process, greatly reducing the difficulty and cost of replication, increasing the efficiency of trial and error, and reducing the cost of trial and error (Han, 2021). Although in this way, there is no more financial pressure from the dealers in the past to support the warehouse, but likewise there is no dealer in the middle to exploit the profits, the overall benefits outweigh the disadvantages.
· Promotion: Many new energy vehicle brands have their own user communities, both online and offline, and also frequently organize various thematic activities. In the continuous interaction, it improves brand loyalty and also promotes the spreadability of the brand. At the same time, the capital-intensive traditional promotion mechanism, such as TV commercials and magazine commercials can be replaced by the more cost-efficient social media marketing. Social media marketing allows FAW-VW to directly engage and interact with potential customers, and co-create marketing contents with users (Shalender and Singh, 2015). Leading social media marketing approaches, such as storytelling through short-video marketing platforms (Tik Tok, etc.) can be leveraged by the company to educate customers with the product but to disseminate the organizational culture and values to customers. At the same time, most users will spend a lot of time to get car information online, and their main pain point is that they can't feel the physical object and prefer better interactive marketing methods, such as online live streaming + offline experience of deep interactive marketing methods (Grein, Craig and Takada, 2001). Thereby, online promotion campaigns should be combined with offline marketing events to deliver the seamless pre-purchase experiences of potential customers and stimulate purchase attention. It is recommended FAW-VW to integrate online and offline channels, master the data of each core node of the whole chain of car purchase, combine different scenarios, analyze and judge user behavior and conversion characteristics, and create better marketing mix strategies. In addition, it needs to explore the inner needs of different circles to create customized content with emotion and value.
· Process: Although the FAW-VW is a joint venture of FAW in China and VW in Germany, its operational process has heavily relied on the VW. For specific, the research and development activities are largely performed in the parent company. That has led the deviation between the product offerings and the market preferences. To realize the economies of scale in the Chinese market and to promote the local market responsiveness, FAW-VW should develop a more sound and integrated value chain the Chinese market by engaging with the local production and distribution network. 
· Physical evidence: The showcase room of FAW-VW should combine different functional areas in one continuous space: a car showroom, a forum space, a relaxation area, a café, a meeting room, etc. The physical evidence should design in a futuristic and aesthetic manner with a typical VW style. Besides showcasing of different NEV models, the test drive should be also provided for potential users. In terms of the layout of the online website, a user-friendly interface with all functionality and detailed information should be provided. Artificial intelligence driven chatbot can be used to answer customers inquiries at an 7/24 manner. 
· People: since front-line employees can directly interact with customers. FAW-VW should provide some training and development programs to ensure the professionalism of employees and readiness to serve customers in any situation. A FAW-VW uniform can be exploited to emphasis the professionalism, and to make employees of FAW-VW more identifiable. 
3.5 [bookmark: _Toc107175835]Marketing media
With the advent of the experience economy, consumer experience in the storytelling marketing process is gradually being emphasized. Papadatos (2006) argues that storytelling by marketers is essentially telling a virtual or real-life story about using multiple forms to convey product or brand experience and deliver the core values to audience. For example, in order to promote its new series of cars, BMW tells a story of an ordinary family in China in how BMW brings them luxurious life experience and differentiated experiences that are beyond the basic transportation. In the era of experience economy, story marketing can raise the empathy of audience when watching the real life stories of others and achieve emotional enhancement of the brand perception and recognition (Woodside, 2010). Especially, vehicles are perceived by customers more than just a means of transportation, but a place of family gathering, social networking, etc. The storying telling marketing method can deliver the different constructs, such as functions, performance, cultures and values of FAW-VW’s NEV offerings to customers. The significance of storytelling can be underpinned by the popularity of the video marketing in China, especially the prevalence of short-video marketing platforms such as Tik Tok, Sina Blog. 
3.6 [bookmark: _Toc107175836]Marketing success 
An overall marketing objective that to promote the NEV sales of FAW-VW by 15 percent by the end of 2022 is set based on the above situational analysis. The overate marketing objectives will be decomposed into the actionable tasks for the marketing and sales team. During the given timeframe, all marketing efforts will be monitored through tracking key performance indicators. Failures to realize periodic marketing objectives will be critically analyzed, so as marketing plans can be continuously revised to accommodate to the internal and external situations 
4. [bookmark: _Toc107175837]Conclusion
The situational analysis of FAW-VW forms some useful and valuable inputs to formulate the marketing scheme of FAW-VW in terms of the NEV distribution. The primary marketing implications here is FAW-VW should develop the local production and distribution network to get rid of its reliance on the parent company, and using the emerging social media marketing approaches to perform a more integrated and effective marketing communication with the Chinese targeted customers. Storytelling has been recognized as the primary method of marketing communication. 
5. [bookmark: _Toc107175838]Recommendations  
Although the above analysis has provided a tailored marketing plan for FAW-VW, some recommendations need to be emphasized here. On the one hand, FAW-VW needs to get rid of its reliance on the parent company VW throughout the value chain, and build the local capabilities in the Chinese market based on the local context. This requires FAW-VW to reach collaboration with local suppliers, manufacturers, and distributors. On the other hand, FAW-VW should pay attention to the emerging megatrends in China, such as intelligence and connectivity trends in the NEV sector, story-telling marketing communication through video marketing platforms, the direct sales mode to distribute NEVs, etc. to maximize the customer satisfaction along with the customer journey.  
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[bookmark: _Toc107175841]Appendix 1: Full version of the Pestel analysis 
	PESTEL Factors 
	Influences 

