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Strategic Management of Tesla
Executive Summary
This essay will conduct a strategic analysis in terms of the company Tesla, which include macro and micro-environment analysis, such as PESTLE analysis, SWOT analysis, Porter’s five forces analysis and VRIO analysis. The purpose of the essay is to provide a better direction for the organization’s strategy so as to help Tesla to gain more sustainable competitive advantages. Strategy clock and generic competitive strategies framework are used to identify and analyze suitable strategies for Tesla. Recommendations will be put forward in the end for the implementation of new innovative strategies. The impact of the implementation of new strategies on the whole industry as well as other competitors will be taken into considerations.
1. Introduction 
1.1. Background of Tesla
Tesla, founded in 2003, is an automotive company that specialized in designing, manufacturing, marketing electric cars, components, and energy systems and generation systems. Tesla provides products and service in many regions, such as North America, Europe and Asia. It serves for individuals, industrial and commercial customers and utilities (Marketline, 2019). Tesla, based in California, the US, was developed by people who believe that electric vehicles can be better, faster and more fun to drive than traditional gasoline vehicles. In 2008, the birth of Roadster designed by Tesla show the world its advanced battery technology and excellent electric power system. Since then, Tesla designed “Model S” which is the world’s first high-end all-electric car and the best car in its class. Later, Tesla has created more products which is quicker, safer, more efficient and comfortable (Tesla, 2019). 
1.2. Definition of strategy
The word of “strategy” has a lot of meanings. The definitions of this word are various due to the different understanding of the word. Alfred D. Chandler, Jr. wrote in his work Strategy and Structure (1962) that “the determination of the basic long-term goals and objectives of an enterprise, and the adoption of courses of action and the allocation of resources for carrying out these goals.” The founder of modern management, Peter Drucker (1994) defined strategy as an organization’s approach about gaining competitive advantages. Michael Porter (1996) has mentioned competitive strategy. In his work Industry Structure and Competitive Strategy, he holds that competitive strategy is to be different with other peer enterprises, which means that choosing a series of activities to develop an “unique mix of value”. He believed that by using the strategy, organization can realize its expected results in a changing environment. 
2. Main findings of strategic analysis
2.1. PESTLE analysis
PESTLE is a tool for the business analysis. The six characters represent six factors that environment will affect the business. PESTEL is an acronym that refers to Political, Economic, Social, Technological, Environmental and Legal aspects. It is used to monitor the macro-environment of the business (Aguilar, 1967). 
The first one is the political factor. As all firms need to follow the law, all businesses are run under the regulation of laws and policies. The upcoming legislation that will influence the business activities should be taken into consideration. Although different counties have different laws, many counties have launched encourage policies for the electric engine due to its environmentally friendly quality. UK government is spending £1 billion to encourage people buy electric cars. Early in 2017, the UK government announced that it will ban the sale of all new petrol and diesel cars by the year 2040. In addition, it is road tax free for the vehicle with zero emission (Smith, 2017). Australia government also set its national electric vehicle strategy as a part of the climate solutions (Morton, 2019). Driven by policies, it is estimated that by 2025, a third of car sales will be electric in Europe. Sometimes it is the politics rather than economics that propels the electric vehicle market (Collins, 2017).
As for Tesla’s economic factor, the global growth of world economy remains stable at 3.0 in 2019. According to the World Economic Situation and Prospect 2019, among many developed countries, the unemployment rate dropped to historical low; in developing countries, such as China remains a strong growth with robust domestic demand conditions (EAPD, 2019). The world economy is in a good trend; however, the price of Tesla is actually decline, especially for the cost of batteries are getting lower. The sales of electric car including BEV (battery electric vehicles) and PHEV (Plug-in hybrid vehicles) in 2018 reached 2.1 million units, a 64% increase compared with that of 2017 (Irle, 2019). The more Tesla or electric cars are popular in the public, the lower materials prices may be, which makes Tesla more cost-effective for customers. Some customers like luxury cars, which is also favorable for Tesla because some series of Tesla are viewed as luxury with latest innovative technology. Tesla provides for middle class not only because there is not much competition but also because people want it. Offering an option to the average people will be a good thing for Tesla (Frue, 2018). 
