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Pandemic’s impact on Automobile industry: Tesla case
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Introduction:
In this essay, we will continue the analyse of automotive industry focusing on Tesla case and we will examine why and how the covid 19 pandemic accelerate the disruption of the automotive industry. First of all, we will review the key points of the previous assessment focusing on SWOT and PESTEL analyse. Secondly, by using Porter’s Five Forces in the EV’s automotive industry we will unveil Tesla’s competitiveness. Nevertheless, we will analyse Porter’s Diamond Theory focusing on the chance element of natural disasters to underline the disruptive element of covid19 pandemic. 
SWOT and PESTEL Analyses:
Kotler et al. (2018) starts analysing a company’s situation from its internal culture. In our SWOT Analyse, Tesla Motors’s Strengths are represented by 1. Tesla Brand developed by 2. the “vision-oriented personality of Elon Musk”. A third important strength is represented by the fact that Tesla’s cars are an attractive gadget full of innovation and new technologies that used Artificial Intelligence to develop its Autopilot and to interact with the environment. For our essay, Tesla business model is one of the most important strength elements because it’s focused on the constant costs cutting and production improvement that bring a higher profit margin and a possible EV’s car under £20,000.[footnoteRef:2] [2:  Felix Page. (28 June 2021). [online, available at:] Tesla plots £20k, 250-mile EV hatch to rival VW ID 3 | Autocar [Accessed 11 Jan. 2022].] 
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One of the biggest Opportunity for Tesla’s car is represented by the faster adoption of EV’s car worldwide. Also, the global trend in environment protections is favourable to forecast Tesla Motor’s growth (Agenda 2030 – Sustainable Development Goals).[footnoteRef:4]  [4:  Agenda 2030 – Sustainable Development Goals – Report 4 of UK Government. (March 2017). [online, available at:] Agenda2030: Delivering the Global Goals (publishing.service.gov.uk) [Accessed 11 Jan. 2022].] 

In our previous analyse, we underline how Tesla’s Weaknesses – production process issues, robotaxi release, geographical location of Tesla’s factories – are continuously under internal analyse and transformed into strengths that offer to the company a competitive advantage. The same process is happening with the external Threats that Tesla encounter from its growing competition and the limited raw materials necessary in car’s production. Tesla Motor through his charismatic leader Elon Musk make strategic partnerships in order to transform those threats into future’s opportunities: New Calledonia nickel mine’s partnership[footnoteRef:5], a Tesla – Toyota joint EV platform[footnoteRef:6] or a potential new partnership with Mercedes.[footnoteRef:7] All those weak points are under constant focus of Musk and their transformations into strong points allow Tesla cars to gain competitive advantage.  [5:  BBC Business News [online, available at:] Tesla partners with nickel mine amid shortage fears - BBC News [Accessed 11 Jan. 2022].]  [6:  Rufiange, Daniel. (2 April 2021). [online, available at:]  A Tesla-Toyota partnership might be finalized soon | Car News | Auto123 [Accessed 11 Jan. 2022].]  [7:  SU, Jeb. (28 October 2018). [online, available at:] Mercedes-Benz Could Partner With Tesla Again, Says Daimler CEO In Wake Of Failed Electric Strategy (forbes.com) [Accessed 11 Jan. 2022].] 

[bookmark: _Hlk93062676]Macro-environmental factors influence the market and Blynthe, J., 2005, reunite them under PESTel Analyse. In our previous assessment we show how in 2009 the United States Department of Energy approved a loan to Tesla Motor and that was crucial for the development of their first Tesla Model S. Also, the USA Government offered at that time a $7500 tax credit to every EV’s bought (Riddel Lindsay, 2009). Those Political and Economical factors positively impact Tesla Model S to be cheaper than its previous Roadster. The social factors worldwide show the trends of moving towards the acceptance of the electric cars. Even if the automobile industry was significantly affected by the Covid 19 pandemic, the niche of battery electric vehicle increases in 2020 by 43% compared to 2019, show the International Energy Agency in its study from 2021.[footnoteRef:8] The Technological factor influence Tesla to use the latest engineering advancements into its car’s production: from the development of AI to use of gigantic pressing machines, called Gygapress. On this way Tesla influence the transition to a sustainable energy worldwide being a leader in the positives impact of the Environmental factor. Like we’ve already stated in the previous assessment on the Legal macro-factor, the laws and regulations could represent a considerable constraint over its development: Berlin’s Gigafactory is ready to produce EVs, but Tesla still wait for the latest environmental approvals. Considering those approvals sorted out at the beginning of March 2022, Tesla will be the dominant force on European market of automobile industry. Notably aspect is that Tesla strategically chosen Germany as its core for manufacturing in Europe due to the fact that Germany’s country brand is well know for quality car industry. In order to associate Tesla’s brand with Germany’s country brand, Elon Musk was ready to pay a higher production price per worker on top of the legislation’s bureaucracy.  [8:  International Energy Agency. (2021). [online, available at:] Trends and developments in electric vehicle markets – Global EV Outlook 2021 – Analysis - IEA [Accessed 11 Jan. 2022].] 

