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1. Executive Summary
Volkswagen AG operates across multiple automotive segments and faces a rapidly changing environment. This is driven by technological developments, stricter environmental regulations and changing consumer behaviour, creating pressure on long-term strategy.
This report evaluates Volkswagen’s strategic position using both internal and external analysis. A PESTLE analysis highlights key pressures, including regulations such as; Euro 7 emissions standards, economic uncertainty and growing competition from firms such as Tesla and BYD. Social and technological trends also show a clear shift towards more sustainable and software driven mobility, requiring changes to Volkswagen’s business model. In addition, industry analysis highlights increasing competitive rivalry, growing supplier power and rising alternative mobility options, further increasing pressure on traditional manufacturers.
Internal analysis shows that while Volkswagen benefits from strong brand identity and manufacturing expertise, these strengths are becoming less effective on their own. The company also faces weaknesses in digital capabilities- alongside ongoing reputational challenges following their emissions scandal.
Volkswagen currently follows a hybrid strategy, combining cost leadership and differentiation, while expanding into electric vehicles and mobility services. However, this approach is under pressure from rising costs and increasing competition.
Overall, Volkswagen’s future depends on how well it transitions towards a more technology driven and sustainable business model.
2. Introduction
Volkswagen AG is headquartered in Wolfsburg, Germany, and forms part of the country’s “Big Three” automotive manufacturers alongside BMW Group and Mercedes-Benz Group. The company generated around £324 billion in revenue in 2023 (Statista, 2025), reflecting its strong global presence. It operates a wide range of brands, including; Audi, Porsche, Škoda, SEAT and Bentley, allowing it to compete across multiple market segments.
The automotive industry is currently undergoing significant change. Technological development, stricter environmental regulation and shifting consumer preferences are reshaping how firms compete (Johnson et al., 2020). While these changes create opportunities for innovation and growth, they also demonstrate significant pressures to cost and create strategic uncertainty. The Volkswagen emissions scandal also had a lasting impact, exposing weaknesses in governance and regulatory scrutiny (Hotten, 2015).
These challenges include the transition from internal combustion engine vehicles (ICE) to electric vehicles (EV), increasing competition from emerging firms, rising production costs and ongoing supply chain disruption (International Energy Agency, 2023). While these developments open new growth opportunities, they also highlight operational complexity- not to mention financial risk. In addition, stricter regulations such as the EU’s Euro 7 standards are increasing pressure to reduce emissions (European Commission, 2023).
This report analyses Volkswagen’s strategic position using internal and external models and provides recommendations to support both long term sustainability and competitiveness.
3. PESTLE Analysis
[bookmark: _heading=h.m9lsrhc9nt7i]3.1 Political
Government policies across the European Union are increasingly focused on promoting electric mobility and reducing greenhouse gas emissions (Honcharov & Goncharenko, 2025). Regulations such as Euro 7 aim to tighten emission limits, extending beyond exhaust emissions to include particulate matter from brake systems (Wahlström & Olofsson, 2015), which have been linked to health risks including asthma and Alzheimer’s (Parkin & Loxham, 2026).
In addition, governments are offering financial incentives to accelerate EV adoption. For example, France operates a bonus scheme where grants vary based on CO2 emissions, vehicle price, buyer type and vehicle category  (IJTTE, 2022). These policies are designed to support the transition away from ICE vehicles and meet climate targets.
Strategic implication:
These regulatory pressures require Volkswagen to accelerate EV production to remain compliant and competitive. Failure to adapt risks financial penalties, further reputational damage and loss of market share.

