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2. Introduction
[bookmark: _Toc129157840]1.1 New energy vehicle market in China 
Looking back to 2018, China's new energy vehicle (NEV) market was still in its policy-led start-up phase. Influenced by factors such as the immaturity of the industry chain and supporting facilities and uncultivated consumer awareness, policies and regulations became the core drivers of growth in the domestic NEV market (Dong and Liu, 2020). With the spurt in NEV sales in 2018, the domestic NEV market has entered a multi-factor-driven transition phase. On the one hand, the focus of new energy policies has gradually shifted from end-product subsidies to various aspects of the product life cycle; On the other hand, with the influx of different types of automotive players and their active layout, the supply of NEV products has gradually become abundant, accelerating the development of the domestic NEV market (Li et al., 2020; Zhou, Wu and Hu, 2020).
According to Nikkei Asia (2022), cumulative sales of new energy passenger vehicles exceeded 3.33 million units by 2021, an increase of 1.6 times year-on-year, and the penetration rate has reached 15.5%, becoming the world's largest NEV consumer market. As consumer recognition and willingness to consume NEVs continues to grow, the future release of C-side (customer-side) demand is expected to drive the domestic NEV market to continue to grow beyond expectations and eventually achieve fuel vehicle replacement (He et al., 2022). With 68% of Chinese consumers already considering purchasing a NEV for their next vehicle, Chinese consumers' acceptance of NEVs is well above average compared to consumers in other countries and continues to grow (Li et al., 2020).
Under the wave of electrification and intelligent transformation, the competition between new car makers and traditional car manufacturers has become increasingly fierce. To date, the top new brands have continued to sell well due to their differentiated product positioning and the comparative advantage formed by intelligent technology. In contrast, traditional car companies have a heavier historical burden in the transformation process, as they need to take into account business related to the fuel car industry, and building a new eco-system for new energy poses a higher challenge to various aspects such as organisational structure, production R&D and channel marketing (Wang et al., 2022). However, with the birth of high-end electric vehicles and a new generation of hybrid models from traditional car companies, it is still unknown how the market landscape will change.
There are three main types of automotive companies in China's NEV market: new auto manufacturing forces, foreign brands, and traditional independent brands. Among them, BYD is perceived as the domestic leader of the NEV industry in China. in 2021, BYD's market share in the global market reached nearly 8.8%, ranking first, with global sales second only to Tesla and Volkswagen, and is involved in more than 50 countries around the world (Statista, 2023) (see Figure 1). However, facing an uncertain but hyper-competitive landscape, BYD needs to re-evaluate its current corporate strategy and seek to stay competitive in the coming future. 


Figure 1: Market share by NEV producers
Source: (Statista, 2023)
[bookmark: _Toc129157841]1.2 Objectives
The overate aim of the report is to generate effective recommendations for BYD to set its future competitive strategy. To achieve the aim, the following objectives have to be completed:
· To comprehensively understand the current competitive strategy used by BYD now 
· To critically evaluate the competitive strategy used by BYD now 
· To provide recommendations for BYD to improve its competitive strategy effectiveness 
[bookmark: _Toc129157842]1.3 Scope
On the one hand, the report will focus on the competitive strategy of BYD, rather than other NEV companies. On the other hand, given the specificity of each operational market, companies usually adopt different competitive strategies correspondingly. The report thus sheds light on the competitive strategy used by BYD currently in the Chinese domestic market, which is also the single largest market of BYD (see Figure 2). The focus on the latest competitive strategy allows us to evaluate the strategic fit between the operational environment and BYD’s strategic alignment, thus affording time-relevant insights for the strategic orientation in the foreseeable future.

Figure 2: BYD’s revenue structure 
(Statista, 2023)



3. [bookmark: _Toc129157843]Main Body
3.1 [bookmark: _Toc129157844]The competitive strategy of BYD 
Based on the Five Forces of Competition model and combined with the practice of enterprises, Porter (1989) has given three general competitive strategical trajectories, namely cost leadership strategy and differentiation strategy, as well as the focus strategy. Cost leadership strategy aims mainly through strict control of each link in the production and operation activities, especially all links involving cost, to maximize the cost of each link to the lowest, so as to reduce the overall cost of products, and ultimately form a competitive advantage (Porter, 1989).  While differentiation strategy aims to create customerperceived value of its products or services that are different from that of its competitors. The key to maintaining the uniqueness of a product or service is to create customer perceived value in a way that competitors cannot imitate or compete with, otherwise, the advantage will not be achieved in the long term but only for a short period of time. The focus strategy refers to the attention on a niche group of customer segments. Based on the above definition, it is clear that BYD has adopted a cost leadership strategy so far. 
