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[bookmark: _Toc28005181]1. Executive Summary
Tesla Inc. (“Tesla”) is the leader in the electric vehicle (“EV”) industry (Liu and Zhan (2017), Musonera and Cagle (2019)), its innovative design, state-of-the-art technology, creative and executable concepts make its cars be widely welcome worldwide.  Its Model 3 is the best-selling EVs in the world with a sales volume of 138,000 units in 2018, distantly exceeded the second place of BAIC of 92,000 units and Nissan Leaf of 85,000 units (O’Kane, 2019).  However, the operational environment is complicated as Tesla has not been able to gain a full-year net profit since its establishment.  Strategies of Tesla should be enhanced.  This study aims to provide feasible strategies to Tesla to better penetrate the China market through analyzing the business model and existing strategies of Tesla and its competitors, applying the SPACE CLIFTH model and Michael Porter’s five forces model for Tesla’s internal and external audit, utilizing the SWOT matrix and SPACE matrix to generate the strategy options and employing the QSPM to select the proper strategy.

China is the largest EV market in the world (IEA, 2019) and Tesla is the world EV leader, they are a good match.  The major problem of Tesla encountered is the production bottleneck, its supply has not been able to satisfy the demand in recent years.  Despite it has completed building its Gigafactory in China, the demand for Tesla’s existing models and new models keeps increasing.  After the internal and external audit, both SWOT matrix and SPACE matrix indicate that Tesla needs an aggressive marketing penetration and development, product development and diversification.  Building another factory in China and strengthen its service provision are recommended.   The new factory may produce a new Tesla model with a competitive price for the mass market when the demand for its existing models becomes mature.  Tesla may encounter a financing problem for these big-ticket capital expenditures, listing in Shanghai stock market is an option to fund its capital desire, which will also help Tesla to minimize the foreign exchange risk and fend off some uncertainty generated from the confrontations between China and the U.S. 
[bookmark: _Toc28005182]2. Background of Tesla Inc.
[bookmark: _Hlk25347783]Tesla was founded by a group of engineers in 2003 with the mission to “accelerate the advent of sustainable transport by bringing compelling mass-market EVs to market as soon as possible” (Musk, 2013). They believed that EVs are faster, more comfortable, energy-efficient and environmentally friendly than fossil fuel cars.  Since its establishment, Tesla not only has been achieving its mission but also put more effort into building sustainable earth by developing the solar power storage business, which is a good alternative to the fossil-fuel electricity. 

Tesla is primarily engaged in EV manufacturing (81.4% of revenue), car leasing (3.5%) and energy generation and storage (6.4%) (Tesla, 2019a). Since EV manufacturing is the largest portion of its business, this case analysis will mainly focus on this area. As the leader in the EV manufacturing industry, Tesla invented many patented products and methods, its cars usually have the longest driving ranges comparing with cars in the same class.  However, it suffered from poor profitability and human management in most of the past 16 years.  The demand for its products is stronger than its production capability, production bottleneck is the major problem.  It starts to solve the production problem by fine-tuning the current sole production line in Fremont, California.  In order to appease the demand in China, it has completed constructing the Gigafactory in Shanghai swiftly within 10 months in 2019. 
[bookmark: _Toc28005183]3. Internal Audit
[bookmark: _Toc28005184]3.1 Tesla’s Business Model and strategies
A business model reflects a conjecture by the company of what customers may want, how they want it and how the enterprise can organize to meet those needs, get paid for it and make a profit (Harlow, 2016).  To analyze Tesla’s Business Model, it would be insightful by considering how a customer makes a purchase decision.  They often collect information from various sources first,  compare the strengths and weakness of the products and their related after-sales services, then make the purchase decision (Panwar et al. 2019).  Tesla’s business model will include all decision-making elements, i.e. from dissipating of product information, manufacturing high quality of EVs, providing charging network for customers to charge their EVs in need, offering in-site, off-site and through-the-air after-sale services, they even provide automobile insurance business.  If customers satisfy these processes, they will be a very effective and efficient advertising channel through word-of-mouth.

