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Executive Summary


The purpose of this report is to critically analyze Tesla's competitive strategy and development strategy. Tesla's competitive strategy is mainly composed of differentiation, diversification and unconventional business models. Tesla has adopted a wide range of differentiation strategies to enable it to provide a wide range of products and services. With its unique product capabilities, continuous innovation capabilities and resource integration capabilities, Tesla has gained a stronger competitive advantage than its competitors of the same kind. In addition, Tesla has achieved sustainable competitive advantage thanks to its strategic business model of direct distribution and diversification strategy. These strategies have enabled Tesla to maintain its leading position in the industry, and its strong commitment to sustainable development goals has further enhanced its brand loyalty and market share. The report analyzes the limitations of these strategies and the possible adverse results. For example, the unsustainability of competitive strategies can lead to lower returns, and the high restrictions on market segmentation will also reduce sales. The report suggests adopting the cost-leading strategy, comprehensively shifting to sustainable energy, improving cost control and production efficiency, to help the organization overcome the shortcomings of other strategies, and thus gain sustainable competitive advantage.
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[bookmark: _Toc951]1 Introduction
Almost every individual today who has a taste for luxurious cars is familiar with Tesla and its electric cars. Tesla Inc. is without a doubt, one of the most competitive, not to mention innovative automotive brands today. Under the strong and effective leadership of its CEO, Elon Musk, the brand has become a force to reckon with and a leading provider of electric vehicle models and sustainable energy products such as solar panels and car batteries. A growing body of current studies scrutinizes Tesla’s key source of competitive advantage. However, few of these sources provide a glimpse into the various aspects of Tesla’s competitive strategy that have made it sustainable and competitive in the long term. Based on the findings generated in this research, Tesla’s differentiation and diversification strategies and its unconventional business model are major components of its competitive strategy but there is a need for the brand to embrace cost leadership to heighten its prospects of success in today’s business environment.
[bookmark: _Toc16350]2 Tesla’s Competitive Strategy
Tesla has continuously adopted a broad differentiation strategy to develop and maintain its current competitive advantage. Qin (2022) describes broad differentiation as an approach that helps brands differentiate themselves from competitors by specializing in an array of unique and diverse products and services. Under the leadership of Elon Musk, its chief executive officer, the brand focuses on penetrating the high end of the market which is characterized by consumers who are willing and able to buy products at a premium price (Liu et al., 2022). It then drives down to low-income consumers to achieve a higher unit volume and reduce the costs of its vehicles with every successive model. Tesla's broad differentiation strategy allows it to appeal to both premium and price-conscious consumers in its existing markets (Liu et al., 2022). Tesla has used this strategy to create a one-of-a-kind environment with exceptionally high returns on an economic scale.
The brand’s broad differentiation stratagem has broadened its reach and allowed it to supply a wide range of products and services that characterise its diverse and innovative product and service portfolio. Currently, Tesla sells a range of vehicle models such as Model S to consumers from high-income or affluent backgrounds and Model 3, which is highly affordable, especially to middle-income consumers, and also Model Y (Vig et al., 2022). These vehicles cover more than 250 and 370 miles on a single charge and have customised seats and batteries with high energy storage capacity (Vig et al. 2022). In addition, the brand specialises in a range of solar-related items, including solar roof solutions, solar panel power packs, and megapack batteries (Xinyi et al., 2022). While Tesla has gained popularity and strong competitive standing in the global automotive industry by manufacturing electric cars, the company has diversified its focus to other distinct areas of specialty such as solar panel production and energy storage to advance its sustainable development goals and distinguish itself as a green company (Xu, 2020). For instance, Tesla currently manufactures and sells photovoltaic panels, lithium-ion batteries, solar roof tiles, Powerpack batteries, and the Tesla Powerwall, which have maximized sales and profits (Xinyi et al., 2022). For instance, Wu et al. (2022) confirm that the high demand for the brand’s Powerwall battery packs has resulted in over $800 million in orders (Wu et al., 2022). Thus, the broad differentiation strategy has proven productive in catalysing the brand’s success.
Additionally, Tesla’s existing competencies and dynamic capabilities are also an essential part of its competitive strategy because they allow the corporation to manufacture invaluable and unmatched or unparalleled products in niche markets. Thomas and Maine (2019) argue that according to the resource-based view (RBV), the brand’s resources and capabilities constitute the major catalysts for its competitive advantage and superior performance in the automotive industry. Unlike other key competitors in this sector, Tesla has maintained its strategic position in the sector by differentiating its products to address the changing needs of the modern consumer (Dai, 2020). A VRIO analysis is arguably the most effective tool that can be used to determine Tesla’s key resources and capabilities, how differentiated its products are, and how they contribute to the firm’s competitive advantage. Han (2021) confirms that the brand currently has 230 existing patents and 280 pending ones. These patents are highly associated with the organisation’s battery and electric powertrain elements, which constitute the most integral and competitive aspects of its vehicle models (Bredenfeld et al., 2020). Additionally, Cooke (2020) pinpoints the battery pack as one of Tesla’s principal core competencies because it is highly flexible with regard to battery cell chemistry and has proven useful in strengthening the energy storage capacity of the corporation’s battery cells. According to Han (2021), Tesla’s powertrain and battery pack technologies are highly valuable and have become strategic drivers of the organization’s competitive edge. Notably, these resources or capabilities are inimitable because any competitor who wants to imitate these capabilities is compelled to invest in high and advanced technical expertise, which could elevate production costs and diminish profit margins (Lang et al., 2021). Tesla has leveraged these capabilities to innovate and introduce new and highly energy-efficient car models. As a result, it has gained a competitive edge by selling various powertrain components to rival competitors. 
