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Introduction
Tesla, Inc. is an increasingly successful electric vehicle and battery manufacturer based in Palo Alto, California. The company has been credited with catalysing the boom in electric vehicles (EV) and this has primarily been through the efforts of the current CEO, Elon Musk. The company’s growth has relied to a great extent on an innovative business model that mimics a technological manufacturer rather than a motor vehicle manufacturer.
The aim of this report is to assess the economic conditions in which Tesla, Inc. operates and discuss their actual and potential implications with regards to future business continuity.
There are various factors that have and will continue to influence Tesla’s business decisions in the short- to long-term. These factors can be analysed using a number of analytic techniques, including PESTLE, SWOT, Porter’s Five Forces and Value Chain Analysis (VCA). 
Each of these will be considered in turn, before which we will analyse Tesla’s place in the current automobile industry against rival manufacturers.
Economical Comparison to Industrial Competitors
Tesla has needed to focus on several issues to not only compete against its competitors, but attempt to take the lead in the electrical vehicle (EV) market. Some of the most important points include technological innovation, product quality and safety, service options, product performance, design and styling, brand perception, product price and manufacturing efficiency (CSI Market, 2019).
Tesla’s main rivals have included major, mass market automobile manufacturers in the USA and across the globe, premium luxury brands and also those manufacturers focussing solely on electric vehicles.
Some headline figures regarding production this year are as follows, take from a CNBC news article (Shama, 2019):
· “Tesla set new production and delivery records during the second quarter.
· The company delivered 95,200 vehicles, producing 87,048 cars.
· The company’s stock jumped by about 7% in after-market trading.
· Tesla’s deliveries also blew away analysts’ estimates of 91,000, according to data compiled by FactSet. A disappointing 63,000 vehicles were delivered during the first three months of the year, when Tesla was plagued by challenges transporting cars from its factory in Fremont, California, across the world as well as questions about waning customer demand.
· Tesla’s orders aren’t fully reflected in its delivery numbers until a buyer takes possession of their new car. The company said 7,400 vehicles were still in transit, but not yet delivered, during the second quarter. Those sales will show up in its third-quarter report.
· Tesla is facing increased competition for the high-end electric sports car market as automakers from Ford to Jaguar invest billions of dollars to develop their own electric line-ups. Volkswagen and Mercedes-Benz began taking orders in May for new battery-electric vehicles with plans to roll out more models in the coming years. Jaguar’s I-Pace all-electric SUV swept industry awards at the New York Auto Show in April.
· Deliveries for the company’s biggest seller, the Model 3, were 77,550 compared with 74,100 estimated by analysts. Combined deliveries for the Model S sedans and Model X SUVs were 17,650, also beating estimates of 16,600, according to FactSet data.
· Tesla told investors in April it expected to “deliver between 90,000 and 100,000 vehicles in Q2. Although it is possible to deliver a higher number of vehicles.”
· Tesla’s stock has lost almost a third of its value over the last year and the company’s market cap is at about $40 billion.”

PESTLE ANALYSIS (Frue, 2018)
This form of analysis looks at the following factors:
· Political
· Economic
· Social
· Technological
· Legal
· Environmental

(Frue, 2018)
Political factors: 
Tesla Inc. has positioned itself as a leader in the electric vehicle industry. Contrary to traditional automobiles that need large quantities of fuel to function, Tesla uses electricity. To re-charge, Tesla drivers utilise electronic stations to refill their cars as opposed to a usual petrol station.
The US government has taken steps to enhance and expedite the development of electric and hybrid engines. An advantage for Tesla included customers being able to qualify for tax credits when buying a Tesla electric vehicle. Specific states such as Virginia and Colorado offer a state tax credit of at least $5,000 when an electric car is purchased (Frue, 2018).
Tesla has also branched out internationally, though its success in other nations is dependent on their local economies.
Economic factors: 