Bloomberg has done a survey of 5,000 Tesla’s Model 3 owners, 95% of the participants are male with above-average income, their ages are between 30 to 50 and the majority of them work in technology-related sectors (Randall, Halford and Sam, 2019).  Despite the survey only covers the Model 3 owners, it is believed the generalization to other Tesla EV owners is acceptable as Tesla’s EVs are very innovative, the buyers should have similar characteristics, or at least they are comfortable in using mobile communication technology, otherwise, they may not be able to operate their cars properly.

[bookmark: _Toc28005185]3.1.1 Marketing Strategy
Marketing investment is defined as the expenditure on marketing activities to promote the company’s products and reputation (Davcik and Sharma, 2015).  Marketing investment is at a minimal level in Tesla. The information of Tesla is mainly transmitted by the Chief Executive Offer Elon Musk’s Twitter, the Tesla website, social media and word-of-mouth (Musonera and Cagle, 2019).  Due to Tesla’s state of the arts technology and Elon Musk’s disruptive ideas on various facet of commerce, which are reflected in the business nature of his companies such as Space X, a company engaging in space related business; Hyperloop, a high-speed transportation system embedded in a low-air-pressure tube; The Boring Company, a tunnel-digging company for high-speed underground transportation; and Neuralink, a neurotechnology company aims to integrate artificial intelligence with human brain (Muegge and Reid, 2019).  Tesla’s news is well spread over the world.  The dissemination of Tesla’s information through social media fits its target customers’ preference, i.e they like to deal with technology such as mobile communication rather than traditional advertisement seen on television.  Without putting significant costs on the advertisement, Tesla has its competitive edge against its competitors in the value chain.  For the technology-lover, Tesla’s EVs are equipped with disruptive technology, which is substantially different from its competitors’ products.

[bookmark: _Toc28005186]3.1.2 Product differentiation strategy
Tesla’s products quality is usually far higher than other similar products in the same class.  Its BEVs usually have the longest electric range, the highest maximum speed and the shortest 0 to 100 km/hour time.  Moreover, Tesla’s BEVs are equipped with innovative technology including auto-update of BEVs’ control program through build-in internet communication device, auto-pilot, very high safety standard and received the highest safety standard awards such as "top safety pick plus" designation from the Insurance Institute for Highway Safety and the highest safety rating from the National Highway Traffic Safety Administration in the U.S (Matousek, 2019).  Product differentiation based on innovation will lead to a high price premium (Davcik and Sharma, 2015), which is one of the driving forces letting Tesla return to its profitability.  However, as a start-up company a decade ago, it needed cash flow for its operation, research and development, successful product development strategy is essential for its survival.



[bookmark: _Toc28005187]3.1.3 Product development strategy
Tesla only manufactures BEVs.  In order to fund its operation, research and capital investment, Tesla’s first stage product development strategy is to target the high-end luxury sports car market, because of the lofty selling price, the cash flow provided by this market is substantial.  It launched its first electric sports car, Roadster, with a thin production volume and a base price of USD98,950[footnoteRef:1] in 2008.  The second stage is to move to the middle to high-end market, it subsequently produced Model S a five-seater sedan and Model X a seven-seater sport utility vehicle (“SUV”).  The third stage is to penetrate the more affordable automobile market by introducing the Model 3, a 5-seater sedan (Liu and Zhan (2017), Car and Driver (2019)).  It also announces that it will further broaden the more affordable market by developing Model Y, a 7-seater SUV and Cybertruck, a 5-seater pick-up truck in the near future.  In addition, Semi, a tractor unit for semi-trailer trucks are being developed.  The product development strategy is a successful one, it not only provides cash flows to Tesla but also attains the mission of Tesla. Table 1 shows the evolution of Tesla’s product lines which evidences the stages of its strategies. [1:  All vehicle prices in this study are base prices, which are before taxes and subsidies.] 


