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[bookmark: _Toc236132304]Executive Summary
This report builds a strategy formulation plan for Tesla, Inc., an electric vehicle and clean energy industry leader, with the automotive industry context of electrification, software-defined vehicles, and sustainability pressure. It starts with an overview of Tesla's background, mission, and objectives and goes on to analyse the recent financial and operational performance of the firm, which reveals declining vehicle deliveries and increasing rivalry with Chinese BYD and rapid expansion in energy storage. The report then uses PESTEL and Porter's Five Forces to analyse the external environment of Tesla, discovering a market characterised by changing government backing, declining battery prices and stiff competition. An internal audit using SWOT, VRIO, BCG, and value chain analysis indicates that Tesla's strengths are its in-house battery, software, and charging technology; the primary weakness is its reliance on a limited model range. Based on these results, the report proposes a strategy that integrates reduced-priced models with deeper partnerships in essential mineral supplies, which is aimed at securing market share while managing control costs and material risk. The report finds that Tesla needs to strike a balance between short-term competitive pressure and its long-term mission of speeding up the world's transition to sustainable energy and provides clear, practical recommendations to help it achieve that objective.
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[bookmark: _Toc236132305]Introduction to the Strategy
Strategic management is the ongoing process of setting goals, examining both internal and external environments and selecting and taking actions that assist a firm to achieve long-term success (Vracheva and Moussetis, 2025). This is important as markets evolve rapidly and companies that fail to strategise will lose their customers, profit, and relevance. Strategic management has the advantages of improved resource utilisation, clearer staff guidance, and enhanced responsiveness to competition and new regulations. In the car industry, strategic management also helps firms to balance between profit and environmental responsibility, which has now become a major component of remaining competitive. This report aims to develop a strategy formulation plan for Tesla, a major company in electric vehicles and clean energy. The report will examine the background and the current performance of Tesla, study its external and internal environment, and finally propose a new strategy with recommendations.
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[bookmark: _Toc236090740]Figure 1: The Strategic Management Cycle.
Source: (Self-made).
[bookmark: _Toc236132306]Overview and Background of the Firm
Tesla, Inc. is an American-based company that was established in 2003 and is located in Austin, Texas. The company designs, manufactures and sells fully electric cars such as the Model 3, Model Y, Model S and Model X and energy products like solar panels, Powerwall domestic batteries and Megapack grid storage systems (Palmié et al., 2024). Tesla operates in the automotive and clean energy sectors, competing directly with the old car manufacturers and with relatively new electric vehicle companies like BYD. The company sells cars globally, and its key manufacturing sites, referred to as 'Gigafactories', are in the United States, China, and Germany. Tesla runs its own Supercharger charging network as well and creates software in-house, such as its Full Self-Driving system. This combination of vehicle manufacturing, software, and energy storage sets Tesla apart from most car companies that tend to rely on external suppliers to provide these aspects of the business.
[bookmark: _Toc236132307]Strategic Intent
Tesla's mission is to speed up the world's move to sustainable energy. This mission defines the firm's vision of a future where clean transport and clean power are not a niche product but are normal. The objectives of Tesla help to realise this vision in practical ways. To begin with, the company desires to continue increasing its vehicle manufacturing and sales, as well as reduce the price of every car in order to make it more affordable to more individuals. Second, Tesla seeks to grow its energy operation, as storage and solar products are used to balance the revenues when car sales decline. Third, the company is spending a lot on artificial intelligence, robotics and self-driving software, as demonstrated by the Optimus robot and Robotaxi service, pointing to a future that is not merely about selling cars (van der Rhee, Schmidt and Van Orden, 2012). Fourth, Tesla wants to retain its own battery and charging technology, instead of being entirely reliant on its external partners, to protect its cost advantage. Collectively, these objectives demonstrate how a company can become more than a car manufacturer to a broader technology and energy enterprise, as well as maintain sustainability as its core purpose.
[bookmark: _Toc236132308]The Company's Current Performance
Recent performance of Tesla indicates a company that is under pressure but still performing well in general. In the 2025 financial year, the group revenue was nearly US$94.827 billion, which is a decline in comparison to the previous year, largely due to the decline in automotive sales and prices (Tesla, Inc., 2026). In the second quarter of 2025, deliveries were approximately 384,000 vehicles, which indicates that demand is not growing as rapidly as it was during the high-growth years of Tesla. In the United States, the margins have been strained by higher tariffs, increased competition, and the end of certain government incentives. But the energy generation and storage component of the business continued to expand at a high level with the assistance of the increasing need for Megapack and Powerwall products, which helped balance the weaker car sales (Tesla, Inc., 2026). By 2026, BYD surpassed Tesla in some quarters in the delivery of electric vehicles worldwide due to lower prices and a more diverse model range, although Tesla continues to make higher profits per vehicle, software, and charging network. Table 1 compares Tesla and two of its closest competitors.
	Company
	Approximate 2026 Global BEV Deliveries (per quarter)
	Core Strategic Focus