An increased economy and GDP per capita will likely lead to more Tesla purchases.
Electric car sales had risen as the global economy increased. In 2017, it was estimated that the world economy would grow by 3.5 percent. These rises, in Asia and Europe as well as the United States, led to more electric developments. In fact, the sales of electric cars significantly rose over 30 percent between 2016 and 2017.
Material cost is now on the decline for Tesla, particularly the cost of batteries, which is advantageous for the company. The more popular their cars become to the public, the lower materials prices may drop.
This allows for the possible creation of a more cost-effective vehicle for the public. That too can positively impact the price of materials. Results depend on the respective country’s economy, of course. Any country with a declining economy will slice into the company’s profits.
In many countries though, consumers are investing in luxury vehicles like SUVs and BMWs. This is good for Tesla since they are viewed as luxury vehicles with the latest gadgets.
Providing a vehicle for middle-class citizens is also a wise idea, not only because Tesla has little competition in the electric vehicle niche at present, but also because people desire it. An option such as this, for the average customer, will be an intelligent move for Tesla’s feature.
Social factors:
Consumers have an affinity for the idea of an electric car, especially people who have eco-friendliness in mind. An electric vehicle eliminates the need to use as much fuel as a traditional vehicle, which is an advantage for the environment. Additionally, an electric car is supposed to be cheaper to use than a traditional car (over the longer-term).
[bookmark: _GoBack]A Tesla is environmentally sustainable, and relatively new. Very few cars on the market boast the power and luxury Tesla does. The company has performed an impressive feat in maintaining their place in people’s minds as an iconic and instantly recognisable electric car. This makes it more difficult for other, similar vehicles, to come onto the scene.
Technological factors: 
Technology is both an advantage and a disadvantage to Tesla.
As an advantage, it assists the company in maintaining a competitive edge on the competition. It allows Tesla to be fuel efficient, and paves the way for future sustainability and usability. The cars are made to adopt newer technology, unlike traditional options in the automotive industry (Frue, 2018).
But the company also has to be on edge, as technology quickly becomes obsolete. We, as people, are constantly creating, developing, and advancing what we already have. In a year’s time, the newest gadgets and apps can be absolutely useless thanks to upgrades and updates. Since Tesla relies on technology for their vehicles, this is both a positive and negative point for the vehicles (Kissinger, 2019; Frue, 2018).
However, Tesla is in a prime position to implement artificial intelligence (AI) and automation into their vehicles, which has begun to an extent with self-driving cars. Many traditional cars aren’t built for such advancements, but Tesla makes sure their cars are ready to adopt the advancements.
Legal factors: 
Tesla is expanding into other markets, so will need to keep up-to-date on their international patents. If not, expanding will take longer, and may also be intercepted by legality issues.
Also, since the car focuses on eco-friendliness, Tesla can promote its cars as energy efficient and ensure it abides by international environmental regulations.
Environmental factors: 
Brand image and recognition is arguably Tesla’s greatest asset. The cars are marketed as environmentally friendly because it uses electricity rather than petrol. Tesla vehicles abide by many environmental regulations and barely impact carbon emission (compared to traditional cars). By focusing on the environment, Tesla has created a brand for itself that few can compare with.
SWOT: Internal analysis (Kissinger, 2019; Frue, 2018 )
The following is a summary of the internal SWOT analysis:
	Strengths: 
• Ability to R&D vehicle and manufacture the vehicles within the company. 
• Supplies other organizations with parts. 
• Developed the first full electric car. 
• Technologically superior in drive train, transmission, and electrical technology. 

	Opportunity: 
• Increasing government support for clean energy. 
• Increasing gas prices. 
• Innovative technology 


	
	

	Weaknesses: 
• Higher cost with innovative technology 
• High price due to low demand for electric car. 
• Small segment to target including early adopters. 

	Threats: 
• Current business model Tesla can only produce a limited amount of vehicles increasing the chance of competitor stealing market share. 
• Competing against strong competitors 
• Lower priced vehicle 




SWOT: External analysis (Kissinger, 2019; Frue, 2018)

	Strengths: 
· Innovative culture 
· Financial Strength 

	Opportunity: 
· New full electric car segment
· International expansion


	· Innovation in technology 
· Customer Loyalty 
· Brand awareness 


	

	· Innovative New products
· Growth of economy
· Demand increase of luxury vehicles.
	