Table 1
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In addition to the above three strategies, Tesla also creates value from its Supercharger networks.  Customers now need to pay for charging their cars, just like paying for gasoline in a gas station.  Since EV is a new type of vehicle, the auto insurance premium is usually higher than the traditional auto insurance premium.  Being confident with their EVs, Tesla also offers auto insurance coverage to its owners at around 20% to 30% lower premium because Tesla possesses the accident big data for all Tesla EVs and proved its accident rate is relatively lower than other vehicles (Haselton and Kolodny, 2019).  In all, Tesla’s business model and strategies satisfy its consumers’ needs and exceed their expectation.  It makes Tesla so prominent in the EV industry.
[bookmark: _Toc28005188]3.2  Financial conditions of Tesla
Since its establishment in 2003, Tesla often incurs a net loss in its quarterly performance.  However, the situation improved substantially in the last 2 years.  It recorded net profit in the third and fourth quarters in 2018 and in the third quarter of 2019 (“3Q19”).  During 3Q19, Tesla produced 96,155 cars which were 10.5% more than 2Q19.  The mix between high-end (model S and X) and more affordable (model 3) classes remained the same (17% vs. 83%).  Due to the enhancement in production efficiency and better control of material costs, deferred revenue from the autonomous driving program, the automotive gross margin increased from 18.9% to 22.8% on quarter-on-quarter (QoQ) basis (Morris, 2019).  Nevertheless, Tesla has not been able to achieve a single year of net profit, which definitely a real concern but it is not unusual for a corporation incurring high capital expenditure in the high technology industry.  Its profitability has been improving since 3Q18, it has positive annual free cash flow since 4Q18.  With strong support from the financial institutions, especially from Chinese banks for building the Shanghai Gigafactory, Tesla’s liquidity is acceptable (Tesla Inc., 2019a).

Tesla’s debt ratio of 3Q19 was on the high side of 0.77, however, its interest coverage ratio was 2.04 for the same period, it shows Tesla’s debt serving ability is reasonable too.  On the activity side, its finished vehicles inventory only accounted for 17 days of sales in 3Q19, which is believed to be four times lower than the industry average and it is the lowest of Tesla in last 3.5 years (Tesla Inc., 2019a).  Therefore, Tesla’s financial conditions are acceptable and have been forming a positive trend.  Figure 1 shows the major financial performance indicators of Tesla.

Figure 1: 
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Source: Tesla Inc., 2019a
[bookmark: _Toc28005189]3.3 Administrative factor
The turnover of the senior management staff in Tesla is high.  Since January 2018, 5 senior directors, 5 directors, 1 senior president, 1 president, 12 vice-presidents, 4 chief officers and 2 heads of various departments have left the company.  However, the majority of them have headed for better positions in other companies (Rapier and Matousek, 2019). During that period, Tesla was not in good shape, it was troubled by a bottleneck in production, volatile profitability and plunge of the share price.  Elon Musk had court cases with the Securities and Exchange Commission in the U. S. too, he was forced to step down from his chairman position, both Tesla and Musk were fined for USD20 million for disclosing improper information (Mejia, 2018).  Whether it is a leadership problem or just a normal turnover under a turbulent time is uncertain.  Since Tesla regained its profitability in 3Q19, it seems that the storm is close to the end.

[bookmark: _Toc28005190]3.4 Historical background
Tesla was founded in 2003 with manufacturing BEVs as its core business.  Most of its major competitors worldwide such as BMW and Mercedes are traditional automobile manufacturers, they have a long history in the industry and have substantially invested in their production lines for internal-combustion-engine vehicles (ICEVs).  This is the reason why BMW and Mercedes produce more hybrid EVs than BEVs, they need to keep the ICEV production lines running, otherwise,  they will have an enormous write-off in their books, they somewhat refuse to deal with the BEV’s disruptive force.  This is similar to the Kodak case (Wang, Chen.and Jaume, 2016).  Tesla does not have such a legacy burden.
[bookmark: _Toc28005191]4. External Audit
[bookmark: _Toc28005192]4.1 Electric vehicles industry
There are several types of EVs. BEV uses electrical motors to drive the vehicle.  The motor is powered by rechargeable batteries, which are in turn primarily charged by external electricity.  Hybrid EV (“HEV”) has both electrical motor and ICE to mobilize the vehicle.  The motor is energized by batteries which are recharged by the ICE generated electricity.   Plug-in hybrid EV (“PHEV”) is similar to HEV but the batteries can be charged through external electricity.  Extended Range EV (EREV) is similar to BEV but the batteries are charged by an internal small engine generator instead of external electricity, the small engine is not the direct driving force of the vehicle, it is only for charging the batteries.  Fuel cell EV (“FCEV”) is also like BEV, it utilizes the electricity supplied by fuel cells to energize the electrical motor.  The fuel cells can be revitalized by liquid hydrogen, which can be refilled in liquid hydrogen stations.  Solar EV (“SEV”) applies the same concept of BEV but its batteries are mainly recharged by solar energy, golf carts is one of the examples (Mahmoudi, Flah and Sbita, 2014).  In addition to the charging methods mentioned above, the batteries in EVs can usually be charged by converting the energy in braking the EVs internally.   Since the technology in rechargeable batteries advances expeditiously, BEV, PHEV and FCEV are the main streams in the markets (Liu and Zhan, 2017). 