[bookmark: _heading=h.wazon7pk1gty]3.2. Economic
Rising inflation and interest rates across Europe and global markets have reduced disposable income and increased the cost of vehicle financing- having a negative impact on demand for new vehicles (International Monetary Fund, 2024). At the same time, supply chain disruptions- particularly semiconductor shortages- have restricted production and increased costs across the industry (McKinsey & Company, 2023).
Volkswagen remains highly dependent on key markets such as China, where it delivered 3.2 million vehicles in 2023 (Volkswagen Group, 2023). However, domestic competitors such as BYD are gaining market share through cost advantages- namely their vertically integrated supply chains, allowing them to undercut traditional manufacturers (Zhu, 2025).
Volkswagen is also shifting away from smaller, lower margin vehicles (e.g. Polo, Golf) towards larger, higher margin models (e.g. Tiguan, Touareg), to accommodate EV platforms and negate rising costs (JATO Dynamics, 2023).
Strategic implication:
Economic uncertainty increases doubt in the market, affecting demand. This requires both flexible pricing and production strategies. However, the move towards larger vehicles may reduce affordability and conflict with sustainability goals.

[bookmark: _heading=h.8r4adaoxh3j1]3.3. Social
Consumers are increasingly prioritising sustainable transport, driven by greater awareness of climate change and stricter emissions policies (European Environment Agency, 2023). This trend extends beyond automotive markets, with younger consumers placing greater importance on sustainability as opposed to brand loyalty (First Insight, 2022).
At the same time, younger generations are moving away from traditional car ownership, favouring shared mobility, subscription models and digital transport solutions (McKinsey & Company, 2022). This shift has also supported the emergence of Mobility-as-a-Service (MaaS), where users access transport options through digital platforms rather than owning vehicles, which has been shown to reduce reliance on private car ownership in urban areas (Alyavina et al., 2022).

Strategic implication:
Volkswagen must transition from a traditional manufacturer to a broader mobility provider, potentially expanding into shared mobility and digital platforms. This may bring it into indirect competition with firms such as Uber, particularly in urban markets.

[bookmark: _heading=h.4qglpkntb9pz]3.4. Technological
Advancements in software and autonomous driving are transforming automobiles into software defined vehicles (SDV’s), increasing the importance of digital capabilities (McKinsey & Company, 2023). Competition from firms such as Tesla and BYD has intensified pressure on innovation, while developments in battery technology- such as BYD’s blade battery- are improving performance and reducing costs (International Energy Agency, 2023; Megalingam et al., 2026).
Strategic implication:
Volkswagen must increase investment in software, battery technology and digital infrastructure. While this creates opportunities for innovation, it also increases costs and the risk of lagging behind competitors. Investment in alternative technologies such as hydrogen could also support long term positioning.


[bookmark: _heading=h.xqwmabwr4v0b]3.5. Legal
Following the emissions scandal, Volkswagen has faced substantial legal penalties and increased regulatory scrutiny, reshaping its governance and compliance altogether (Hotten, 2015; Ewing, 2017).
The introduction of Euro 7 emissions standards further tightens regulatory requirements, including limits on non exhaust emissions such as brake dust (European Commission, 2023). This highlights growing pressure for companies to behave ethically and responsibly towards the environment.
Strategic implication:
While regulation increases compliance costs, it also provides Volkswagen with an opportunity to rebuild trust and reposition itself as a sustainability leader through stronger governance and transparency. 

[bookmark: _heading=h.2wngg1nrtz5]3.6 Environmental
The automotive sector remains a major contributor to global CO2 emissions, accounting for a significant share of transport related emissions (International Energy Agency, 2023). As a result, pressure from all stakeholders has increased the importance of ESG and corporate social responsibility in strategic decision making (BlackRock, 2023).
Although the transition to electric vehicles is central to reducing emissions, it presents new challenges, particularly in relation to battery production and raw material sourcing- aspects BYD have excelled in.
Strategic implication:
Sustainability must be central to Volkswagen’s long term strategy, requiring continued investment in low emission technologies, more sustainable (circular) supply chains and progress towards carbon neutral production. Again, as a result of their previous issues regarding emissions and environmental impact, in order to remain competitive Volkswagen must go beyond compliance and position itself as a leader in sustainable mobility.


