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The global automotive industry has experienced significant changes in recent years, 

driven by technological advancements, environmental and evolving consumer 

demand. Within this dynamic, Tesla has appeared as a disruptive innovator, 

fundamentally reshaping traditional automotive business models while accelerating 

the transition towards sustainable energy. Established in 2003, Tesla focuses on 

electric vehicles, battery storage solutions and renewable energy products, 

positioning itself at the intersection of the automotive and clean energy industries 

(Tesla, 2024). Tesla has been selected as the focus of this analysis due to its unique 

roles as both a market leader. Unlike conventional automotive manufacturers, Tesla 

has prioritised vertical integration, innovation and sustainability as core strategic 

pillars. This positioning allows for a comprehensive evaluation of how organisations 

respond to rapidly changing external environments. Furthermore, Tesla operates in a 

highly competitive position because of regulatory pressures, technological disruption 

and increasing global competition, making it a highly relevant case study. 

Understanding how organisations adapt to their external environment is increasingly 

important in a globalised and technologically advanced economy. External factors 

such as political decisions, economic fluctuations and social trends can significantly 

influence business performance and strategic direction (Johnson et al, 2020). 

Organisations that effectively respond to these changes can gain competitive 

advantages, while those that fail to adapt risk decline or obsolescence (Grant, 2022).  

This essay aims to critically analyse Tesla’s response to changes in its business 

environment. It begins by defining the concept of the business environment and 

highlighting the importance of external analysis, supported by relevant framework 

such as PESTLE analysis and Porter’s Five Forces. This essay will applies PESTLE 

analysis to evaluate key external factors affecting Tesla, identifying associated 

challenges and opportunities. This is followed by an evaluation of Tesla’s strategic 

responses and organisational adaptability.  

 

 



The business environment shows all internal and external factors that influence an 

organisations operation, strategic decisions and overall performance. While internal 

factors are largely controllable, external factors present both opportunities and 

threats that organisations must navigate effectively (Worthington and Britton, 2018). 

The external environment is typically divided into macro-environmental forces, 

including competitors and suppliers (Johnson et al, 2020). Analysing the external 

environment is essential for organisations aiming to remain competitive in evolving 

industries. Failure to respond to environmental changes can result in misalignment 

and reduced performance. For example, the global shift towards sustainability has 

forced automotive manufacturers to invest heavily in electric vehicle technologies, 

with those slow to adapt experiencing declining market relevance (Deloitte, 2024). 

One of the most widely used frameworks for analysing the macro environment is 

PESTLE analysis, which examines political, social, economic, technological, legal 

and environmental factors. This framework allows organisations to identify key 

factors in change and are able to anticipate potential risks and opportunities 

(Johnson et al., 2020). Political factors can include government policies, trade 

regulations and taxation, while economic factors encompass inflation, interest rates 

and economic growth (World Bank, 2024).  

Social factors refer to trends, consumer attitudes, and cultural shifts, all of which 

influence demand patterns. In Tesla’s case, increasing environmental awareness has 

boosted demand for electric vehicles (United Nations, 2023). Technological factors 

involve innovation and advancements that can disrupt industries, such as Tesla’s 

developments in battery technology and autonomous driving system 

(BloombergNEF, 2024). Social factors also player role in shape and Tesla’s ESG 

performance, employee relations workplace conditions and diversity practice are 

areas where the company has faced criticism indicating potential gaps between 

sustainability image and an internal organisational practises (Lee and Raschke, 

2020). Addressing these issues is essential not only for ethical reasons but also for 

maintaining brand credibility and stakeholder trust. Governance remains another 

critical area, strong governance frameworks are essential for managing risk and 

ensuring accountability particularly in growth and innovation. Enhancing 

transparency board independence and stakeholder engagement can strengthen 

tesla's ESG profile and improve long term resilience (Eccles et al., 2020). Ultimately 



integrating ESG considerations into decision making will be crucial for tesla's reg 

regulatory pressures and investor expectations continue to evolve.  