In this PESTEL analyse we observe the way how the macro-environmental factors drive the evolution of a business according to the mega-trends. Considering the automobile industry those forces described in PESTEL analyse accelerate the competition within. 
Porter’s Five Forces of competitive strategy in automobile industry:
	According to Michael Porter’s article from Harvard Business Review, we could better analyse the intensity of the competition within an industry by analyse five competitive forces that shape the strategy of a company:[footnoteRef:9] [9:  Porter, Michael. (March 1979). [online, available at:] How Competitive Forces Shape Strategy (hbr.org), Harvard Business Review [Accessed 11 Jan. 2022].] 

· The first force describe by Porter is Threat of entry: in Tesla’s case we must see the barriers that a company suppose to pass in order to enter EV’s niche in automobile industry. The first question that Porter brings on threat of new entry: ‘are there any economies of scale’ that could compete with Tesla? And we could clearly observe that all the big automotive manufacturers could reshape their production, but the cost of the entry will be hight. On top of hight cost of entry the EV’s market, there is the product differentiation issue. According to Porter a new company entering EV’s market have a hight barrier determined by customer loyalty to Tesla brand. In this first force, Porter place also the “Government policy” and we know that all the western governments adopted ‘Agenda 2030’ that force the switching from petrol and diesel cars. From this point of view, the big economies of scale will be forced to spend a lot of financial resources in order to switch to EV. Taking in consideration that after 2008 Financial crisis, Governments saves from bankruptcy a big part of automobile industry, we might ask ourselves “how many cars company will survive to the switch to EV’s revolution?” On the other hand, how many new EV manufacturers will have the chance to succeed in a very competitive market? Could Tesla’s goal of £20,000’s EV to be the ‘game over’ for a major part of existing automobile industry? The fact that Tesla offer since 2014 all his pattens to the large public, accelerate the potential competition. Taking this into considerations, we can observe that at this time, the threat of new entrances is medium to low. This is a positive aspect for Tesla’s position on the market. 
· Second force, The bargaining power of suppliers is very important due to the fact that less power a supplier has over a business, that’s better for that business. Hart Charlie (2021) analysed Musk’s affirmation from Tesla’s first quarter of earnings in 2021: the company has been forced to pass throughout “insane difficulties” in order to scaling up production.[footnoteRef:10] The difficulties were raised by the Covid 19 pandemic. Due to the pandemic times a lot of suppliers reduced or closed their capabilities of production. On top of that, Tesla’s competition of car manufacturers reduces the orders of chips at the beginning of pandemic and that force the suppliers to take into consideration the reduction of their production. Tesla took advantage and absorbed from the market as many resources (semiconductors, raw materials etc); for that reason, in 2021, Tesla only reduce production capabilities, and didn’t shut down the production. Worldwide, due to semiconductors shortages, automakers like Jaguar Land Rover, Volkswagen and Ford have “been forced to temporarily shut down production site” (Hart 2021). According to the limited numbers of suppliers, their power of bargaining over automobile industry is hight. Despite this situation, Tesla continued their production contrary to its competition that even temporarily shut down. Elon Musk acted to lower the supplier’s power by doing its own chips[footnoteRef:11] and strategic partnerships for raw materials like nickel. The main problem of supplier’s power bargaining is that China owns the monopoly worldwide of the raw materials needed in the EVs. This offer a hight competitive advantage to the Chinese EV’s manufacturers worldwide. From these perspectives, the automobile industry analyst Sandy Munro affirm on his vlogs that once Chinese EV’s competition will stabilised in USA will be the magnitude of a tsunami for the automobile industry worldwide[footnoteRef:12]. Despite the hight power of bargaining from the suppliers and its disturbances over the automobile industry, Tesla delivery in 2021 a new record of 936,127 cars worldwide.[footnoteRef:13]   [10:  Hart, C., (April 2021), [online, available at:] Tesla's supply chain faces 'insane difficulties' - Supply Management (cips.org) The Chartered Institute of Procurement & Supply, [Accessed 11 Jan. 2022].]  [11:  Cohen, Ariel (September 2021), [online, available at:] Tesla Flexes Innovative Muscle By Manufacturing Own Chips During Supply Crunch (forbes.com), Forbes, [Accessed 11 Jan. 2022].]  [12:  Munro, Sandy, (24 November 2021) [online, available at:]  Your Move OEMs...Who Will Survive? - YouTube [Accessed 11 Jan. 2022].]  [13:  Ir.Tesla.com [online, available at:] https://ir.tesla.com/press-release/tesla-q4-2021-vehicle-production-deliveries [Accessed 11 Jan. 2022].] 