Likewise, Tesla’s Business model is also another major competitive strategy that has gradually revamped the company into a market leader. In comparison to other automakers that over-rely on dealer networks to sell their products, Tesla has a direct distribution strategy that allows it to bypass middlemen and sell its products directly to customers (Li et al., 2021). It has found a way to work around franchise regulations that necessitate cars to be sold through independent dealers by finding alternate sales mediums, such as selling to foreign markets, leasing its vehicles, selling directly to consumers, and selling remotely (Bredenfeld et al., 2020). Additionally, Tesla is currently the only vertically integrated sustainable energy brand that sells items at every stage of the energy supply chain, from production and storage to final use. Unlike other business corporations, the brand avails its cars directly to its intended clients via the internet, its owner loyalty program, and its gallery-like stores, which are located in malls (Albers et al., 2020). Notably, this business model has made the company highly profitable because it eliminates unnecessary costs that would be incurred by selling cars through intermediaries (Chen, 2018). In addition, this direct distribution network also allows the firm to provide ground-breaking, breath-taking, and customized services that enrich consumer experiences and force them to make referrals and recurrent purchases. Therefore, Tesla has managed to achieve a sustainable competitive advantage through its unconventional yet strategic business model.
Besides, Tesla’s diversification strategy is also another fundamental aspect of its competitive strategy that has increased its competitiveness in the industry. In its attempt to dominate, Tesla has revolutionised the electric vehicle market by producing vehicles that are highly unique and superior and superior to those manufactured and sold by rivals (Saxena & Vibhandik, 2021). The brand currently produces its batteries, which has enabled it to reduce its vehicles' entire production cost and proliferate profit margins. According to Chen et al. (2022), Tesla is currently in a position of power due to its advanced, cost-effective, and ground-breaking electric vehicles. The self-driving feature ingrained in its newest model is proof that the company takes a bold and strategic approach to achieve sustainable competitive advantage. Diversification has without a doubt, transformed the brand into the fiercest competitor in the automotive industry.
[bookmark: _Toc20265]3 The Advantages and Limitations of the Competitive Strategy
Tesla's diversification strategy has proven highly beneficial in strengthening the company’s competitive foothold in its industry. Chen et al. (2022) suggest that this approach has boosted Tesla’s capacity to hedge its portfolio, preserve capital, and diminish investment risks. Besides, Tesla's intense commitment to its sustainable development goals by specializing in sustainable energy products has enabled it to attract a vast number of environmentally conscious consumers, which has expanded its market share (Matthews et al., 2020). Furthermore, the company’s decision to invest more in renewable energy has also helped improve its reputation and public image (Liang, 2022). In this regard, Tesla’s competitive strategy has improved its public image and reputation, bolstered sales, and increased the company’s existing market share.
Despite these benefits, Tesla’s diversification strategy has also proven disadvantageous in a variety of ways. For instance, Tesla currently achieves lower-than-average returns as a result of this strategy. Notably, investors often lose interest in a company's stock once it attempts to diversify because of negative past experiences with similar companies (Lugtu Jr, 2019). For instance, when Tesla announced its intention to acquire SolarCity in 2013, the stock price of the company drastically plummeted (Rimmer, 2018). Lugtu Jr (2019) confirms that Tesla's recent returns have been lower than usual due to various issues such as the high transaction fees associated with such a takeover and the dramatic reductions in the stock price. While diversification is among the most reliable and successful methods available, Tesla should strive to protect itself from failure by making wise and strategic investment decisions.
Likewise, Tesla also reaps various advantages from its differentiation strategy that increase its competitive force. The fact that Tesla manufactures eco-friendly vehicle models has made it more attractive to modern consumers who are highly conscious of the environment. Besides, product differentiation also allows Tesla to penetrate different markets without much strain (Chen et al., 2022). Indeed, this generic approach has also helped Tesla differentiate itself from the existing competition and attain a strategic position in its existing markets. Furthermore, the brand’s great investments in a broad technology portfolio, have made low-priced vehicle models more accessible to consumers in different market segments and have significantly elevated the demand for these products and helped the organisation with both sales expansion and profit optimization (Joo & Tuschling, 2022). Indeed, this is highly consistent with the law of demand and supply, which indicates that the demand and sale of various commodities intensify when they are sold at low prices because this is the cost at which most consumers can buy (Fatimah, 2021). Notably, this diversified portfolio has become a strategic and competitive advantage for the organization because it has increased its popularity, brand loyalty, and market share in different markets, allowing the organization to compete healthily with key competitors in the global automotive industry. 