Legal factors include regulations and laws governing business operations, such as 

safety standards and environmental legislation. Environmental factors focus on 

ecological issues, including climate change and sustainability concerns, which are 

particularly relevant to Tesla’s business model (IPCC, 2023). Tesla’s operations are 

subject to complex legal requirements that vary across areas. Regulatory 

compliance encompasses vehicle safety standards, environmental laws, labour 

regulations, and intellectual property protection (UK Government, 2024). 

Autonomous driving technologies introduce additional legal complexities, with liability 

issues remaining unresolved in many markets. Differences in safety and approval 

standards between regions can delay product launches, increase costs, and 

complicate scaling operations. Additionally, Tesla faces litigation risks related to 

product safety, intellectual property disputes, and employee relations. Effective legal 

risk management is an essential component of Tesla’s operational strategy, ensuring 

long-term stability while navigating a complex regulatory landscape. In addition to 

PESTLE, Porter’s Five Forces model provides insight into industry competitiveness. 

Developed by Michael Porter, this framework analyses competitive rivalry, threat of 

new entrants, bargaining power of suppliers, bargaining power of buyers and the 

threat of substitutes (Porter, 2008). In the electric vehicle industry, competitive rivalry 

has intensified as traditional automakers and new entrants invest heavily in EV 

production (Deloitte, 2024). For Tesla, the threat of new entrants remains moderate 

due to high capital requirements and technological barriers, while supplier power is 

significant die to reliance on raw materials such as lithium and cobalt (International 

Energy Agency, 2023). Buyer power is increasing as consumers gain access to a 

wider range of electric vehicle option, while the threat of substitutes, which could be 

hybrid vehicles, public transport that continues to evolve. Overall, the analysis of the 

business environment is essential for understanding the challenges and 

opportunities facing organisations. For Tesla, the ability to continuously monitor and 

adapt to these external forces is critical to sustaining its competitive advantage in a 

rapidly changing industry. Political factors play a crucial role in shaping Tesla’s 

external environment. Governments worldwide have placed policies to promote the 

adoption of electric vehicles, including tax incentives, subsidies and strict emission 



regulations (Internal Energy Agency, 2024). An example of this is the European 

Union’s decision to ban the sale of new internal combustion engine vehicles by 2035 

has created a favourable regulatory environment for Tesla (European Parliament, 

2023). 

In the United States, federal and state level incentives have further increased an EV 

adoption, enabling Tesla to expand its market share (U.S. Department of Energy, 

2024). However, political uncertainty remains a negative challenge, changes in 

government policies or reductions in subsides could negatively impact the demand 

for electric vehicles. Geopolitical tensions between the United States and China pose 

risks to Tesla’s global supply chain and manufacturing operations (OECD, 2023). 

Market data supports Tesla’s competitive position, in 2023, Tesla delivered 

approximately 1.31 million vehicles, representing a 47% increase from 2022 (Tesla, 

2024). By contrast, traditional automakers continue to face challenges in scaling EV 

production while maintaining cost effective sources and profitability. Tesla’s early 

mover advantage, in turn with strong brand identity and global recognition, it 

contributes to a sustained market share, despite increasing competition. The industry 

comparison reveals potential vulnerabilities, competitors benefit from established 

manufacturing infrastructure, lower cost bases and distribution networks. As 

automakers scales EV production, Tesla will more than likely face pressure to 

maintain competitiveness and technological leadership. Global competition extends 

traditional manufacturers to include emerging EV only companies such as BYD and 

Rivian, which both target domestic and international markets (Deloitte, 2024). Tesla’s 

ability to innovate, manage costs and expand will determine its long-term position.   

Traditional automakers such as Ford, Toyota and General Motors have begun 

investing in electric vehicles to catch up with Tesla’s technological lead (McKinsey, 

2023). An example is Ford’s recent launch of the Mustang Mach-E and Toyota’s 

investment in solid-state batteries, which reflects attempts to close the innovation 

gap. Despite these developments, Tesla maintains an edge because of its integrated 

battery technology, proprietary software and extensive supercharger network, which 

are difficult for competitors to replicate quickly (BloombergNEF, 2024). 

Alternative strategic responses could include forming strategic alliances with other 

automakers or technology firms to share research costs and accelerate innovation. 

