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Introduction.
The market for electric vehicles (hereafter EV’s) continues to increase globally as increased environmental awareness, new models and government support drives production is this nascent industry. While the total number of EV’s sold remains dwarfed by conventional combustion vehicles, announcements from markets such as the UK, which will ban the sale of petrol/ diesel vehicles by 2035 showcase that the future of transport will need to be electrified (BBC News, 2020).
This assignment will consider the development of the EV industry which specific focus on Tesla Inc., applying business models such as Porter's Diamond, Porter’s Five Forces, within the environmental context (PESTLE) to determine the current state of the marketplace and future expectations.
Analysis.
Product Life Cycle.
The Product Life Cycle is illustrated below (Figure 1), showcasing the stages in which a product endures. The ‘Introduction’ phase is created by the first-mover businesses who use innovation and technological advancement to create a new product. Tesla Inc., can be seen as the first-mover in the EV market, initially launching their premium Roadster in 2008. Development at the business allowed for the Model S in 2012, seen as the first mass-market EV. Tesla built on their marketing and brand perception to make EV’s appealing to car owners which started off the initial growth within the market. However, with global EV sales in 2019 coming in at 2.2Million units, just 2.5% of the overall vehicle market, there is still room for growth (Kane, 2020).
As demand grows new business enter the marketplace, which is evident with global automakers, including the major brands of GM, Ford and Volkswagen announcing over $90Billion of investment into new EV’s, and expanding production (Lienert, 2018). At the same time the market valuation of Tesla Inc., has increased by 509% over the past year (9th August 2020 data), making Tesla Inc., the most valuable automaker at $271Billion. Growth has only just started with EV’s, and analysts see that in the future the majority of vehicle sales will need to transition to EV’s in order to meet environmental policies aimed at slowing global warming (see Woodward et al, 2020). Deloitte see’s global demand for EV’s at a CAGR of 29% to 2030, reaching 31.1Million from 2.5Million expected in 2020 (Woodward et al, 2020).
Tesla has global aspirations for production to increase supply, with their main factories in the U.S., coupled with the recently opened ‘Gigafactory’ in Shanghai and current development in Berlin, Germany (Tovey, 2019). Porter’s Diamond Model (Figure 2) is used to identify to understand the competitive advantage that groups possess due to certain factors available to them. It shows how Tesla’s international development plans have been aimed at their main demand centres for EV’s, namely the U.S., China and Europe. Each market invested into also has their own business cluster, or expertise in auto-manufacturing, allowing Tesla to take advantage of local conditions for their suppliers, or the supply of educated labour (Johnson, 2016). The scale of potential growth is highlighted in the recent growth of Tesla’s market capitalisation, with the business valued at $320Billion (22nd August 2020), making Tesla Inc., the most valuable automaker in the world, versus Toyota at £186Billion (Financial Times, 2020).
Major Shaping Forces.
Competition is increasing in the marketplace given expected future sales, and profitability. With governments such as the UK seeking to ban traditional combustion vehicles, automakers have to transition to survive. This creates a discussion on the main value-creators for EV’s. Diffusion of the technology has helped expand capacity in the market, in turn allowing businesses realise economies of scale which ultimately reduces the price of EV’s versus combustion vehicles (Sloman & Jones, 2019). Though even as the major automakers move into the EV market, Tesla still dominates with their technological lead, with the Model S having a range of over 400 miles, the first EV to have such (Goodwin, 2020).
The main shaping force shaping the business environment in EV’s is government regulation and support for electric vehicles as a way to reduce carbon emissions and tackle climate change (Hertzke et al, 2019). Looming regulation to ban sales of combustion vehicles, coupled with the risks of higher taxation on petrol/ diesel vehicles given the negative externalities they exert is changing consumer behaviour (Woodward et al, 2020). Many see EV’s as the future of transportation, increasing consumer interest and confidence in vehicles such as Tesla’s Model S. EV’s have gained a status symbol in some marketplaces, showing their owners care for the environment, giving them a status symbol which can be used to attract new customers, and also support a premium price for these vehicles (Hertzke et al, 2019). This attracts new businesses into the market and funds innovation which improves the range, reliability and design of the EV’s on offer to consumer, increasing diffusion.
Porter’s Five Forces.
Porter’s Five Forces analysis is shown below to detail the EV marketplace.
Competitive Rivalry
(LOW but increasing fast)
Tesla remains the dominant producer of EV’s with 367,500 delivered in 2019, up 50% on the previous year (Tesla, 2020).
Though competition is increasing with automakers such as BMW, Ford, Toyota investing over $90Billion into new EV development and models to replace their own combustion vehicles (Lienert, 2018).
Investor interest into the EV market has allowed for smaller rivals to raise substantial funds on stock markets, including Rivian Automotive Inc., who focuses on electric trucks, backed by Amazon and raised $2.5Billion from investors (Roof, 2020).
Chinese EV manufacturers such as NIO have been relatively confined to China given that China is the largest EV market globally, however there is the risk that these brands seek to export their models to the U.S., Europe and challenge Tesla’s dominance (Duff, 2020).
Bargaining Power of Suppliers (LOW)
Tesla is the dominant EV carmaker at this time, with suppliers largely reliant on Tesla’s technological capabilities and innovation for business. The high-value of Tesla’s car is within the batteries and engines which are manufactured by Tesla through a joint-venture with Panasonic (for batteries), reducing the dependence on suppliers.
Suppliers currently have low bargaining power – they need Tesla as a buyer to make their business viable.
Bargaining Power of Buyers (LOW)
Low given the lack of formidable competition to Tesla. When consumers think of EV’s they generally think of Tesla, giving the brand enormous brand recognition and power in this growing market. As more competition enters the market, adding new models for consumers to choose then the bargaining power of buyers will rise versus the sellers.
Threat of Substitutes (LOW)
EV’s themselves are a substitute product for petrol/ diesel vehicles and given the investment being placed into them will remain the main choice to switch from fossil fuels for the foreseeable future.
Though options such as biofuels and hydrogen powered vehicles offer other alternatives (Morris, 2020).
Threat of New Entrants (LOW-MEDIUM)
Automakers are investing to transform their businesses into EV-focused from petrol/ diesel, however for new businesses seeking to enter the auto EV market there are high barriers to entry given the high financial cost of starting a production line coupled with the resources needed such as human capital + innovation (Verbeke, 2013).
 