Due to its environmentally friendly characteristics, EVs have been welcomed by many countries.  With various governmental policy supports, the number of EVs attained close to 100% year on year (“yoy”) growth of 2 million units in 2018 making the global EV fleet exceed 5.1 million units.  The International Energy Agency (“IEA”) has estimated that the global annual EV sales will reach 23 million units and the total EVs will be more than 130 million units in 2030.  China is the largest EV market in the world in 2018, it accounts for around 45% of EVs on the road, Europe is the second largest market with 24% market share while U. S. is the third largest market with 22% market share (IEA, 2019).

[bookmark: _Toc28005193]4.2 China Factor
The global auto market sale volume is declining from the peak of 86 million cars in 2017 to 76 million cars in September 2019.  However, the sales of EVs has been increasing globally.  The automobile industry in China also follows a similar pattern. In China, the all passenger cars sales also peaked at around 25 million cars in mid-2018 and decreased to 22 million cars in September 2019, but the sales of new energy vehicles (“NEV”) spiralled from around 0.25 million cars in 2016 to around 1.5 million in September cars 2019 (Bullard, 2019).  

China is the largest auto market in the world with an annual sale of 24.72 million vehicles in 2017, it is also the largest NEV market globally with 1.5 million vehicles, 19% of them are HEVs and PHEVs and 81% of them are BEVs.  Regarding the NEV premium market, which is defined as the retail price is greater than CNY300,000, is dominated by Tesla, BMW and Denza.  Denza is a joint venture between BYD and Mercedes, but Mercedes will pursue China’s NEV market alone starting from 2019.  There is no indigenous manufacturer in China NEV premium market.  It is believed that such a situation has resulted from the unstructured subsidy policy employed by China between 2014 and 2016.   Manufacturers can obtain monetary subsidy up to 40% of the NEV’s selling price, this is the reason why Chinese NEV manufacturers urge themselves to produce the maximum number of NEVs during 2014 to 2016 regardless of the product quality.  They produce a substantial number of NEVs even the selling price does not cover the production costs.  As long as if they can sell more at a lower price, they will still earn a net profit after being subsidized by the government (Hu and Yuan, 2018).  

[bookmark: _Toc28005194]4.3 Strategies employed by the competitors
Since BMW and Mercedes are Tesla’s main competitors, their EV strategies will be the focus in the following contexts.

[bookmark: _Toc28005195]4.3.1 BMW’s strategy
Up to the end of 2018, BMW delivered 140,000 electrified vehicles, which is much less than Tesla’s 318,171 (Edison Electric Institute (2019), Tesla (2019a)).  BMW focuses on the PHEVs, it only has a BEV model of BMWi3.  BMW has a strategy labelled as Strategy NUMBER ONE>NEXT which is represented by the symbolic term “D+ACES”: Design, Autonomous, Connected, Electrified and Services.  BMW aims to build cars with astonishing design exceeding customers’ wishes; state-of-the-art driving assistant or auto-piloting system, which is expected to be launched from 2021; good connection with a wide range of digital services for customers’ personal needs such as entertainment, service requirement and configuration of vehicles; high energy efficiency through the highly efficient combustion engines, electrification drivetrains, light materials,  enhanced aerodynamics and hybrid power sources; and premium mobility services(BMW Group, 2019a).