Expanding the product portfolio to include more affordable electric vehicles could 



broaden market penetration, particularly in price-sensitive emerging markets. 

Additionally, Tesla could explore partnerships in raw material sourcing and recycling 

to improve supply chain resilience and sustainability performance. Collectively, these 

strategies would enhance Tesla’s adaptability while reducing exposure to 

environmental and operational risks. Tesla has started recycling programs and is 

exploring closed-loop supply chains to mitigate environmental impact, yet scaling 

these solutions remains challenging. Environmental factors also influence consumer 

belief, as environmentally conscious buyers increasingly demand transparency 

regarding production practices and lifecycle carbon footprints. Adopting 

comprehensive sustainability practices is therefore both an opportunity and a 

necessity for Tesla’s long-term success. 

Organisational culture also shapes adaptability, Tesla’s culture emphasises agility, 

innovation and high performance, drawing on parallels in technology norms rather 

than traditional automotive hierarchies (Brown & Eisenhardt,1998). This facilitates 

rapid development cycles and emerging opportunities. However, research on high 

intensity work cultures indicates potential employee burnout and retention challenges 

if organisational support systems lag performance expectations (Smith & Jones, 

2021). Addressing these human capital dynamics is critical for sustaining productivity 

over long term periods. From an academic perspective balancing leadership with 

robust governance safeguards represents a strategic firm. Firms in higher innovation 

sectors that integrate both entrepreneurial drive and structural accountability are 

often positioned to manage risk while sustaining growth (Uhl-Bien et al., 2007) for 

Tesla this suggests that governance mechanisms including board expertise 

diversification and risk assessment committees could strengthen organisational 

resilience without diluting innovative capacity. Tesla's global expansion strategy 

represents a critical dimension of its response to external business environment, 

unlike traditional automakers that rely heavily on dealership networks and gradual 

market entry, Tesla has pursued director customer model combined with rapid 

international scaling. This approach enables tighter control over branding pricing and 

customer experience while also reducing on intermediaries (Mangram, 2012). 

However, this strategy introduces regulatory and operational complexities particularly 

in markets where direct sales face legal restrictions should just certain U.S. states 

and European jurisdictions (Carlier, 2020). Operating within a highly technologically 



driven industry exposes Tesla to significant levels of risk and and certainty, unlike 

traditional automotive firms that rely on established production models and market 

trends, Tesla operates at the intersection of multiple high risk domains including 

advanced manufacturing, artificial intelligence, global energy markets this position in 

helps both its growth and potential and its exposure to external shocks. Financial 

market volatility p presents a key risk factor testers valuation has historically been 

influenced not only by financial performance but also by investor expectations 

regarding future technological breakthroughs (Damodaran, 2023). This creates a 

degree of exposure where shifts in investors can significantly affect capital 

availability and strategic flexibility, this means Tesla must balance innovation driven 

growth of financial discipline to ensure long term sustainability. Furthermore, 

uncertainty surrounding autonomous driving technologies injuries legal and 

reputational risks, delays and regulatory approval and high-profile safety incidents 

could undermine consumer trust and slow adoption rates (Litman, 2021). To address 

these challenges Tesla must adopt proactive risk management approach 

incorporating scenario planning contingency strategies to navigate an unpredictable 

external environment. 

Tesla's vehicles function as connected digital platforms continuously collecting data 

on driving behaviour, vehicle performance and environmental conditions. This data is 

used to improve autonomous driving algorithms optimise energy efficiency and 

deliver software updates that enhance overtime (Deloitte, 2023). As a result, Tesla 

can maintain an ongoing relationship with customers transforming the traditional one 

time vehicle purchase into a continuous service-based interaction. This data-driven 

approach also creates new revenue opportunities for example subscription based 

services such as advanced driver assistant features of software upgrades allows 

Tesla to generate recurring income streams beyond initial vehicle sales (McKinsey, 