Concluding on Porter’s model above it is clear that the EV market is set for strong growth over the coming years with Tesla Inc., well positioned to continue its domination given its brand recognition with the consumer (Chen & Perez, 2018), alleviating some of the risk associated with increasing competition. The major barrier which hasn’t been mentioned though is that while governments have been supportive of increasing EV sales there has been less investment into the supporting infrastructure needed to make them a viable substitute to petrol/ diesel vehicles on a large national scale, such as the need for more high-speed charging stations (Lombrana & Morison, 2020).
Political
Tesla has sales within multiple markets, with all major governments supportive of the transition to EV’s in a bid to help reduce carbon emissions, with many obliged to cut emissions by a certain level to meet the Paris Agreement or their own legislation. The UK for instance has a legal obligation to cut carbon emissions to “net zero” by 2050 (Brewis, 2019).
Though political trade tensions between the U.S./ China and Europe threaten tariffs, though Tesla has already reacted with production expanded from the U.S. to China and soon to Germany (Tovey, 2019).
Economic
Continued global growth and rising incomes will make ‘luxury’ EV vehicles more accessible for more consumers. Better borrowing environment + lower interest rates will be supportive for consumers to buy larger items such as vehicles (Sloman et al, 2013)
 
Covid-19 and the economic fallout and potential for a long-term recession though could slow sales growth in EV’s.
Social
Societies want to be more ‘Sustainable’, pushing people towards reducing their carbon footprint. Thus, the idea of an electric car sound more promising in the long run.
Technological
EV market, and Tesla is known for constant innovation, making their vehicles more attractive to consumers. Lately, increasing the cars range on a charged battery is helping overcome the barrier of EV ownership to some consumers, however other innovations such as Tesla’s ‘autopilot’ will ensure continued innovation to provide Tesla with a competitive advantage.


A movement to online sales of vehicles must also be adopted by automakers to remain marker leaders in innovation (Kolodny, 2019).
Environmental
People are willing to buy an electric vehicle, to save on the added expenses of a conventional vehicle, and to do their part in saving the environment and this will continue as sustainability and the need to reduce carbon emissions only increases (Woodward et al, 2020).
However, in the future EV makers like Tesla will need to look harder at their supply chains to ensure their usage of materials such as copper and lithium are sustainable (Elkind, 2020).
Legal
Tesla needs to comply with all legislation in each market it operates, including ones where direct selling is not allowed, requiring Tesla to have a car dealership partner, or compliance with trade regulation.
 
International Trade
Businesses engage within international trade as it allows them to take advantage of comparative advantages that a certain country may have in the production of a specific good (Sloman & Jones, 2019). Porter’s Diamond Model (Figure 2) explains the factors that can drive competitive advantage for one national market or economy over another (Buckley & Ghauri, 2015). There are four key categories. Demand conditions is related to the size of the domestic market of the dynamic nature of this market which drives innovation and growth within businesses. Large and dynamic consumer markets will stimulate a need to differentiate and innovate, making these businesses more competitive on a global scale and driving international sales as well as domestic (Verbeke, 2013). Larger businesses can also generate significant economies of scale, defined as cost savings due to increased production, making a business more price competitive versus peers. ‘Firm strategy, structure, and rivalry’ refers to the fact that competition leads to businesses finding ways to develop new methods of production, innovation and reduce costs (Cavusgil et al, 2014). This can be further helped by the presence of related and supporting industries, allowing for the development of a business cluster which per Johnson (2016) will support economies of scale, as well as greater innovation, better productivity and quality (Sloman & Jones, 2019). Again this makes the products more appealing on a global scale and thus generates international trade. The final category is factor conditions. Factor conditions are those elements that Porter believed an economy can create, such as a large pool of skilled labour, technological innovation, infrastructure, and capital (Johnson, 2016)
Using Porter’s Diamond Model the recent investment of Tesla into factories in China and Germany can be justified. Building a Chinese operation was beneficial given the demand conditions in China, being the largest EV market globally with H1-2019 sales of 645,000 versus 261,000 in Europe and 149,000 in the U.S. (Hernandez, 2020). China also has factor conditions such as a large pool of cheap labour, allowing Tesla to reduce production costs versus Chinese competitors (like BYD) and thus offer their products at a more competitive price to Chinese consumers. The German investment gives Tesla a base in Europe to capitalise on growing demand, however the choice in Berlin, Germany means Tesla is near competition such as BMW, and Audi. A local cluster of businesses have developed, bringing factor conditions such as skilled labour, and infrastructure, as well as supporting industries (Tovey, 2019).
 
Conclusion
The following assignment has provided a detail assessment of the global business environment within the EV sector with a specific focus on Tesla. Using tools such as Porter’s Five Forces and PESTLE, the assignment has showcased the supportive regulatory environment, innovation and demand growth which will support Tesla and the wider EV market in the future. The analysis justifies why consultants such as Deloitte see 29% CAGR up to 2030, which should benefit Tesla greatly, one reason why its current market capitalisation is $320Billion, the most valuable automaker globally.
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