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The COVID-19 pandemic has had a significant impact on the global automobile industry. Several factors such as large scale manufacturing being interrupted across Europe, closure of assembly plants across the world and disruption in Chinese export parts placed intense pressure on this industry that was already facing a downshift in global demand (Vitale, 2020). The pandemic has forced automobile companies to reconsider their short-term strategies related to redefining mobility both in the present and future. These companies were under intense pressure to adopt several streamlining and cost-cutting measures across their entire value chain and proceed only with those investments that were likely to give returns (PwC, 2022). Even the top automobile companies such as Volkswagen, a German multinational corporation that is European Union’s (EU) greatest automaker, could not avoid the impact of the pandemic and had to undertake multiple countermeasures to ensure liquidity, reduce costs and maintain its financial condition (Volkswagen Group News, 2020). This report critically analyses the external and internal business environments of Volkswagen to understand the issues they face while trading across the globe with the help of relevant business models and concepts.  This analysis will help to understand the measures it should take to remain competitive. 
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PESTLE Analysis helps to understand the different external factors like political, economic, social, technological, legal and environmental factors that can provide opportunities or pose threats to the company (Kotler and Armstrong, 2018, p. 96). 
Political:
As Volkswagen has a global network, its business is significantly impacted by political changes in any of the countries it operates. With the UK being its major market in Europe, Brexit has resulted in increased tariffs that will increase the price of its vehicles (Volkswagen AG, 2021). Moreover, the UK government’s decision to end offers on petrol and diesel vehicles by 2030 as well as its “Street to Zero” activity that strongly promotes electric vehicles is likely to hit Volkswagen hard (Reuters, 2020). However, Volkswagen has already launched electric vehicles and continues to increase the number of such vehicles in the market (Volkswagen, 2022). The political strains related to trade between the EU and US are also likely to add up to the legislative issues of Volkswagen. 
Economic:
Brexit has reduced the spending of buyers in Volkswagen’s biggest market, the UK, due to which its sales declined and it had to face capital issues (McAleer, 2019). Due to the pandemic, lockdown and closure of business and travel bans as well as an impending fear of economic recession its revenue, sales and net income across the globe decreased (Volkswagen Group News, 2022). 
Social:
The automobile industry is impacted by social pattern changes such as preference for vehicle sharing especially amongst the 20-30-year-old (Shaheen and Cohen, 2020). With an increased emphasis on sustainability and people, especially the millennials and Generation Z, becoming health conscious during the pandemic, people have started preferring environment-friendly transport such as bicycles and use of the subways. Volkswagen offers customised promotions and deals as per the socio-cultural aspects of the different markets. Its advertising is also altered as per the changes in the thinking patterns of society. The company should strongly favour and promote electric and shared vehicles to satisfy customers’ needs. 
Some of Volkswagen’s brands like Porsche, Lamborghini, Buggati and Audi are perceived as high-esteem vehicles whereas its brands like SEAT and Skoda are considered to be unappealing and cheap. In general, Volkswagen is facing tough competition with other luxury brands like Tesla and BMW. 
Technology:
Volkswagen has always prioritised innovation in its car business through constant research and development. It constantly focuses on enhancing the efficacy of its vehicles. Some of its recent innovations include territory sensors, radar innovation, man-made brainpower, huge information examination and mapping cameras, which if successful would create a revolution in the automobile industry (Volkswagen AG, 2021). The company faces tough competition from other predominant players such as Tesla who have already come up with electric self-driving vehicles for business usage. The company plans to increase the total number of electric vehicles in the market from 2025 onwards. It has collaborated with Microsoft, Amazon and Ford for developing and working on the latest technology (Volkswagen, 2022).
Environment:
As the automobile industry has significant environmental impacts, globally the laws have been made more stringent with stricter punishment for brands that fail to meet the criteria. Countries are now strongly promoting long-term environmentally sustainable technologies such as the production of electric cars, hybrid cars and hydrogen fuel batteries. Volkswagen should focus on its new versions such as ID.Vizzion, ID.Crozz and ID.Buzz that not only satisfy the needs of environmentally conscious customers but also improve its sale, brand image and are good for the environment (Volkswagen, 2022). 
Legal:
Volkswagen needs to comply with several different legal aspects across almost 160 countries in which it operates (Volkswagen, 2022). Laws related to business operations, labour and driver security varies and impacts its operations. It needs to follow the regulations of different governments before launching its products.  
Volkswagen knowingly manipulated the carbon emission test of its diesel engine vehicles. It used special software to decrease the emission rate of its vehicles from 2009 to 2015. Due to this, it was found guilty of cheating the emission test as a result of which it had to pay a fine of € 30 billion. Moreover, it was asked to fix more than 11 million automobiles for which it had used the rigged software (Hotten, 2015). Hence, it needs to use stringent measures to avoid infringing on set standards globally. 
Thus, from the above analysis it can be concluded that even though Volkswagen is the world’s leading automobile manufacturer, tough environmental regulations, lawsuits, pandemic conditions, economic recession and changing consumer automotive trends are the main issues it faces. Along with these, it is essential to understand the internal industry factors that impact Volkswagen’s business using Porter’s (1979) Five Forces model. 
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This model will help analyse Volkswagen’s company environment based on five aspects.
The Rivalry of Existing Players:
As automobiles are becoming more of a commodity and less of a luxury, the increased demand decreases the competitiveness of rivalry. The high fixed cost increases the rivalry as all the competitors need to make more sales to ensure profitability. Volkswagen faces intense price based rivalry from rivals like Nissan, Toyota and Ford. Moreover, the low product differentiation along with lower switching costs for consumers also increases rivalry as consumers can easily choose another brand if a specific player does not fulfil expectations. As the barriers to exit from this industry are also high, rivals tend to stay in this business. Thus, overall the competitiveness of rivalry is high in the automobile industry as all the competing firms are trying to stay profitable and ahead of others by offering a better price or differentiating their product. Hence, to stay ahead of the competition Volkswagen needs to invest in innovation and advertising to stay ahead of others. 

