[image: Text

Description automatically generated]




                     
The Global Business Environment
Environmental Analysis of Tesla










Module Code: LCCB4005
[bookmark: _Hlk39845246]Assignment Title: Environmental Analysis of Automobile Industry
Assessment 1 
Module Lecturer’s Name: Rexon Nting
Student Name: Diana Paula Stratulat

Student ID: 2024156







Table of contents
Introduction	1
PESTEL analysis of Tesla	2
Porter’s five forces applied to the electric car industry	3
SWOT analysis of Tesla	6
Recommendations for Tesla	7
Conclusion	8
References	9


[bookmark: _o23ssz2vsq9]

[bookmark: _Toc89471657]Introduction
Tesla is a global brand that has emerged as a solution to the rising problem of pollution arising from the use of Fossil fuel. The rising level of pollution, dwindling level of fossil fuel supplies that can be offered by Earth and persistent use of fossil fuel as a political tool by various Middle Eastern Nations have created a need for alternative methods for mobility and working. While some other automobile manufacturers came up with designs that uses electricity as a fuel source for cars, they mostly did it as a way to get tax breaks, not as a viable business. Tesla, for the first time, actually advanced the concept of manufacturing and selling electric vehicles as an actual business. Now Tesla is thriving as a business and is often considered as the future of Automobile solutions. This assignment deals with the internal and external environment of Tesla as a whole. 

[bookmark: _Toc89471658]PESTEL analysis of Tesla
The following discussion tries to briefly capture the external environment of Tesla using the PESTEL model. PESTEL stands for Political, Economic, Social, Technological, Environmental and Legal factors. 
Political Factors: Political factors are rife in the case of electric car development. During the Arab-Israel wars, several Arab countries, who have a very strong grip on the oil production and supply of the world, tried to use their leverage to force the United States and its allies into a deal that would oppose Israeli interests (Nixon, 2021). That contributed to a massive spike in the price of fuels. This sparked a debate in the United States about attaining fuel independence, something that led to the increasing focus on electricity as a fuel source (Erykah, 2019). However, most of the automobile companies were offered special tax brackets and deductions if they researched electric vehicles and tried to produce them on masse. Congress and different political entities across the world are prepared to offer strong support for companies that will bring energy independence for the concerned nations. This created a very optimal environment for the development of electric vehicles, at least politically (Alva, 2019). 
Economic Factors: Rising fossil fuel costs are beginning to impact the way people budget for things. The rising price of fuel is a product of several factors, one among them is the continued divestment from fossil fuel industries as more and more companies are beginning to speculate that fossil fuel does not have a future (Rosanna, 2020). Furthermore, it is predicted that the level of the oil reserve of Earth is going down drastically in recent years due to overuse. At this rate, continued dependence on oil and gas will create an energy crisis for all the nations that are focusing on fossil fuels (Averill and Rodolph, 2019). Dwindling reserves of oil and gas combined with bleak future expectations are contributing to contracting supplies of oil and gas in the global market. 
Social factors: Socially, there is an ever-increasing movement among people to continue shifting towards a healthier lifestyle. A healthier lifestyle is to be ensured not only for humans but also for the planet as well. This is because the well-being of the planet has a direct connection with the well-being of the humans who live on the planet (Jayceon, 2021). As supply is a function of demand, corporate entities are moving towards sustainable living as demanded by the consumers they serve (Myranda, 2021). This social movement is contributing to the increasing focus on sustainable manufacturing, selling, using and living. 
Technological Factors: Technological factors are highly contributing to the development of electric cars. Before the introduction of small batteries that can power a car to go at an acceptable speed and relevant complementary products that can enable the users to use the car economically, widespread adoption of electric vehicles would not be possible (Timotha, 2021). Even now the technology is at the early stages which is making the process of attaining economies of scale for companies difficult (Timotha and Taegan, 2021). The nature and characteristics of demand for electric mobility solutions are still in their infancy, which is preventing them from becoming truly ubiquitous. 
Environmental factors: Environmental factors are also contributing to the development of electric vehicles. The global warming issues are gradually making the living process more and more difficult. Therefore, nations around the world have to find out a way to live in a manner that does not destroy their environment and as a result its populations (Colby and Flanagan, 2019). Rising temperature coupled with the increasing frequency of natural disasters has strengthened the debate that pollution should be controlled and despised. 
Legal factors: While there aren’t any significant legal factors that are driving the growth of electric vehicles, laws that limit the amount of pollution a car can create and laws prohibiting the use of loosely maintained cars to prevent pollution are directly contributing to the social movement of sustainable living (Danielle and Phoenix, 2019). 
[bookmark: _Toc89471659]Porter’s five forces applied to the electric car industry
The following table shows the application of porter’s five forces to the electric car industry. 