2023). However, the increasing reliance on data raises important considerations 

particularly regarding data privacy and cyber security. Governments, in addition have 

restricted data protection regulations which may impact how Tesla collects, stores 

and utilises Customer data (European Commission, 2024). Looking forward to the 

integration of artificial intelligence and machine learning is expected to further 

transform the automotive sector. Tesla‘s investment in AI driven systems positions 

will capitalise on this trend, it also intensifies competition with both automotive and 



technology firms entering the mobility space. Company such as Google’s Weymo 

and apples automotive initiatives highlight the convergence of industries, where 

technological capabilities may become more important than traditional manufacturing 

expertise (McKinsey, 2023). Tesla has proven a prominent level of adaptability in 

responding to changes in its business environment. One of the key drivers of this 

adaptability is its strong focus on innovation, by continuously investing in research 

and development, Tesla has maintained a competitive edge in battery technology 

and autonomous driving systems (Tesla, 2025). Leadership has played a crucial part 

in Tesla’s strategic direction, under the leadership of Elon Musk, Tesla has adopted a 

visionary and risk-orientated approach, enabling quick innovation and market 

disruption. This leadership style has contributed to Tesla’s success but has also 

raised concerns about governance on a single individual (Grant, 2022). 

Tesla’s vertically integrated business model represents another key strategic 

response, by controlling multiple stages of production, Tesla enhances efficiency and 

reduces dependence on external suppliers. This approach can often require 

significant capital investment and can often limit flexibility. Despite these strengths, 

Tesla faces several challenges, production inefficiencies and quality control issue 

have been reported during periods of rapid expansion (Deloitte, 2024). Increasing 

competition from traditional automakers and new companies poses a threat to 

Tesla’s market share (McKinsey, 2023). Alternative strategies could include 

partnerships to reduce costs and enhance scalability. Tesla could also focus on 

developing more affordable vehicles to expand its customer base, strengthening 

corporate governance structures could improve decision making and reduce risks 

associated with leadership. In addition to incentives for electric vehicles in regions 

such as the European Union and the United States, China’s evolving industrial policy 

highlights the complexity of Tesla’s international strategy. China’s ‘Made in China’ 

initiative prioritises technological self-sufficiency in sectors including automotive 

manufacturing, which has produced both supportive EV subsidies and strategic 

expectations for local partnerships (Kennedy, 2020). This dual dynamic has 

encouraged Tesla to build local production such as Gigafactory Shanghai. 

 



In conclusion Tesla operates within an extraordinarily complex continuously involving 

business environment shaped by political economic technological social legal and 

environmental forces. The application of PESTLE analysis of these external factors 

shows that tesla's success is not solely the result of innovation but also its ability to 

respond to shifting global conditions the increasing emphasis on sustainability 

technological advancement, regulatory change has created significant opportunities 

for growth particularly as demand for electric vehicles continue to expand worldwide. 

However, these opportunities are accompanied by challenges including intensifying 

competition supply chain problems and economic uncertainty. Tesla’s investment in 

advanced battery technology, software intuition and global manufacturing 

infrastructure has allowed it to maintain a leading position with the electrical vehicle 

industry. Tesla’s distinctive approach to customer experience and brand development 

as strengthened Customer loyalty and reinforced its market presence. Despite its 

strengths, the analysis highlights that Tesla’s competitive adventures are not 

guaranteed in the long-term as competitors continue to invest heavily and electric 

vehicle technologies and expand their own capabilities the gap between Tesla and 

other companies is likely to narrow. Several key areas continued to ensure sustained 

success, expanding remains essential for increasing market shares particularly in 

emerging economies were price sensitivity is a major factor influencing consumer 

decisions. Because of this improving production efficiency in a dressing quality 

control issues will be critical from maintaining operational effectiveness as a 

company grows strengthening supply chain production is important particularly in 

relation to sourcing key raw materials required for battery protection looking ahead 

Tesla’s long-term successful depend on its ability to balance innovation with 

operational efficiency while responding to external environmental pressures. 

Continue with investment in modern technologies combined with better strategic 

diverse certification and improved organisational practices will be essential for 

maintaining competitiveness. Ultimately Tesla’s capacity to adapt to an increase in 

dynamic and competitive global environment will determine its future position within it 

or automotive and energy industries as well as its contribution to the broader 

transition towards sustainable and low carbon systems. 
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