	Weaknesses: 
· Weak customer service 
· High cost of production 

	
	Threats: 
· Intense competition 
· Gas prices 
· Change in taste 
· Increase in cost of raw materials 
· Technology problems
	




Porter’s Five Forces Analysis & Recommendations
(KISSINGER, 2019) 
Tesla Inc. (formerly known as Tesla Motors, Inc.) maintains its profitability through strategic measures that address the competitive challenges outlined in this Five Forces analysis of the global automotive business. This model was developed by Michael Porter as a strategic management tool to elucidate the impact of external factors on companies and the competitive landscape of their industry environment. This Five Forces analysis of Tesla “looks into the external factors significant in the automotive industry and the energy solutions industry, and how such factors affect the company. As one of the biggest players in the electric vehicle market, Tesla must effectively address such external factors to ensure its long-term competence and resilience in the face of competitive rivalry involving automakers like Honda Motor Company, General Motors Company, Ford Motor Company, Volkswagen, Toyota Motor Corporation, Nissan Motor Company, and BMW (Bavarian Motor Works)” (Seagul, 2014). The firm needs to account for the nature and characteristics of such competition in the “domestic and global markets for electric automobiles, batteries, and solar panels, as considered in this external analysis.” (Seagul, 2014)
Tesla’s success as an innovative electric vehicles manufacturer is partly based on its strategies that tackle the external factors in the automotive industry environment and the energy storage and solutions market. This Five Forces analysis (Porter’s model) shows that Tesla must prioritise competitive rivalry as the most significant of the forces in its multinational business environment. Pressures from substitutes, suppliers and buyers are also considered in this business analysis.
Summary & Recommendations: 
Global companies in the automotive industry environment experience a range of external factors that include raw material availability and technology-based firm competitiveness. Tesla’s on-going resilience is a result of strategic effectiveness. This company analysis shows that the business manages to grow in spite of competitive challenges. However, Tesla must ensure that it addresses external factors according to the intensity of the forces impacting the business, as shown in this Five Forces analysis:
1. Competitive rivalry or competition (Strong Force)
2. Bargaining power of buyers or customers (Moderate Force)
3. Bargaining power of suppliers (Moderate Force)
4. Threat of substitutes or substitution (Moderate Force)
5. Threat of new entrants or new entry (Weak Force)
Recommendations. The results of this Porter’s Five Forces analysis of Tesla, Inc. show that competition is the most significant force that is affecting the firm. Therefore, it is essential that the company prioritize this force in its strategic formulation. A recommendation is to continue strengthening Tesla’s competitiveness: Stronger competitive advantage is achievable through innovation and increased market presence. For example, in terms of innovation, the company can boost its research and development (R&D) investment to outpace competitors’ rate of energy storage innovation. In terms of increasing market presence, aggressive marketing campaigns support Tesla’s vision and mission statements. The other forces outlined in this Porter’s Five Forces analysis also have significant intensities, but to a lower degree compared to competitive rivalry. Managerial initiatives must address these forces according to their intensities (Tiwari, 2017).
Competitive Rivalry or Competition with Tesla, Inc. (Strong Force)
Tesla, Inc. operates in an extremely competitive market. This aspect of the Five Forces Analysis outlines the influence of competition on the automotive and energy solutions industry environment. In Tesla’s case, the external factors and their intensities responsible for the strong force of competitive rivalry can be described as follows:
· Small number of firms (weak force)
· High aggressiveness of firms (strong force)
· Low switching costs (strong force)
There are a limited number of firms operating in the automotive market. In Porter’s Five Forces analysis framework, this external factor limits the effect of competition on companies like Tesla, Inc. However, these firms are generally aggressive in innovating and promoting their products. For example, large automotive companies have aggressive marketing campaigns. Tesla’s marketing mix or 4Ps partially meets such aggressiveness, which strengthens the effects of competitors against the business. Also, the decreased obstacles for customers to buy cars from other manufacturers (low switching costs) further strengthen the force of competition. This aspect of the Five Forces analysis of Tesla Inc. points to competitive rivalry as a high-priority strategic management consideration in the automotive and energy solutions industry environment.
Bargaining Power of Tesla’s Customers/Buyers (Moderate Force)
“The influence of customers on firms and the automotive, battery, and solar panel industry environment is accounted for in this aspect of the Five Forces Analysis. Tesla’s customers are a direct factor that determines the company’s sales revenues. The following external factors and their intensities maintain the moderate force of the bargaining power of customers on the company” (Kissinger, 2019):
· Low switching costs (strong force)
· Moderate substitute availability (moderate force)
· Low volume of purchases (weak force)