As for Tesla’s social factor, people more realize the importance of environment. Also, the emissions of cars are the main contributor of the air pollution, which becomes a common sense for people (Green, 2018). It is because of the rising of the social awareness of environment protection that people have a good impression of the emerging of the Tesla. No matter people buy it or not, people support this kind of no emission cars. Especially for the people who have eco-friendliness preference, electric cars perfectly eliminate the conflicts between the needs of the cars and the worry of pollution of car emissions. Although, all-electric car is newly emerging car products, its price isn’t very high. People from middle class are able to afford it. Tesla’s brand has gone deep in people’s heart, whenever people think electric vehicle, they expect a Tesla (Frue, 2018). However, although Tesla is trying to keep the price low, but it is still relatively expensive compared to traditional cars at the same quality level. As a new technology, some people are hard to adapt to all-electric cars. According to the research, usually it is the young and the affluent people buy Tesla (Gene, 2016).  
   As for Tesla’s technological factor, it has both advantages and disadvantages to Tesla. For advantages, it is known that Tesla, as a trailblazer of electric vehicle market, is equipped with the latest and innovative technologies for vehicles, which attract a lot of people. These technologies also help Tesla to save cost and be efficient. Tesla also works on creating its own AI hardware. It also using big data to track and record vehicles’ problems so as to diagnose the weakness of vehicles (Marr, 2018). For disadvantages, because technology has been developing all the time, when the new technology is applied, the older products lose their values and selling points. Therefore, the competition is fierce not only among different brands but also among different products within a brand. Some consumers are hard to make decisions whether to buy an electric car because they worry that after the purchase, with the technology development, the cars will be out of date soon (Frue, 2018).
As for Tesla’s legal factor, it is expanding to other countries (Thompson, 2017). It needs to update its international patents. If not, the expansion will take longer time or even be intercepted by legality issues. 
As for environmental factor, compared with traditional gasoline cars, Tesla can achieve zero emission and abide by many environmental regulations. According to the latest research, even when considering the electricity that is used to charge up the electric car is powered by coal, the emission is still 40% lower than the emission of traditional fuel cars (Holder, 2019).  
According to the analysis above, a vivid figure can be drawn to clearly describe the advantages and disadvantages of Tesla:
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2.2. Porter’s five forces analysis
The five forces analysis approach is put forward in 1979 by Michael E. Porter. He suggests that there are five competitive forces that affect the industry attractiveness and long-run industry profitability. The five forces are competitors, new entrants, buyers, suppliers and substitutes (Porter, 2008). The relationship among them is as the figure below: 
[image: Porter's five forces model. The model shows five forces: entry barries, threat of substitutes, bargaining power of suppliers, bargaining power of buyers, industry rivalry.]
The first force is competitors of Tesla and competition. According to a general classifications of vehicle markets, Tesla faced competition from traditional internal combustion vehicles, Hybrid Electric Vehicles (HEV), and EV. Traditional internal combustion vehicles have premium sedan market and strong competitors such as Audi and BMV. Many automakers also entered the HEV and EV market. General Motors, Toyota, Ford, and Honda have already launched hybrid vehicles; most popular automobile brands have introduced EV, including BMW, Daimler, Nissan, Fiat, Ford and Mitsubishi, etc. The competition in automobile market is very fierce. 
The second force is Tesla’s consumers’ bargaining power. Customers has direct influence on Tesla’s sales revenue. There are three external factors can be used to measure the consumer’s bargaining power, they are low switching costs, strong purchasing power, and small amount of purchase. Low switching costs refer to that it’s not costly for customers to buy cars from other automakers, which is a strong force for Tesla in car market. To gain a price advantage, Tesla has once again reduced the price of Model S, Model X. The reduction is dramatically from $12,000 to $18,000. As for the Model 3, the price is down to $35,000. Elon Musk believe the price reduction is very essential to the sales (Waters, 2019). On the other hand, the living standard of people has been developed. Cars become more popular and affordable to ordinary people. The consumers purchase power is stronger than ever before. Most people who own cars only have one car or a few cars. The small amount of purchase reduces the influence of customer on Tesla. In summary of this aspect, the three external factors reflect a moderate bargaining power of buyers. 