	Tesla
	480,000
	Software, self-driving, premium pricing, charging network

	BYD
	557,000
	Low-cost pricing, battery manufacturing, fast model expansion

	Rivian
	Under 20,000
	Adventure vehicles, US market, new R2 model launch


[bookmark: _Toc236090759]Table 1: Tesla and Key Global Competitors in the Electric Vehicle Market, 2026.
Source: adapted from Priambodo and Monica (2026) and Krivevski (2026).
Even in the tougher environment, Tesla has a good cash position and is among the most valuable car makers in the world by market value, which leaves it with space to continue investing in new technology (Tesla, Inc., 2026).
[bookmark: _Toc236132309]Strategy Analysis
[bookmark: _Toc236132310]External Environmental Audit
Political: Governments have a great influence on the electric vehicle market, and this is achieved by subsidies, emission regulations, and trade policy. Tesla and its competitors have both been impacted by the removal of federal tax credits in the United States and tariffs on Chinese-made vehicles and parts (Jones, Nguyen‐Tien and Elliott, 2022). Laws in the UK and Europe that are driving towards zero-emission cars continue to favour long-term demand.
Economic: Higher interest rates and living standards have made consumers more cautious about their expenditures, and car sales have generally stagnated. Meanwhile, electric cars are becoming relatively cheaper to manufacture due to declining battery prices, and this should increase profit margins in the long term (Safari, 2024).
Social: The views of the general population on electric cars are much more positive than they used to be during the initial years of Tesla, partly due to the fact that Tesla altered the perception of electric cars and made them appear exciting without necessarily being practical (Palmié et al., 2024). Younger consumers particularly are conscious of sustainability and connected technology.
Technological: Software, batteries, and self-driving systems are now the key points of competition. Companies that develop their own technology (instead of buying it in) are able to move more quickly and manage costs more effectively.
Environmental: All car manufacturers are being forced by climate regulations and customer pressure to produce fewer emissions and more recycling of materials like batteries (Lin et al., 2024).
Legal: Safety regulations, data protection regulations, and regulations on self-driving vehicles vary by country, which presents an additional cost and complexity to companies that market globally.
Porter's Five Forces Analysis
Using Porter's Five Forces, Competitive rivalry is intense and increasing, as BYD and other Chinese companies are increasing rapidly with lower prices. Studies on firm performance indicate that in turbulent industries, performance may be more determined by the capabilities of a firm as opposed to the wider environment alone, which explains why Tesla has concentrated on developing unique in-house technology rather than just responding to market forces (O'Regan, Kluth and Parnell, 2011). The threat of new entrants is moderate, as constructing an automotive factory requires large capital, yet Chinese companies are gaining entry into Western markets more simply than ever. The buyer power is on the rise, with customers having numerous electric models to select from. The supplier power is high in areas like lithium and battery materials, where supply is concentrated in a few countries (Jones, Nguyen‐Tien and Elliott, 2022). Electric cars in general are not subject to a high threat of substitutes, although there is fierce rivalry among competitors of electric cars themselves.
[bookmark: _Toc236132311]Internal Environmental Audit
SWOT Analysis
Strengths: Tesla has its battery technology, software and charging network, which provides it with additional control compared to most of its competitors. It has a well-established brand globally.
Weaknesses: Tesla has a few models on which it heavily relies, and recent declining delivery numbers indicate the danger of over-reliance on ageing designs.
Opportunities: The development of energy storage, self-driving software, and new cost-effective models can provide new sources of income.
Threats: BYD, as well as other Chinese manufacturers, threaten Tesla with aggressive pricing and changing government support.
Using the VRIO framework, the in-house battery and software systems of Tesla are valuable and rare and not easily imitated by competitors, which provides Tesla with a source of sustained advantage, assuming the firm maintains a sufficient level of organisation in terms of how it utilises these resources (Donnellan and Rutledge, 2019; Barney and Mackey, 2016). Using the BCG Matrix, the Model 3 and Model Y act as cash cows and continue to produce high sales and cash, despite slower growth, whereas energy storage products are a rising star, and they are increasing rapidly and require further investment. More recent projects like Robotaxi and Optimus sit as question marks, promising but untested. Along the value chain, Inbound logistics and technology development are the key strengths of Tesla, as it manufactures many components internally rather than purchasing them externally, facilitating cost control and supply security (Tutar and Erden, 2026). In comparison to other automobile manufacturers, most of which have published individual recycling and circular recycling goals, Tesla continues to be able to establish more explicit public pledges on vehicle and battery recycling (Abedsoltan, 2023).
[bookmark: _Toc236132312]Strategy Formulation
The current strategy of Tesla combines cost leadership, by large-scale battery and vehicle manufacturing, and differentiation, by unique software and self-driving capabilities. This hybrid strategy has been successful but is currently being stretched to its limits, as competitors like BYD are closing the gap with Tesla on price and technology. Building on the growth options by Ansoff, Tesla should adopt a market penetration and product development strategy simultaneously. This implies the launching of cheaper models to protect market share against low-cost competitors while still working on higher-margin software features, such as self-driving, which cannot be readily obtained by buyers elsewhere (Vracheva and Moussetis, 2025). A new strategy proposal of Tesla is to deepen coopetition partnerships in battery materials and manufacturing, as it has been in the previous deals with companies like Toyota and Daimler, but it is now aimed at securing lithium, nickel, and cobalt supply with the help of joint ventures instead of working all alone (Cheong, Song, and Hu, 2016). Table 2 indicates the way these partnerships might be structured.
	Partnership Area
	Example Partner Type
	Strategic Purpose