 4. Porter’s Five Forces Model
The automotive industry is highly competitive, with strong rivalry between established manufacturers and newer entrants. Abovementioned companies such as Tesla and BYD have increased pressure through innovation, pricing and strong positions in the EV market (International Energy Agency, 2024; Burkacky et al., 2023).
The threat of new entrants is generally low due to high costs, economies of scale and strict regulations (Porter, 1985). However, the move towards electric vehicles and digital technologies has made it slightly easier for technology based firms to enter the market (Burkacky et al., 2023).
Buyer power is increasing- as consumers have more choice and better access to information due to globalisation, particularly in the EV market. This has made customers more price sensitive and increased the need for differentiation of products (European Environment Agency, 2023).
Supplier power is also high, especially for components such as semiconductors and battery materials. A limited number of suppliers and the recent supply chain issues have increased costs and dependency on manufacturers (Ivanov and Dolgui, 2021; McKinsey & Company, 2023).
The threat of substitutes is high and growing, with alternatives such as public transport, car sharing and Uber becoming more popular, particularly in urban areas (McKinsey & Company, 2022).
Overall, increasing pressure across all 5 forces means that Volkswagen AG must be adapting its strategy continually in order to remain competitive.

[bookmark: _heading=h.em38ak2d9rqw]5. Resource Based View (RBV)
Volkswagen AG possesses several strategically valuable resources. Its diversified brand portfolio- including Audi and Porsche- allows the firm to target multiple market segments while maintaining strong global brand presence. As Keller (2020) highlights, brand value remains a key intangible asset that contributes to long term competitiveness.
In addition, Volkswagen benefits from its large scale global manufacturing network and integrated supply chains, which supports cost efficiencies and makes them flexible in production. However, as Teece (2020) argues, firms must possess the ability to pivot and reconfigure resources to respond effectively to technological disruption. This is particularly relevant given the industry shift towards electrification.
Despite these strengths, Volkswagen faces several internal limitations. Its continued reliance on ICE technologies reduces organisational flexibility, while the firm lags behind competitors in digital capabilities- areas that are increasingly central to value creation in modern vehicles. This is reflected in comments by Volkswagen Group CEO Oliver Blume, who described the company’s internal software system concerns as “one of our most pressing issues” (Ignaki, Ash 2025).
Overall, Volkswagen’s traditional strengths remain significant, but they are no longer sufficient on their own. Future competitive advantage will depend on how effectively they develop new technological and digital capabilities, rather than relying on legacy assets.



6. Value Chain Analysis
Porter’s (1985) value chain highlights how firms create value through interconnected activities, which must adapt to industry change.
· Inbound logistics: Global sourcing supports large scale production but increases exposure to disruption. Semiconductor shortages have delayed output and raised costs, showing reliance on limited suppliers (Ivanov and Dolgui, 2021; McKinsey & Company, 2023)

· Operations: Strong manufacturing base and economies of scale. However, the shift to EVs increases complexity and requires both new processes and significant investment (McKinsey & Company, 2023)

· Outbound logistics: Dealer networks remain a strength but are challenged by direct-to-consumer and digital sales models, reducing long term effectiveness (PwC, 2022)

· Marketing & sales: Strong brand supports demand, but reputational damage still affects trust (Hotten, 2015)

· Service: After-sales support builds loyalty, but EVs require less maintenance, reducing long term service revenue (McKinsey & Company, 2022)

Overall, while Volkswagen’s value chain remains efficient, key activities (particularly inbound logistics and operations) require restructuring to improve supply chain resilience and support the transition to electric vehicles.