The Threat of New Entrants:
The automobile industry requires high start-up costs. Large investment in infrastructure such as marketing, production, supply chain and distribution along with significant expenses related to human resources are involved. The time taken to build a strong brand image is also very high. Moreover, the legal regulation required to be followed in different markets makes it difficult for new players to enter the market. Additionally, it is quite difficult for new players to accomplish economies of scale. Due to all these high barriers to entry the threat of new entrants in the automobile industry is very low or negligible.   
Bargaining power of Buyers:
Due to the presence of several brands in the market the bargaining power of customers is high. Moreover, as the customers of the 21st century are well-informed and purchasing a car is a high-involvement process they tend to assess several aspects of the product such as its environment friendliness, fuel efficacy and safety before purchasing. With companies increasing their spending on advertising and marketing, competition has intensified across all segments from luxury to the lower end segment. Even though the premium customers may not be price sensitive they do consider the different aspects while purchasing an automobile. 
Bargaining Power of Suppliers:
Similar to General Motors and Toyota, as Volkswagen has suppliers spread across different regions of the world, the bargaining power of its suppliers is low. As Volkswagen is a financially strong and big multinational company it can always switch to new suppliers and the latter need to follow its code of conduct. It would be financially devastating for any supplier to lose the contract of such a big company.  However, the suppliers still have slight bargaining power as Volkswagen needs quality raw materials and enters into a long-term partnership with suppliers who can meet its needs responsibly (Volkswagen Group Supply, 2022). Overall, the bargaining power of suppliers within the automobile sector is low. 
The Threat of Substitute Products:
The threat of substitute products is high due to intense competition posed by multiple brands. Additionally, there are other alternatives that can be considered as a substitute for Volkswagen automobiles such as public transportation, electric cars or cycle. However, its financial strength, brand image as well as good quality and stylish products have mitigated the threat of substitutes to some extent. Hence, the overall threat of substitutes is moderate. 
In addition to the internal and external factors impacting Volkswagen’s business, it is important to understand its resources and determine its strategic advantage and competitiveness using the VRIO analysis (Barney, 1991).
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This analysis will help to identify the resources and capabilities that give Volkswagen a competitive advantage (Barney, 1991).
	Resources
	Valuable (V)
	Rare (R)
	Inimitable (I)
	Organised (O)
	Competitive Advantage (CA)

	Brand Image and Reputation
	Y
	Y
	N
	N
	Temporary CA

	Global international presence
	Y
	Y
	Y
	Y
	Sustainable CA

	Product Portfolio
	Y
	Y
	Y
	Y
	Sustainable CA

	Effective global supplier and distribution network
	Y
	N
	N
	N
	Competitive Parity

	Invests in Innovation and R&D
	Y
	N
	N
	N
	Competitive Parity

	Strong financial capital
	Y
	N
	N
	N
	Competitive Parity

	Engagement in Corporate Social Responsibility
	Y
	N
	N
	N
	Competitive Parity


Table 1: VRIO Analysis
Based on the above analysis, Volkswagen’s SWOT analysis (Kotler and Armstrong, 2018, p. 79) is presented below.
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	Strengths
· Excellent brand image, value and reputation and strong global presence
· Strong financial performance
· Impressive portfolio comprising of well-established brands
· Diversified into two major divisions: automotive and financial services
· Ranked #47 in the world’s best employer list of 2021 (Forbes, 2022)
· Strong global production network
· Huge investment in R&D and innovation 
· Adopted strategic restructuring and rebound strategy especially after its diesel emission scandal in 2015
· Effective management of operations
· Great partnerships with leading technology companies
· Closely-knit teams

	Weaknesses
· Weakened brand image due to emission scandal 
· Inadequate marketing strategies outside Europe
· Lack of diversity in terms of alternative to cars
· Increased operating expenses due to the pandemic

	Opportunities
· Diversify portfolio with a focus on car share, car rental or rideshare
· Focus on eco-friendly cars like hybrid and electric cars
· Use of AI and other technologies to make vehicles smarter and efficient
· Expand in emerging markets
· Aggressively adopt digital marketing
· Venture into autonomous market
· Collaborate with other automobile brands for its R&D projects

	Threat
· The threat of pandemic and fear of impending global economic recession has impact on its sales and purchasing power of customers
· Increased competition from rivals, substitutes and eco-friendly vehicles
· Need to comply with stringent regulations in different markets
· Trade issues between EU and US
· Controversial advertising
· On-going lawsuits (Reuters, 2022)
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The above discussion reveals that Volkswagen has an excellent product portfolio and brand popularity in addition to its strong global presence through its large distribution and sales network. However, the increased competition in the automobile industry in the last few years along with the pandemic crisis and changing customer preferences indicate the need for it to change its strategies to address these issues. Considering these megatrends, it is important to carefully consider the aspects Volkswagen should consider to maintain its competitive position. 
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