	Critical mineral supply
	Mining and refining firms
	Secure long-term lithium, nickel, and cobalt supply

	Battery recycling
	Recycling technology firms
	Reduce material cost and improve sustainability

	Affordable vehicle platforms
	Regional parts suppliers
	Lower production cost for entry-level models


[bookmark: _Toc236090760]Table 2: Proposed Strategic Partnership Areas for Tesla.
Source: (Self-made).
This hybrid strategy helps to shield Tesla technology and mitigate its risk to raw material and price wars and enables long-term sustainable growth.
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[bookmark: _Toc236090741]Figure 2: Ansoff Matrix for Tesla's Growth Strategy.
Source: (Self-made).
[bookmark: _Toc236132313]Conclusion and Recommendation
Tesla has been a dominant player in the electric car and energy market, with solid in-house technology, an established brand, and a diverse product offering that includes cars, storage, and software. Nevertheless, declining sales, an increase in competition with BYD, and the shift in government support indicate that Tesla cannot afford to rest on its past success. The external analysis reveals that the market is influenced by political shifts, declining battery prices, and intense competition, whereas internal analysis indicates that the company has strengths in terms of its technology and cost control, as well as weaknesses in the small model range and material availability. It is recommended that Tesla introduce lower-priced vehicle models to maintain market position, extend collaboration in battery material provision to control cost and risk, and proceed with investing in software and energy storage, where its competitive edge is most difficult to replicate by competitors. These steps are likely to allow Tesla to strike a balance between the competition pressure in the short term and the long-term mission of the company to assist in a more sustainable energy future.
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