Low switching costs reduce barriers for Tesla customers to purchase cars from other providers. In the context of this Porter’s Five Forces analysis, this external factor imposes a strong force against the company and other players in the automotive industry environment. However, the availability of substitutes is only moderate in many cases, thereby limiting customers’ bargaining power against Tesla Inc. “For example, many customers in suburban areas have limited access to public transportation, making it more practical to drive their own car. In addition, the relatively low volume of purchases (each customer buys and keeps only one or a few cars) reduces the influence of customers on Tesla. Thus, the intensities of the external factors in this aspect of the Five Forces analysis reflect the bargaining power of customers as a moderate force and a secondary management priority. This prioritisation is reflected in Tesla Inc.’s generic strategy and intensive strategies.” (Kissinger, 2019)
Bargaining Power of Tesla’s Suppliers (Moderate Force)
Tesla Inc.’s business depends on the reliability of suppliers, hence their bargaining power is relatively high. Any problems with the manufacture and/or delivery of components from over 200 worldwide suppliers can result in production disruption that will negatively impact on Tesla’s image. This aspect of the Five Forces Analysis shows how suppliers shape the industrial environment by influencing the availability of materials that firms need. The intensities of the external factors that create the moderate force of the bargaining power of Tesla’s suppliers are as follows:
· Moderate forward integration (moderate force)
· Moderate size of suppliers (moderate force)
· Moderate supply level (moderate force)
Tesla Inc.’s suppliers have a low level of forward integration. “This external factor refers to suppliers’ limited control in the distribution and sale of their products. For example, some suppliers use third parties to sell their materials to Tesla, while others directly transact with the company. In the framework of Porter’s Five Forces analysis, this external factor imposes a moderate force on the corporation. In addition, most of these suppliers are moderately sized, thereby having limited influence on the automotive industry environment.” (Kissinger, 2019) Another external factor is the moderate level of supply, which empowers suppliers to affect Tesla, but only to a lesser degree. This aspect of this Porter’s Five Forces analysis of Tesla Inc. indicates the bargaining power of suppliers as a secondary strategic management priority. (Kissinger, 2019)
Threat of Substitutes or Substitution (Moderate Force)
Tesla, Inc. experiences the impact of substitutes on the automotive and energy solutions industry environment. In this aspect of the Five Forces Analysis, the intensities of the external factors that lead to the moderate force of the threat of substitution against the company are considered, as follows (Seagul, 2014):
· Low switching costs (strong force)
· Moderate substitute availability (moderate force)
· Moderate performance of substitutes (moderate force)
As referred to in the other aspects of this Porter’s Five Forces analysis of Tesla Inc., low switching costs enable competition. In this external analysis case, the low switching costs enable substitutes, such as public transportation, to easily attract customers. This external factor imposes a strong force against Tesla’s industry environment. However, the moderate availability of substitutes limits such influence of suppliers. For example, customers have only a moderate and limited number of substitute options in the market. In the UK, for example, there is a drive to encourage the public to use the available mass transport and to use bicycles. However, many substitutes have only a moderate level of performance in satisfying customers’ practical needs. For instance, public transportation is not as versatile as a private car. This condition further limits substitutes’ force against Tesla. In this aspect of the Five Forces analysis of Tesla, Inc., the external factors point to the threat of substitution as a secondary management consideration in the company’s strategies (Tiwari, 2017).
Threat of New Entrants or New Entry (Weak Force)
New entrants are new firms, which have an impact on the industry environment and help determine the performance of companies like Tesla Inc. Tesla was itself a new entrant in 2003 when it faced off emerging difficulties such as acquiring high capital investments, brand-building and creating distribution channels (Seagul, 2014).This aspect of the Five Forces analysis identifies the intensities of the external factors that create the weak force of the threat of new entry, as follows:
· High cost of brand development (weak force)
· High cost of undertaking business activities (weak force)
· High economies of scale (weak force)
Tesla’s business is difficult to compete with, especially because of the high cost of brand development, in addition to the popularity of Elon Musk as an inspirational leader. For instance, it is challenging for new entrants to match the company’s strong brand, which is one of the strengths mentioned in the SWOT analysis of Tesla Inc. This external factor is an entry barrier in the context of Porter’s Five Forces analysis. In addition, automobile manufacturing has high costs, which impose a barrier to new firms. Also, established players like Tesla benefit from increasing economies of scale, which new entrants can only achieve upon exceeding a production threshold. Based on the external factors in this aspect of the Five Forces Analysis, the threat of new entry is only a minor strategic management concern in Tesla Inc.’s industry environment.