The third force is bargaining power of suppliers. A reliable supplier is important to automakers. By influencing the availability of materials that a business need, the suppliers can influence the industry environment. There are three external factors: forward integration, size of suppliers and supply level. Forward integration refers to that a business replace the third party distribution or supply channels with its own to lower down the cost and has direct connection with consumers (Spacey, 2018). Tesla has moderate level of forward integration. Tesla has limited control of the distribution and sale of its products. As for the size of suppliers and supply level, the two factors only enjoy moderate forces. However, this year, decision has made that Tesla will close most of its stores this year in 2019 and only sell cars online, which means Tesla will have strong control of the distribution and sales (Hawkins, 2019). Therefore, the bargaining power of suppliers is considered to be a w force. 
 The fourth force is the threat of substitutes. There is moderate substitute availability, most people buy cars for practical use. It is a convenient and time saving tool that public traffic and bicycles can’t compare. Some people live far away from downtown area, or people try to use car to avoid crowd bus and metro, hence, it’s necessary for them to buy a car. Therefore, the substitutes here are a moderate force (Kissinger, 2019). 
The fifth force is the threats of new entrants. New entrants usually refer to the new brands that can influence the vehicle market environment and have impact on the performance of Tesla. There are three external factors: the cost of brand development, the cost of running business and the economies of scale. Tesla is not easy to compete with because of the high cost of brand development. New entrants are hard to win the Tesla’s strong brand. In addition, the manufacturing cost of vehicle industry is high, which become a big barrier for new entrants. As for economies of scale, new entrants are hard to realize the economies of scale compared with former brand like Tesla, which can achieve profit from increasing economies of scale. Therefore, the force of new entrants is weak. 
2.3. SWOT analysis
SWOT analysis is a commonly tool that is used to analyze the internal and external environment. It is a key step for strategic planning. SWOT is an acronym that refers to Strengths, Weaknesses, Opportunities and Threats (Phadermrod, et al., 2019). 
As for Tesla’s strengths, there are mainly 4: strong design and automotive engineering capabilities; achieving business growth by growing revenue, innovation and government support. Tesla is the symbol brand in the electric car market and also has strong leading position in terms of design and automotive engineering capabilities. Tesla can offer double ranges than any other commercial EV in the market. Tesla also adopts in-house proprietary on-board charging system, which allows cars to be charged by almost any available electric outlet. These two advantages help relieve consumers anxiety about range and alleviate the need for charging infrastructure, and make Tesla stands out of the rest of electric vehicle brands. In addition, the single electric powertrain system makes it possible for Tesla to create a lighter and more energy efficient vehicle (Marketline, 2019). According to the statistics from Macrotrends (2019), Tesla’s avenue has been increasing every year. As the figure below shows:
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“Tesla annual revenue for 2018 was $21.461B, an 82.51% increase from 2017. Tesla annual revenue for 2017 was $11.759B, a 67.98% increase from 2016” (Macrotrends, 2019). The growing revenues can then contribute to the expansion of Tesla’s other business operations. Tesla’s innovative capability can also help to improve business. The research and development center (R&D) of Tesla concentrates on developing the new products and improve the products features and characteristics. R&D also focus on the improvement of manufacturing process, self-driving function and cost saving, which makes Tesla has long-term advantages (Marketline, 2019). The government supports are reflected in the road tax free and government investment. Although government support all electric vehicles, it is a strength for Tesla’s business growth.   