	Political 
	In order to drive the rapid development of the domestic new energy vehicle market, the national and local governments have issued a wide range of supportive policies on car purchase subsidies (from the customer side), and tax incentive (from the producer side), and the popularization of the charging facilities, etc. (Ji et al., 2012; Du and Ouyang, 2017)

	Economic 
	With the steady progress of the resumption of work and production, the growth rate of all industries rebounded significantly, with industry being the most prominent. Some industries took the lead in actively replenishment of inventories, which boosted industrial production growth to the pre-epidemic level in the second quarter.
With the Chinese economies stepped into the new normal area, after the temporary economic downturn caused by covid-19, the economic growth will stabilized at a two-digit pace of growth, featured with higher quality and sustainability in the long-term (Zhang and Chen, 2017; Buheji and Ahmed, 2020)

	Social 
	At present, emerging middle-class consumers in China's automobile market are becoming younger, more networked and more open. They not only pursue comfort but also pay attention to customer experience and product heterogeneity (Ji and Gan, 2022). Whether automobile products can meet the more picky and diversified needs of user groups is particularly important.
At the same time, the urbanization scheme has expanded to tier 2 and tier 3 developing cities in China as tier 1 developed cities get highly saturated in terms of population (Lin and Du, 2015). The demands of passenger cars in the less developed cities will be boosted in the future. 

	Technological 
	The electric vehicles intelligence and connectivity has been future orientation of the industry, and it requires cross-disciplinary collaboration with expertise from other fields (McKinsey, 2021). The emerging technologies such as artificial intelligence, internet of things, provides more possibility to integrate into the NEVs. 

	Environmental 
	In the automobile industry, after the outbreak of the epidemic, the attention to the overall air quality in cars has been significantly increased, and at the same time, the environmental awareness of automobile consumers has been constantly strengthened, and the concept of "low-carbon life" has been accepted by more and more consumers.

	Legal 
	The intellectual property protection in China has been relatively weak compared to other developed economies, resulting in large scale property issues in the research and development process of NEVs (South China Morning Post, 2021). 



[bookmark: _Toc107175842]Appendix 2: Full version of SWOT analysis 
	SWOT factors 
	Implications 

	Strengths 
	· Reputation and expertise, as well as financial strengths: Relying on its strong system strength, the company actively sought to create changes and continued to make efforts with its three brands, with total annual terminal sales of 2,161,888 units (including Audi imports), an increase of 1.5% year-on-year, becoming the only domestic passenger car company whose production and sales exceeded 2 million units in 2019 and reigning as China's passenger car market sales champion (FAW-Volkswagen, 2021).

	Weaknesses 
	· Reliance on the parent company in the NEV sector: As a joint venture, FAW-Volkswagen can only follow the German parent company's product launch to plan its future new energy models, but there is no way to truly enhance its own strength from the new energy research and development capabilities. Take the product development of Audi A6Le-tron as an example, the test of the prototype car in the R&D stage needs to be sent to Germany for the whole car, and all the electrical function debugging and technical changes need German support to complete (Six Tones, 2022). Then as the core system of research and development, in the strategic system of new energy vehicle development, did not play a proper role, and to be fully prepared.

	Opportunities: 
	· Significant demands in NEVs: Compared to before, consumers have more expectations for new energy vehicles, including intelligent and personalized experience, the intelligent + electric model will become mainstream, and low-end new energy vehicles that change the power model will see growth in third and fourth-tier cities (Arena, Pau and Severino, 2020). 
China remains as the biggest single market for NEVs over the whole world with the strongest growth momentum due to the its huge population base and massive NEV demand . 

	Threats: 
	· Fierce competition in the NEVs sector: indicated in the figure 1. The company faces intense competition from domestic brands and international brands which already established brand perception and awareness in the Chinese market, and which already developed a completed value chain from research & development to distribution, and after-sale services.





2021	














BYD Auto	SAIC-GM-Wuling (SGMW)	Tesla	Great Wall Motors	GAC AION	SAIC-Passenger Automobile Branch	Xpeng	Chery	NIO	Li Auto	Geely	Changan	FAW-Volkswagen	Hozon	SAIC-Volkswagen	584.02	431.13	320.74	134	120.16	110.07	98.16	97.63	91.43	90.49	80.69	76.47	70.38	69.67	61.06	
15

image2.jpeg
BYD Qin

BMWi3

VW Golf

Chevrolet Bolt

Tesla Model 3

US Average Car Price
Ford Focus

Nissan Leaf

Europe Average Car Price
Renault Fluence

China Average Car Price

Prices of Selected Electric Car Models

0

5,000 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000
usb




image1.png
B W

— A — - N\
IS-AAA
FAW-VOLKSWAGEN