[bookmark: 25b3975gr9xn]Table 1. Porter’s five forces applied to the electric car industry (source: Author)
	Force 
	Situational Description 
	Verdict 

	Bargaining power of the supplier 
	· The batteries provided by the suppliers have little to no substitutes for the car manufacturers. 
· But the electric car industry is the biggest profit driver of future for the battery manufacturers 
· The supply of lithium and some very important battery manufacturing raw materials are concentrated in some parts of the world. 
· There is a significant amount of switching cost involved if the industry players decide to move from one supplier to another. 
· The threat of forwarding integration is non-existent. 
· However, there is a significant amount of backward integration capacity of the industry players. 
	Moderate 

	Rivalry among existing competitors 
	· The fragmented nature of the industry creates a level playing field for most of the industry players. This gives them more room for manoeuvring and the development of business resources. The fragmented nature also increases the relative rivalry among the industry players. Each industry player has a smaller amount of resources to compete, but most of them are at parity with each other. This is going to improve the ability of each of the businesses to compete and fight with each other on the marketplace. 
· Industry demand is gradually rising and the competitors don’t have to target each other’s market share to increase their revenue at an astronomical rate. 
· There is a very large amount of fixed cost involved in business development and innovation at this moment. To recuperate these fixed costs, the industry players will have to significantly increase their selling capacity and improve the market demand to a level where it is actually profitable and sustainable to produce these products. 
	High 

	Bargaining power of buyers 
	· Buyers can buy from several industry players 
· Buyers buy in small quantities. For example, one family usually buys one car on average. 
· Buyers cannot buy parts from several manufacturers at this moment. 
· Switching costs for the buyer aren’t very high. 
	Moderate 

	The threat of new entrants 
	· Economies of scale is an important part of mass-producing electric vehicles. Therefore, any company which enters the market need to have the capability to sell their products to a very large number of buyers. 
· Brand loyalty is extremely high among buyers of electric vehicles 
· The existence of absolute cost advantages can neither be confirmed nor denied at this stage of the industry life cycle. There are some indicators like access to cheaper funds for innovating companies as part of the government program that can be argued to represent some level of absolute cost advantage. But also these companies are incurring huge costs to develop the market and lead the frontline charge for innovation. Therefore an effective change in absolute cost advantage cannot be confirmed. 
· There is no government regulation that bars new companies from engaging in electric vehicle production. 
	Moderate 

	Threat of substitution 
	· There are several low-cost solutions for customers. They can buy cars that run on oil, diesel or gas. However, it cannot be claimed that these are sustainable forms of substitution. Continued divestment from fossil fuel sources will have an impact on the viability of using these sources as effective methods of substitution 
	Moderate 

	Final verdict 
	
	Moderate 



The industry, given the nature and characteristics of different forces working, is moderately profitable at this stage. But, as the overall demand grows, it is expected that the profitability of the industry will increase as well, so will the competition level. 
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The following table provides an in-depth analysis of the internal and external factors and forces that are shaping and abilities and strategies of Tesla as a whole. 

[bookmark: fctpj29eony5]Table 2. SWOT analysis of Tesla (source: Author)
	Strengths 
	Weaknesses 

	· Access to a very large amount of financial resources ensure that Tesla has no qualms about expanding or researching 
· The charismatic leadership of its founder, Elon Musk, is helping the company achieve extraordinary returns from its investments. Elon Musk’s leadership is extremely important in shaping the strategies and development of Tesla (Kerri and Seymour, 2019). 
· Competent human resources are enabling Tesla to push past problems and innovate relentlessly. 
· High brand loyalty is increasing Tesla’s ability to market its product and achieve a higher sales volume. Such brand loyalty is also driving down the cost of marketing for Tesla. 
	· Elon Musk’s leadership sometimes can be erratic and undermine the faith of stakeholders in the ability of Tesla leadership to pull off such a difficult task of disrupting an age-old automotive industry (Evelyn and Brenna, 2020). 
· Although it may seem like it, Tesla does not have an infinite amount of resources to continue developing its business while making a loss. At some point, it needs to bring cash inflow for the company to continue to exist. So far, the development of electric vehicles has much to do. 
· The high-cost structure of Tesla is making it difficult for the company to achieve profitability through the sheer selling size of its products. 
· Customers are gradually adopting the idea of electric vehicles, but many are not ready to make the switch just yet. 

	Opportunities 
	Threats

	· There is a growing demand for sustainable products that protect the environment and the human living standards 
· The social movement for healthier living is directly contributing to the development of electric vehicles (Bailey and Whitney, 2021) 
· Battery production technology is expected to get a boost shortly as continued experimentation increases the capacity for the batteries to sustain much more consistent use. 
	· Established auto companies are also taking notice of the industry shift. They have an existing good brand, which may help them to carve out niches where customers would view them as superior automakers due to their experience, luxury and brand (Truman and Jared, 2020). 
· Electric vehicle support is still a long way from developing. 
· Long term confidence in innovating brands may falter if newer and more efficient brands emerge in the future. The electric vehicle industry is growing based on early adopters. These early adopters will also like to try out new electric vehicles that come to the market. 



[bookmark: _Toc89471661]Recommendations for Tesla
Tesla should focus more on the development of the market demand as it will create future cash flows for the company. This will relieve the pressure on the company’s finances and enable the company to exist in the near and distant future without going bankrupt. There are a number of ways the company is trying to improve the demand for electric vehicles. Erecting of Tesla stations around the US landscape is one of them. The Tesla owners will have access to charging stations there. This will definitely remove a hurdle to the development of electric car demand. Also, there are companies like NEO which are trying to tap into the ever-increasing middle-income market to create demand for electric vehicles. Tesla is still operating as though it was a premium car maker. It should enter into the middle-income market if it wants to create profitable volume for its products. 


[bookmark: _Toc89471662]Conclusion
Based on the above discussion, it is clear that Tesla is operating in a very high-intensity industry where the demand is only taking off and manufacturers and trying to snatch as much market share as possible. This, combined with low cash inflows, has created a significant challenge for the companies operating in this industry to succeed. However, Tesla does have the resources and abilities that are needed to succeed. All that is needed is a good understanding of the market and clever future market manoeuvring. 
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