The weaknesses of Tesla are mainly 3: the settlement deal with Securities and Exchange Commission (SEC); high debt and lawsuits. In 2018, Elon Musk, the CEO of Tesla, was charged with fraud by SEC. The cause of this is that Musk has tweeted that he is “considering taking Tesla private”, which leads to the rise of stock price of Tesla by 13% (Salinas, 2018). At last, settlement is made between Tesla and SEC that Musk resign as Tesla’s chairman; additional independent directors will be appointed; there are $40 million penalties that Musk and Tesla need to pay (SEC, 2018). Debt is another big issue for Tesla, according to the statistics from Macrotrends (2019), “Tesla long term debt for 2017 was $9.418B, a 60.2% increase from 2016.Tesla long term debt for 2016 was $5.879B, a 184.24% increase from 2015.” This situation has been a little relived in 2018, however, in 2019 debt increased again (Macrotrends, 2019). Lawsuits could lead to a great amount of penalties and damage the brand’s image. In 2018, Nikola Motor Company, a hydrogen truck startup, filed a lawsuit against Tesla that Tesla copied several design elements of Nikola products and ask for a compensation of $2 billion (O'Kane, 2018). Another lawsuit is filed to against autopilot of Tesla Model X, which according to the family lawyer of the dead, caused the death of the man (Korosec, 2019). 
As for opportunities of Tesla, there are mainly 3: new products that drive growth; large demand of the electric vehicles; expansion initiatives drive business growth. New and innovative products can cater the changing demand so as to serve different customers well. In 2018, Tesla made an agreement with South Australia to build a virtual power plant to reduce the electricity bills, involving 50,000 connected homes (Alvarez, 2018). The newer the product is, the more high-end technology it has. Tesla vehicles become quicker, safer and more fast charging. Except all-electric cars, Tesla also focus on hybrid electric vehicles (HEV). Because of the increasing awareness of environment and the increasing standard of livelihood, the demand for HEV is increasing all across the world. “According to in-house research, the global hybrid and electric cars market is forecast to reach a value of US$227,498.5 million by 2022, an increase of 115.3% from US$105,676.5 million in 2017 (Marketline, 2019).” To further improve its service, Tesla designed many expansion initiatives in Norway, China and Europe regions (Lambert, 2018). 
The threats of Tesla mainly come from the competitors. Since Tesla launched a series of electric cars, the electric car market began to develop quickly with a great momentum. Although when people mentioned electric car, the first brand they will think of is Tesla, this isn’t the only choice. Some other brands also launch electric cars to occupy the market and compete with Tesla by new technologies and low prices. For example: the Volkswagen MEB Entry. Its price is expected to be half of the price of Tesla’s the least expensive electric car. It isn’t that easy to manufacture electric vehicles with a such inexpensive price. Therefore, it isn’t the only competitor to the Tesla, it is the competitor of the whole electric car market (Matthews, 2019). Ford is also anther strong competitor. It is an old brand with high quality services in terms of design, manufacture, sales. It focuses on the customer satisfactory and develops innovative technologies to improve safety. Ford also dedicated in sustainable energy that goes beyond reducing CO2. Ford has its unique model and considered as Tesla’s formidable competitor (Bhasin, 2016). The car market has seasonal trends. Usually the peak time is in the spring and fall, the lowest sales are mainly in December, January and February. Tesla may also follows this regular pattern, but due to the limited history of Tesla, it is hard to anticipate the exact nature of its seasonality (Melanie, 2018). Most the expense of a company is based on the anticipated levels of annual revenue, if the company can’t make the profit as the expectation for the seasonal demand, the operation results will be affected. Therefore, the seasonality could lead to the fluctuations in the cost and then result in the instability of the overall business performance (Marketline, 2019).
     According to the analysis above, a vividly figure can be drawn as below:    
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2.4. VRIO analysis 
VRIO, originally developed by Barney, J. B. (1991), is a tool that used to analyze a business’s internal capabilities and resources so as to evaluate the sustainable competitive advantages (Barney, 1991). For Tesla, there are four questions: how valuable the Tesla’s resources are; how rarity of those resources? Are those resources easy to be imitated by other competitors? How the firm is organized in terms of the organization structure, technology implementation, processes and policies so as to make best use of the resources to build a sustainable competitive advantage.