[bookmark: _Toc129157845]2.1.1 Cost leadership enabled by technological advancements
BYD, which started out in the battery industry, has an inherent advantage in technology, and after years of continuous research in core automotive technology, it has now become the only car company in China to master the core technologies of the NEV industry chain, such as triboelectricity and IGBT (Masiero et al., 2016). With a perfect battery, motor, and electric control three electric core technology can not only bring BYD's products a certain cost advantage but also make its product quality can be guaranteed. In the context of the industry's subsidies retreat, market competition is more dependent on products and technology, BYD's established industry chain core technology advantage will enable enterprises to ensure the stability of profitability and can reduce the impact of adverse policy factors.
Using NEV battery as an example, the automotive power battery industry has the existence of lithium phosphate batteries and ternary batteries (Wang et al., 2022). The lithium phosphate battery has lost its competitive edge to the ternary battery because of its lower specific energy, but most brands have a hard time finding an alternative and cannot get rid of their reliance on lithium phosphate batteries. BYD launched a "blade" battery in 2020, which increases the range of Li-ion phosphate batteries to the same level as ternary batteries and passes the industry's most difficult "pinpoint test", making it safer and more cost-efficient (Yu, 2022). At the same time, the blade battery assembly skips the battery module link, increasing the volume utilization rate of the battery pack by 50%, so the manufacturing cost is significantly reduced by 20% to 30%, taking advantage of the price (Yu, 2022). These advantages give BYD not only a technological advantage but also a cost advantage, creating very favorable conditions for future market competition.
[bookmark: _Toc129157846]2.1.2 Cost leadership enabled by economies of scale 
When BYD first entered the automotive industry, it used a cost leadership strategy to rapidly capture the market through price wars, thereby achieving economies of scale to reduce average fixed costs and gain profits. BYD has already accumulated a lot of experience in economies of scale throughout the major value chain activities, such as logistics, production, procurement, and distribution. In terms of BYD's NEV sales, from 100,200 units in 2016 to 154,600 units in the first half of 2021, total sales have grown explosively, doubling sales in just five years (BYD, 2021).  Along with the doubled sales, is the improvement of production capacities and efficiency, reflecting on the decreased costs for every vehicle it has produced. Specifically, through the professional integration of automotive production systems, the strengthened the R&D of components, and stringent cost control through technological innovation, BYD's cost leadership strategy began with the creation of a semi-manual, semi-automated production line and the e-Platform (Lin et al., 2018; Wang, 2022). This has greatly reduced the investment in fixed assets and turned the capital-intensive industry into a labor-intensive one, thus achieving a competitive cost advantage. 
[bookmark: _Toc129157847]2.1.3 Cost leadership enabled by supply chain integration 
In 2011, BYD set up a joint venture with Daimler with the intention of jointly developing and producing the 'Danza' series of NEVs to improve its automotive R&D and production capabilities (Financial Times, 2014). 2016, BYD set up a joint venture with Qinghai Salt Lake Industry, aiming to engage in the development, processing, and sale of Salt Lake lithium resources in Qinghai, realizing its strategic layout in the upstream core resources of NEVs (BYD, 2017). In 2018, the company set up a joint venture with Changan Automobile to establish a battery plant with an annual production capacity of 10 GWH to supply power batteries to Changan Automobile and accelerate the downstream power battery supply business (Automotive News, 2018). 
Through this series of initiatives, we can see that BYD is adept at using joint ventures to enter into strategic cooperation with companies with competitive advantages in the upstream and downstream of the industry chain to expand the coverage of the industry chain (Wu and Liu, 2016; An, 2021; Sun, Zhang and Su, 2022). The establishment of joint ventures ensures that the interests of upstream and downstream companies are integrated and reduces the risk of internal competition between the parties (Qudrat-Ullah, 2022). With the advantage of battery technology and vehicle R&D, as well as open innovation, BYD has established a relatively integrated value chain for the development of NEVs. The cost leadership ushered by the integration is reflected in the following perspectives. 