7. SWOT Analysis
Volkswagen AG benefits from a strong global brand portfolio and economies of scale, which support its position across multiple market segments (Keller, 2020). It has also made investments in electric vehicle development (Volkswagen UK, 2025) placing it in a strong position within the ongoing industry transition. However, these strengths are offset by key weaknesses, particularly its dependence on ICE technologies and its underdevelopment in software and digital capabilities compared to competitors (Burkacky et al., 2023). Additionally, reputational damage from the Volkswagen emissions scandal continues to affect stakeholder trust.
Simultaneously, growing global demand for EVs and increasing support for sustainable transport creates strong opportunities for Volkswagen (International Energy Agency, 2024). This gives the company a chance to reposition itself as a sustainability leader through electrification and ESG, helping rebuild trust and stand out from competitors. Expanding into alternative technologies such as hydrogen could further strengthen its position in the future of mobility.
However, these opportunities are balanced by external threats, including the shift towards software driven competition changing industry dynamics, as well as ongoing supply chain issues and environmental regulation pressure.
Overall, while Volkswagen’s scale and brand strength provide a good foundation, its long term competitiveness will depend on how well it deals with internal weaknesses and adapts its strategy to assist technological and environmental change.


[bookmark: _heading=h.x8fvmcqdy1q5]8. Porter’s Generic Strategies
Volkswagen AG adopts a hybrid strategy, combining cost leadership and differentiation across its multi brand portfolio (Porter, 1985). Its mass market brands enable cost efficiencies through scale, while premium brands such as Audi and Porsche support differentiation through quality, performance and brand prestige.
However, hybrid strategies can create tension, especially during times of technological change (Hill, 2020). The shift to EV’s increases production costs and requires significant investment in innovation and digital platforms. This makes it harder to maintain both cost leadership and differentiation simultaneously. As a result, Volkswagen AG should focus on innovation in the short term, while working to reduce costs as EV production grows. This approach allows the company to stay competitive by focusing on technology and product quality, while also improving efficiency.
 9. Strategic Recommendations
Volkswagen should prioritise improving its digital and software capabilities, as these are becoming central to competitiveness in modern vehicles. Investing more in in-house software development could reduce reliance on external providers and help the firm compete with tech driven companies (Burkacky et al., 2023). However, investment alone may not be enough. Volkswagen’s past difficulties with internal software development suggest the issue is more about organisational structure than funding. Therefore, forming partnerships or acquiring external assistance would be more effective than continuing to rely solely on internal development.
Additionally, Volkswagen must improve the sustainability of its supply chains. This is important due to increasing regulation and pressure to reduce environmental impact, as well as risks linked to raw material shortages. The company should adopt circular economy practices, such as recycling battery materials and reducing waste. It should also invest in more localised supply chains to improve resilience (Geissdoerfer et al., 2017).
 Improving the affordability of electric vehicles also must be a priority, as high costs remain a barrier to adoption. Without this, Volkswagen risks losing market share to lower cost competitors such as BYD. The company could expand lower-cost EV models, standardise production to reduce costs and offer flexible financing options. This would help reach a wider, more price sensitive market.
Furthermore, Volkswagen needs to continue expanding into mobility, including shared mobility and digital platforms. This is important as consumers are moving away from traditional car ownership. The company could develop car-sharing services, subscription models and digital platforms to connect users with transport services. This would diversify revenue and support long term competitiveness.
Finally, strengthening governance and transparency remains essential. Improved corporate governance and transparency would not only support long term sustainability but also help rebuild trust following the reputational challenges they have encountered in the past (Eccles et al., 2020). Volkswagen can actually benefit from their reputational shortcomings- should they position themselves at the forefront of the industry regarding sustainability.
[bookmark: _heading=h.trfz889io0fh]10. Conclusion
This report has demonstrated that Volkswagen AG operates within a highly dynamic and competitive environment- shaped by technological innovation, regulatory pressures and evolving consumer expectations. External analysis highlighted the increasing importance of electrification and sustainability, while internal analysis revealed that Volkswagen’s strong brand portfolio and operational scale provide a foundation for competitive advantage.
However, significant challenges remain- particularly related to digital development, supply chain resilience and the transition to electric mobility. Strategic analysis suggests that Volkswagen must adapt its business model to remain competitive in an increasingly technology driven industry.
Ultimately- effective strategic management (combined with a strong commitment to sustainability), is essential for long term success. Firms that successfully integrate innovation with responsible practices will be best positioned to achieve sustainable competitive advantage in the evolving global automotive sector.
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