However, while Tesla’s differentiation strategy has played a major role in increasing its long-term competitiveness, its primary drawback is its limited capacity and the fact that it has decreased the company’s brand recognition at the low end of the market. Tesla manufactures high-tech and luxurious vehicle models that are only affordable to affluent consumers  who can purchase at a premium price (Zhou, 2022). In this regard, the company’s vehicles are highly unaffordable to the typical low-income and price-conscious consumer. Notably, the brand’s tendency to ignore consumers at the low end of the market has decreased brand recognition in these niche markets, which hold a considerably large number of consumers in the automotive industry (Kim, 2020). Besides, Tesla’s differentiation strategies are also limited in nature. For instance, the fact that the company specializes in a range of products that are dependent on high-tech and advanced infrastructure limits the use of Tesla’s products to highly developed nations that have the infrastructure required to accommodate its vehicles (Kim, 2020). Notably, these factors play a huge role in limiting the company’s market share and increasing its risks of losing its competitive edge in the industry.
As part of its core competitive strategy, Tesla’s business model bears two critical advantages that include speedy product development and improved customer experiences. Tesla’s failure to include intermediaries in its distribution systems has increased the speed of its product development processes and allowed it to provide a steady supply of the demanded vehicle models, which has significantly increased consumer satisfaction (Naor et al., 2021), improved product competitiveness, and improved user recognition of the brand. Besides, the direct distribution approach has also played a huge role in enriching consumer experiences because clients can easily view their desired models in the designated showrooms or exhibition halls and access the details they require and services that are personalized to their intended needs. In addition, this strategy also eliminates needless costs that are incurred through the use of intermediaries (Saxena & Vibhandik, 2021). Tesla has brought unprecedented car purchase experience and after-sales service to consumers through the establishment of the direct sales model of "physical store experience+official website reservation", which not only reduces the inventory cost, but also allows consumers to experience the global unified standard service, and improves the competitiveness of products. Regardless, this business model is not entirely flawless because it increases Tesla’s risks of losing clients due to the inadequacy of brick-and-mortar stores (Naor et al., 2021). Most importantly, the fact that the company does not employ the conventional franchise system can also dissuade clients from making online purchases, decreasing the organization’s sales and profits (Saxena & Vibhandik, 2021). Tesla must devise strategies for overcoming these slight glitches in an otherwise perfect system.
[bookmark: _Toc32055]4 Recommendations
Based on the findings generated in this study, Tesla can overcome the identified risks by adopting cost leadership as an integral part of its competitive strategy. Cost leadership is a generic strategy that heightens the competitiveness of firms by transforming them into the cheapest providers of various products and services in their respective industries (Kharub et al., 2019). These strategies can help Tesla meet the needs of low-price consumers and middle-income ones, whose needs it has overlooked. Tesla can distinguish itself as the cheapest manufacturer by devising strategies to eliminate unnecessary costs at different stages of the supply chain, such as partnering with suppliers who offer critical materials for its core products at the lowest possible price to reduce production costs (Matthews et al., 2020). Using this generic approach, the organization can be able to lower the prices of its vehicle models and also manufacture other cost-effective ones that can serve the needs of its price-conscious consumers (Chen & Perez, 2018). Notably, cost leadership can allow Tesla to serve more niche markets and expand its market share. In addition, it can significantly surge the overall profit margins of the company because it would attract more consumers, achieve sales expansion, and promote its brand recognition among previously overlooked markets (Matthews et al., 2020). Combined with the other generic strategies that the company adopts as part of its competitive strategy, cost leadership can intensify Tesla’s level of competition and promote its long-term success.
As Elon Musk publicized at Tesla's 2023 investor day event, the company will be committed to improving generation efficiency and cost control, vigorously developing energy storage business, and comprehensively turning to sustainable energy (Li & Luo, 2023). In the next generation of permanent magnet motors, rare earth materials will not be used at all to reduce the complexity and cost of electronic equipment.
[bookmark: _Toc10668]5 Conclusion
Conclusively, Tesla has achieved a strong competitive edge through differentiation, diversification, and its direct distribution model. The company specializes in a vast and diverse range of products and services to maintain its competitive edge. In addition, it also employs a direct distribution approach that eliminates the need for intermediaries to avail its goods to the targeted consumers. Tesla’s competitive strategies have improved its reputation, raised profits, surged sales, and expanded its market share. In addition, they have also enabled the company to distinguish and position itself strategically in existing markets. However, this study reveals that these competitive strategies are also unsustainable because they can lower returns, are highly limiting in terms of the market segment, and can also decrease sales. In this regard, a cost-leadership strategy is recommended to help the organization overcome the shortcomings of its other strategies and attain a sustained competitive advantage.
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