Value Chain Analysis (VCA) 
The Value Chain analysis helps a company to determine its own strengths and weaknesses along the functions and activities that add value in developing and marketing the product or service. It consists of primary activities that are directly concerned with production, and support activities that help to enhance the effectiveness of primary activities (Johnson et al, 2008). 
· Primary Activities 
· Inbound Logistics
The most important components Tesla manufactures in-house (Bowman, 2010). Other components are produced and delivered from numerous suppliers in a timely manner. It reduces its waiting period to the minimum and improves production efficiency (Liker, 2004). 
· Operations
All cars are made in Northern California, Fremont factory with all necessary manufacturing operations (Tesla Motors, 2014). Manufacturing process is highly innovated and automated, with multi-function robots those can produce up to 83 vehicles per day and easily reprogrammed to produce different car models (Hill, et al., 2014). 
· Outbound Logistics
Tesla Motors distribution channel comprises their own stores across 18 countries (Tesla Motors, 2014) that play a role in educating customers about the benefits of electric cars. While purchasing of a product is made over the online reservation and showrooms (Harryson and Keller, 2013), selecting the preferred delivery address (Tesla Motors, 2014).
· Marketing and Sales
Tesla does not spend on traditional marketing and does not employ an advertisement agency (Foley, 2013). Instead, they developed the network of their own stores, located in high foot traffic and wealthier districts, to interact brand awareness (Tesla Motors, 2014). Many Hollywood celebrities, including Morgan Freeman and George Clooney (Miller, 2012), are the owners of Model S, have an enormous impact on the popularity and fashionable image of Tesla products. Additionally, the company use web-based short films and “Conceptualizing the Car Buying Experience” advertising campaigns on YouTube (Tesla Motors, 2014).
· Service
Along with stores, Tesla also owns its own service centres in North America, Europe and Asia (Tesla Motors, 2014). They have also built and expanded the super-fast free charging station network for their customers‘ vehicles, enhancing the value of the products. Furthermore, they offer their customers a 50,000 miles warranty policy to increase their confidence and reduce operational costs (Baliga, 2009). 
· Support Activities 
· Infrastructure
Tesla motors adopted a flat/horizontal organizational structure (Tesla Motors, 2014), with the CEO at the top making decisions and then delegating authority to lower level manager (Allbusiness.com, 2014). Tesla Motors benefits from having flat organization structure due to better communication process and faster decision-making, eliminating delays and lag time (Hill and Jones, 2008). Elon Musk, who has necessary leadership qualities to build a strong corporate culture to perfect execution of company‘s strategic vision, leads the management team (Forbes, 2014). 
· Procurement 
The company has developed cohesive relationships with strategic suppliers, such as a “partnership with Panasonic, allowing it to gain significant benefits for each party and sharing of information (Ellram and Krause, 1994) and short-term agreements with other suppliers, to replace them with alternative sources in the case of their failure to provide necessary components” (Tesla Motors, 2014). 
· Research & Development (R&D)
R&D is a critical aspect of Tesla Motors that results in its heightened competitiveness that other companies have found difficulty in matching. The company focuses on “ploughing back all free money on R&D to reduce the cost, remain innovative and sustain its image” (Musk, 2006). It also adds “the elegance to the product‘s design that creates the impression of superior value and quality” (Hill and Jones, 2008). All their ideas are protected with patents (Edelstein, 2013) to decrease the threat of exploiting their invention and being copied. 
· Hiring & Recruitment
Growing fast on the global market, Tesla uses High Street Partners for the hiring process to employ the talented workforce and preserving its culture (High Street Partners, 2014).  Additionally, Tesla provides employees with company shares (Harryson and Keller, 2013), motivating managers to adopt strategies that increase the share price of the organization (Hill & Jones 2008)-