As for the resources and capabilities of Tesla, innovation and high-end technology are capabilities of Tesla, its self-driving system and battery pack are leading the world. Although these are valuable and rare, but it is easy to be imitated. Therefore, these can only be considered as temporary competitive advantages. The supercharger network that Tesla build is the world fast electric charging network. Due to its high cost and some other reasons, no brand signed up the offer to join the Tesla’s Supercharger network. Also, no brand enjoys a supercharger network as Tesla did (Hyatt, 2018). This is valuable, rare and very cost to be imitated. It can be considered as a sustainable competitive advantage. Premium pricing strategy and market-oriented pricing are two main pricing strategies that Tesla adopt. Pricing strategy is valuable but not rare in the marketing, it is easy to be imitated and fully used by Tesla. This capability can be considered as and temporary competitive advantage. Talents are important assets for a company. Tesla has the ability to attract and retain the talents, which is important but not rare and easy to be imitated. As for the presence of global and local, it makes the revenues diverse. Tesla has been launching expansion initiatives to many countries and receive good results. It is very recognizable brand in the car market (Craig, 2015). 
According to the analysis above, a clear figure can be draw as below:
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3. Strategy Choice
3.1. Tesla’s existing strategy 
Strategic clock, put forward by Bowman, is a useful strategy positioning tool. Here the strategic clock is used to identify the strategy of Tesla. Strategic clock divided strategy options into 8 segments: low price-low value; low price; hybrid; differentiation; focused differentiation; increased price with standard product, high price with low value; low value with standard price (Simister, 2011). The below one is a simple strategic clock figure:
[image: ]
The most profitable point is in the area 1 and area 2. The analysis from the second part can tell that Tesla’s advantage lies in the differentiation since it is the pioneer of the all-electric vehicle and enjoy high-end technology and strong innovative capability. The key of this part in the market is branding. The good impression makes customers are willing to pay an even higher price to buy the products. Differentiation focus is another strategy that Tesla has used, Tesla highlight the uniqueness of its products, but also pay attention to those early purchasers in the high-end market for electric cars. These purchasers are affluent people who are more likely to buy newly introduced products. However, the brand of Tesla becomes more and more popular, due to the economies of scale, and costs of production are reduced, Tesla’s generic competitive strategy has partly shifted from differentiation focus to broad differentiation. Therefore, Tesla should more target to the broad target of customers in car market. 
3.2. Generic competitive strategies 
Generic competitive strategies, put forward by Michael Porter, are strategic tools that business used to gain competitive advantages. Michael Porter developed three generic strategies, they are: cost leadership, differentiation and focus. The focus can be divided into cost focus and differentiation focus (Porter, 1985). As the last framework mentioned, Tesla nowadays main adopt the differentiation strategy and also combined with differentiation focus strategy. However, to maintain the sustainable competitive advantages in innovation and technology, investment in R&D center can be cash-burn, even it has great long-term potential and value. It is because of that, the cost of Tesla is huge, the price also more expensive than other brands. The debt is also a huge weakness as it has been mentioned in the last part. The strategy should not only focus on differentiation but also cost saving. 
A business that follows the cost leadership strategy should be a low-cost producer in its market. The cost advantages come from various channels, such as different business structure, economies of scale, patent technology, preferential or direct access to raw materials, etc. A low-cost business should exploit all possible sources that can achieve cost advantages. If it can achieve and maintain an overall cost leadership in the industry, it can enjoy better performance than other competitors. 
As for cost focus strategy, based on the cost leadership strategy, cost focus will target a narrow market. A business that follows this strategy is not necessary to give the lowest price to customers compared with the competitors, however, it provides a low price relative to other competitors in the target market. 
According to the situation of Tesla, Tesla has to keep its main advantages in its innovation, technology, and brand impression. It can meanwhile adopt cost leadership strategy and cost focus strategy as two supportive strategies to gain competitive advantages.
3.3. Strategic drift
Strategic drift is that when a business grows and develops with the influence of organizational culture and strategic guidance, however, it may fail to follow the changing environment.