· The third force in Porter’s model is the bargaining power of buyers that in Tesla’s case is very low. Considering that the demand for Tesla’s car is rising despite the fact that Tesla rise the prices of its cars, and also the fact that Tesla’s offer is not negotiable not even for an order of more than 100,000 cars. This very low power of bargaining in Tesla’s case fully shocks the automobile industry when Hertz[footnoteRef:14] tried to place one first order of 100,000 Tesla’s Model 3 and then tried to add 50,000 more cars; but Elon Musk reply in his original way over Twitter, that Tesla didn’t sign any agreement with Hertz. This means that Hertz buy department was forced to manually entry every single Model 3 configuration on Tesla’s website. Musk knew that Hertz has done a strategical marketing movement in order to rise the confidence of its shareholders because a quarter back Hertz just came out of bankruptcy. Hertz CEO, Mark Fields said that “Tesla is the only manufacturer that can produce EVs at scale.”[footnoteRef:15] Few days ago, an owner of Tesla’s Model S confess me his satisfaction since, ‘Tesla’s cars are the only one that appreciate over the time’, all the rest of the cars depreciate over time. This exclusive advantage grows Tesla’s Brand fidelity.  [14:  Schartzker, Erik, (25 October 2021). [online, available at:] Hertz Orders 100,000 Tesla Model 3 Cars for Rental Fleet, TSLA Stock Surges - Bloomberg [Accessed 11 Jan. 2022].]  [15:  Idem ibidem: Schartzker, Erik, (25 October 2021). [online, available at:] Hertz Orders 100,000 Tesla Model 3 Cars for Rental Fleet, TSLA Stock Surges - Bloomberg [Accessed 11 Jan. 2022].] 

· The Forth Force in Porter’s Model is represented by the threat of substitutes: even though Tesla is offering a unique car that doesn’t mean that there are no substitutes for their products: from public transport to other alternatives. For that reason, there are a high threat of substitutes. Over the time, when Musk’s wish to offer to the masses a very affordable car this threat will decrease. 
· [bookmark: _Hlk93093333]The Fifth Force is the Rivalry Among Competitors: one unique advantage of Tesla’s scale production is the fact that offer the best margin profit per car from the all-automobile industry, according to analyst Klender Joey[footnoteRef:16]. In automobile industry, there are a lot of competitors and Chinese threat is rising. This clearly indicate that the rivalry among competitors is very hight, despite that this force is a medium threat for Tesla.  [16:  Klender, Joey. (26 April 2021) [online, available at:] Tesla's record Q1 powered by increased gross margin, average cost decreases (teslarati.com) [Accessed 11 Jan. 2022].] 

In Porter’s Diamond model of analysing a national industry, the author introduces the element of chance.[footnoteRef:17] Covid 19 pandemic was a disruptive natural element, but for Tesla company was the chance to show his rising power and to overpass the projected goals of car deliveries. It’s Tesla ready for next level of competitiveness? YES! [17:  Porter, Michael. (1990). [online, available at:] The Diamond Model - Institute For Strategy And Competitiveness - Harvard Business School (hbs.edu) Harvard Business Review [Accessed 11 Jan. 2022].] 
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