· Procurement: The main advantage of sourcing is that it allows all the components for the production of a car to be supported by internal systems so that the logistics costs can be significantly reduced. 70% of the costs for the production of a car are controlled internally (BYD, 2021).
· Production: As indicated above, the e-Platform was launched and shared with BAIC, Changan, and Dongfeng to implement shared services in multiple fields, greatly saving the time and cost of acquiring resources (BYD, 2021). With the majority of production activities performed in the house, BYD could closely monitor and control the cost structure.
· Logistics: Order processing is constantly optimised and adjusted by a dedicated department, which strengthens the management of delivery dates and strictly controls shipping logistics. The distribution is enabled by an integrated and omnichannel, including the traditional dealership cooperation and the direct selling to customers from BYD (BYD, 2021).
3.2 [bookmark: _Toc129157848]The evaluation of strategy effectiveness 
For cost leadership strategies, there are three competitive risks that cannot be ignored: firstly, the loss of technological advantage due to the development of more advanced technologies by other companies in the market; secondly, the loss of competitive advantage of the original product due to a change in the demand for goods by the target customer group; thirdly, the low technological threshold of the original product, which can be imitated by competitors at a similar or even lower cost, resulting in the original product no longer has an advantage (Porter, 1989).
Although the integrated supply chain has benefited BYD through greater cost leadership, it also leads to the problem of increased difficulties in internal and external coordination and cooperation. At the same, vertical integration has resulted in the enormous investment of BYD in fixed assets. In the event of force majeure factors such as epidemics and the auto market, the company will have a backlog of inventory  (Bloomberg, 2022). Moreover, too much integration will hamstring the development of the company itself and restrict its ability to adapt to market changes (Gunasekaran and Ngai, 2004; Flynn, Huo and Zhao, 2010). In particular, other electric vehicle companies in the market can already use the same cost level to develop more advanced and differentiated products.
Moreover, in 2020, the competitive landscape for NEVs has quietly changed in China, with BYD's dominant position being challenged. With traditional auto groups, foreign brands, and internet car makers in the mix, BYD's competitive pressure multiplied and its market share fell to a historical low of 11.2% in the domestic market in 2021(Electrek, 2022). Especially, since these brands have all adopted a hybrid strategy focusing on cost leadership and differentiation simultaneously, for instance, Tesla’s localized Model 3 with autonomous driving and over-the-air updating, the cost leadership of BYD could not cater to the changing expectations of customers in China.


4. [bookmark: _Toc129157849]Conclusion and recommendations 
Considering the favourable political environment in the domestic Chinese market, as well as the changed customer purchase behaviours in the NEV industry with NEVs much preferred than before, the NEV industry is featured exponential market growth potential but also fierce competition. As a leading incumbent, BYD should reflect on its current competitive strategy effectiveness in order to stay competitive. The study introduces how BYD implements a cost leadership strategy and the problems that arise in the process of cost management, such as excessive vertical integration, low product differentiation, etc. Based on the analysis, the following recommendations are promoted for BYD in its future competitive strategic management. 
On the one hand, BYD should transition from cost leadership or integrate the differentiation strategy into its current strategic alignment. This can be achieved through rolling out products with unique appearance designs or technical characteristics. The company may also consider inviting internationally renowned designers or experts in related fields to participate in the design and manufacture of vehicles and focusing on improving the overall design aesthetics of vehicles so as to further gain a good reputation and market recognition from the majority of users and strengthen its market-leading position. In addition, in the enrichment of the existing production system models at the same time, BYD should also increase the development of high-grade products, based on the need for different consumer groups to provide the corresponding products, rather than just a low price to occupy the low-end consumer market, otherwise, the quality of such products and corporate brand value will not be able to make further leaps and bounds.
On the other hand, the integrated supply chain of BYD’s NEV business can be restructured to usher cost leadership, operational flexibility, and market responsiveness. For instance, the links that do not significantly contribute to the marginal value in the supply chain could be outsourced so that BYD can place more strategic focus on the business core with greater profit margins. BYD could perform a cost structure analysis on its value chain activities to judge the level of integration and the significance of integration. Then, BYD could reach out to external service providers, such as third-party assembly service providers in China, to compare the costs between doing it by itself or outsourcing to specialist companies with probably greater economies of scale. With non-core businesses being outsourced, BYD could pool resources and competencies into the above-mentioned activities that could make BYD more differentiated from other brands competing in the domestic market. 
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