BMW is the largest US vehicles exporter to China, it announced that it would increase its shareholding from 50% to 75% in Brilliance China Automotive Holdings, a 50-50 joint venture to produce BMW cars in China.  It also planned to increase the production capacity in China to 520,000 units in 2019 (Ren, 2018).  China is the largest market of BMW Group, it sold 560,000 vehicles there, more than the sum of the second and the third markets of U. S. and Germany. In addition, BMW also signed an agreement with a Chinese Partner, Baidu, to take advantages from its open platform “Apollo”, which provides autonomous vehicle solution to enhance BMW’s autonomous driving technology.  BMW’s strategy is to include an all-new autonomous EV from 2016 to 2026 (Hu and Yuan, 2018).  Another 50-50 joint venture setup was made with another Chinese partner, Great Wall Motor to produce MINI BEVs in China.  The group also has a plan to produce more BMW iX3, this model is not only for domestic sale but also for sale over the world (BMW Group, 2019b).  

[bookmark: _Toc28005196]4.3.2 Mercedes’ strategy
Delivery of 2.31 million cars over the world in 2018, Mercedes-Bens is the most popular premium brand.  China is the largest market of Mercedes with 674,125 units of sale, making it the number one premium brand in China.  Mercedes manufactures vehicles with its joint venture partner, Beijing Automotive Industry Holding Co., Ltd. (“BAIC Group”). The strategy is to produce and sell vehicles domestically in China (Li, 2019).

Mercedes belongs to the Daimler group, their strategy is to continue to grow globally in all vehicle segments, China has been named as a crucial market in their business.  Daimler intends to electrify all their vehicles including cars, trucks, vans and buses.  Daimler also has formed a 50-50 joint venture with Geely Holding for further developing their BEVs.  It also aligns with BMW to build a better mobility platform to cooperate with mobility activities such as charging, parking, ride-hailing and car sharing.  For the autonomous driving, it will be available in Mercedes-Benz S-Class and the Actros Daimler Trucks in 2020, but it will only be a partially automatic version (Daimler, 2019).

The strategies employed by both BMW and Mercedes are not aggressive in terms of manufacturing  BEVs, they are in the middle of the transitory period- from ICEVs to PHEVs to BEVs.  The development of the autonomous driving system is relatively slow comparing with Tesla’ autopilot system.



[bookmark: _Toc28005197]4.4 Government’s support
Understanding of China’s NEV subsidy policy will shed a light on what NEV manufacturers’ focuses.  The subsidy policy can be divided into buyers’ benefits and manufacturers’ benefits.  Buyers can get subsidies for purchase a NEV, purchase-tax exemptions and certain benefits from license plate policies, i.e. no lottery allotment for getting a vehicle license and no restriction on using roads.  Sometimes the city government may restrict the odd or even licence plate number to use roads if the air is so polluted.  Since 2017, the government has changed the subsidy policy to incentives for technology promotion, manufacturers meeting the specific technical requirements can get some incentives and the amount of the incentives are directly proportional to the level of advanced technology achieved.  The technological requirement will change to a more advanced level in the future.  However, the technologically advanced components must be made in China in order to be qualified under the incentive scheme (Hu and Yuan, 2018).

EV subsidies and incentives play a significant role in the EV purchase decision in China. In the tier one cities such as Beijing and Shanghai, they select EVs primarily due to the government policy of direct issuance of the license plate and no restriction of road usage for EVs.  In the second to third-tier cities, economic factors are the main reasons to purchase EVs.  They mainly concern about the electric range, battery and charging convenience when choosing EVs.  BEVs maintenance cost is the lowest, ICEVs’ is in the middle while the PHEVs’ is the highest (Ouyang, Zhang and Ou, 2018)

In Public Consultation of New Energy Vehicles Planning (2021-2035) issued by The Ministry of Industry and Information Technology of People’s Republic of China,  China targets to implement 25% of NEVs by 2025.  In addition, two versions of Tesla’s locally made Model 3 are eligible for Chinese government’s consumer subsidies amounting to CNY24,750 per vehicle  (Ministry of Industry and Information Technology of People’s Republic of China, 2019b). BEVs are more welcome by the market because of the bias of the government policy, the maximum subsidy a PHEV can get is only 44% of the BEV will entitle for (Hu and Yuan, 2018).   