World Economic Outlook challenge: slow growth in labour productivity combined with ageing populations in developed countries and the rise in AI and robotics
The World Economic Outlook Report of April 2018 (IMF, 2018) states that labour force participation and productivity in the USA and Europe has been in decline during the 2000-2016 period, particularly when compared to the decades leading up to 2000. The decline in participation became more common following the global recession, when decreased employment increasingly translated into decreased participation. Prior to 2000, employment had increased, on average, and corresponded to declines in unemployment and increases in participation. Following 2000, employment went into decline, corresponding to increasing unemployment and dwindling labour participation. “Although most of the decline in employment translated into rising unemployment before the crisis, after the crisis participation fell sharply.” (IMF 2018)
One of the main reasons for the fall in the labour force participation in the developed countries relates to the ever-growing elderly population and decreased birth rates. This has translated into a diminishing labour workforce.
Another factor impacting on current labour participation is the increasing use of automation, artificial intelligence (AI) and robotics. An increase in the use of such new technologies has resulted in a commensurate decrease in the labour workforce (Acemoglu and Restrepo, 2017). This relationship is likely to continue and heighten as AI and robotics become more commonplace in industry.
In the last two years, Tesla has been forced to lay off a significant percentage of its workforce in California (Ohnsman, 2019). About 7% of its 40,000 employees were laid off.
CEO Elon Musk has openly expressed a desire to build an entirely autonomous factory, his underlying objective being to surmount the limits of human speed. With enhanced speed, it is possible to achieve higher outputs. However, in more complex environments, such as a significantly automated factory, there is a requirement for highly adaptable robots that can respond to unforeseen conditions and to each other as biological systems do. Introducing that degree of biological resilience in robotics and AI necessitates additional research (Buchel and Floreano, 2018).
Tesla will first need to test robotic automation within a defined set of processes, such as choosing raw material and placing it on the assembly line. The second stage involves “expanding the test to multiple functions and processes, such as combining the raw material and packaging the product. The third stage is to deploy robotic co-workers and adaptive AI as human assistants.” (Buchel and Floreano, 2018)
After laying off more than 3,000 workers in two waves, Tesla has made a U-turn and publicly stated that a mistake had been made by the company and that having a human presence amongst the workforce was more productive than full automation. It was realised that the aim to become fully automated with no human intervention posed a greater risk for productivity. While there are complex robots in the factory performing a variety of actions in the manufacturing process, it was found that even the most artificial intelligence systems do not have the adaptability and flexibility that is innate in biological systems (Buchel and Floreano, 2018; Greene, 2018). It was also found that maximal productivity is not attained by full automation, and that after about 66% of activities are automated, the productivity level can decrease in the absence of humans who can react more appropriately in emergency situations.
Comment: At present, Tesla must tread carefully in terms of balancing profitability with sufficient manpower. The company has taken advantage of free trade zone deals between the USA and China to build its third Gigafactory in Shanghai, an offshoring move that is hoped to reduce production costs of the Model 3 and Model Y vehicles. Unless and until AI systems can function as adaptively as humans, Tesla must take note of the labour productivity decreases in the USA and provide sufficient working conditions and incentives to retain a robust workforce that is capable of meeting financial targets and the aspirations of stakeholders.
In addition, even a gradually ageing workforce can have an impact on the pension funds that will need to be available in the future, as a greater proportion of employees reach retirement over a shorter period of time.
Conclusion
Tesla Inc. has grown considerably over the course of sixteen years since its inception. It has faced significant difficulties in meeting production targets and in trying to maintain profitability. The posting of significant financial losses has been a periodic occurrence over the last few years. However, the strong leadership, visionary objectives and persistence in trying to deliver has kept the company afloat and still attracting investors. The introduction of the Model 3 as a mass market luxury electric car was a critical point in the history of the manufacturer and is hoped to lead to greater profitability in the future. The coupling of the automotive industry to the renewable energy market has given Tesla an edge and a strong position in a niche that other manufacturers are aggressively attempting to target. How successful Tesla emerges over the next few years will depend on issues like meeting production capacity targets, staving off fierce competition from other leading luxury car manufacturers, and balancing the benefits of a human workforce vis-à-vis the inevitable use of automation, artificial intelligence and robotics.
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