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The strategic drift has four stages: incremental change, strategic drift, flux and transformational change or death. Phase 1 refers to that the business is keeping up with the environment with the existing successful strategy. For a successful business, the strategy remains largely unchanged or change incrementally with the feature of long continuity. The second phase strategic drift is that the business fails to keep up with the environment change. When it comes to the third phase, a period of flux, which may occur because that the performance of business declines, strategies lose the clear directions, the trend goes far away with the environment change, thus it’s difficult to reach a “right strategy”. The phase 4 is very typical, figuring out the right change direction or death. 
Tesla now are at the phase 2. However, to catch up with the environment change, strategies should be adjusted. Although, at this phase, there are no obvious drift, strategy adjustment is necessary to keep the business at right trend timely. 
4. Implementation 
The implementation approaches of cost saving strategies can be various. The first is that increasing the bargaining power with the suppliers. The electric vehicles market become mature. More and more people take electric car as an option when they select cars. The orders will also increase. As Tesla has already produced two successful products of Model S and Model X, there are more credibility for Tesla to negotiate with suppliers when it came to Model 3 program. Big volumes, alliable technology and stable and increasing sales will have influence on the supply side. For some automakers, they have realized the targeted 5,000 units per week production rate in a long-term run and even aim to reach a manufacturing capability of 10,000 units per week in the next year. Automakers can take this as an opportunity to negotiate with supplier to achieve profitability. Negotiation is an important part of the purchasing process, now it is also a good point to gain competitive advantages in this area. By focusing on a more sustainable long-term cost basis, the negotiation of bargaining price will not only benefit Tesla but also the suppliers and shareholders. The negotiation of bargaining may concentrate on the price, design and process changes so as to realize the cost reduction at maximum extent (Lambert, 2018). 
Closing stores is also an approach that Tesla has already applied and should continue to carry on. Tesla in San Francisco will only sell the electric cars online so as to accelerate the cost reduction and achieve the long-term goal of selling the mass-market car for $35,000. In February 2019, Tesla announced that it will allow the automakers in Silicon Valley selling the Model 3 at a price of $35,000, which is a price that Elon Musk has been making efforts to reach so as to attract more customers and improve business performance. It isn’t an easy thing for Tesla to lower the price to such a point and at the same time be profitable. Musk said in a conference that closing stores and selling online is the only approach to realize cost reduction and financial sustainable. However, the closure of stores will lead to the job-lose of Tesla staff, it is estimated that 7 % of the Tesla’s workforce will be cut. (Liedtke & Krisher, 2019). 	
Another approach that can be used to cut cost is that building a frugal style leadership. This ideal comes from the IKEA former leader Ingvar Kamprad. He is a typical lead-by-example leaders. His frugality spirit has penetrated and make a difference to his whole business, including the decision making, product direction and customer segmentation. Tesla can also build a thrift and diligent organizational culture to impact the business from culture aspect. Cost saving can be achieved in the process of the changing organizational culture. 
5. Conclusions and recommendation 
Tesla is a potential company. Although it doesn’t have long history, it tightly catches the trend of future. PESTLE analysis shows the macro-environment for Tesla, which is that there are more opportunities than threats. Porter’s five force analysis shows that in the vehicle industry, the threats from new entrants, the threats from substitutes, suppliers’ bargaining power are weak, it is good for the development of Tesla. SWOT analysis shows that Tesla is a company with long term view. It makes big progress in technology, innovation and environment protection. However, there are some hinders for the development of Tesla, such as high debt and high cost of R&D. Despite the barriers, Tesla still moves forward steadily. VRIO analyze Tesla’s capabilities and resources, the results show that the supercharger network, talents attraction and global and local presence are its strong and sustainable competitive advantages. Even though Tesla develops well, there is also some potential risk. The most urgent thing for Tesla is cost saving. Recommendation can be that Tesla can save cost by increasing the bargaining power with suppliers; and close the physical stores and change the battlefield to online sales. Nowadays, many people like shop online, Tesla close the physical stores will also greatly influence other automobile brands and lead the trend of purchasing cars online. 
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