[bookmark: _Toc28005198]4.5 Social environment
The Chinese government encourages to replace ICEVs by EVs to reduce emission, which China needs much to protect its environment.  Tesla is a luxury brand in China, driving Tesla implies a high social status.  As indicated by the meta survey research done by Ouyang, Zhang and Ou (2018), EV owners in China are highly educated with 60% to 87% having a bachelor’s degree and they earn medium to high income in different cities.  Driving EVs is also beneficial to the environment as they only indirectly produce a minimal level of emission. Tesla’s EVs are viewed as a luxury and high-tech EVs. Therefore, having a Tesla in China insinuates the driver as a high-income earner, a high-tech and environmentally friendly person.

[bookmark: _Toc28005199]4.6 Political environment
The U. S. and China not only are having a trade war now but also confronting each other in other areas such as subsidising preferred industries and state-owned enterprises, intellectual property right and human right issues.  As an American firm, Tesla pursues a pro-China strategy like building its Gigafactory in Shanghai and ignoring President Trump's “America first” policy.  This move is highly appreciated by the Chinese government, it granted many special approvals to Tesla such as Tesla can fully own its operation in China, swift manufacturing licenses approvals and offering Chinese consumers subsidies to buy Tesla’s Model 3.  

The U.S. is proposed a bill to restrict using public funds to purchase BYD’s EVs.  Since BYD’s EVs do not cause any national security issues to the U. S., the action is deemed as a purely political attack against China’s international corporates.  Whether China will retaliate by imposing the same action against the U.S. vehicle manufacturers, of which Tesla is one of them, is under great uncertainty.


[bookmark: _Toc28005200]4.7 Technological factors
Tesla is commonly viewed as the BEV industry leader.  Its EVs usually have a long electric range, shorter charging time, higher maximum speed and faster acceleration.  These are all performance characteristics for physical vehicles.  Tesla’s leading edge is not confined to these figures, it has the best autopilot system, using in the real driving environment, not a test driving environment. Tesla’s autopilot is viewed as level 3 defined by the Society of Automotive Engineers, the highest level attained so far (Walch, 2019).

Regardless 13% of Bloomberg’s Model 3 survey participants expressed that Autopilot has put them in a dangerous situation while 28% of participants appraised that Autopilot has saved their lives,  more than 90% of participants admitted that driving with Autopilot is safer than without it, including those alleged Autopilot has put them in an unsafe situation.  Another black technology appreciated much by Tesla owners is the over-the-air software updates of the vehicles’ control programme.  The timeless updates have real performance ramifications such as the improvement in range and acceleration, correct minor design defects as well as checking if the car needs make an appointment for garage service.  Owners of Tesla love this feature a lot as they never feel the car is outdated (Randall, Halford and Sam, 2019).  
  
[bookmark: _Toc28005201]4.8 Legal factors
In order to build a healthier living condition and protecting the environment, tightening emission regulation is a common norm in most of the countries in the world.   Replacement of the ICEVs by EVs is the global trend and it will be beneficial to Tesla.  For the negative side, Elon Musk does not get along with the SEC and President Trump in the U. S., he currently has a court case with SEC, the result is uncertain too. Another potential legal issue is the autopilot system’s artificial intelligence learning method.  If there is a change in the system, some users will be assigned to test if the new change functions well as expected (Randall, Halford and Sam, 2019).  If the new change is well behaved, more and more users will get the update.  What if the new change causes an accident in the beta version test, the user may sue Tesla because Tesla has selected them for the test and hence put them in risk.   

[bookmark: _Toc28005202]4.9 Commercial
Tesla’s BEVs demand is greater than its supply, sales have never been a problem.  However, the viability of the operation is a real problem as it only makes 3 quarters of profit in 16 years of operation.  Nonetheless, it makes a net profit in 3Q19 and the Shanghai Gigafactory has already started its production and delivery of Model 3 in China, the situation improves remarkably.  With the Chinese government’s subsidies for its indigenously made Model 3, the profitability of Tesla should be sustainable.

[bookmark: _Toc28005203]4.10 Economics
Due to the trade war between the U.S. and China, China’s economy is slowing down as witnessed by the downtrend of China’s GDP growth from 6.8% in 1Q18 to 6.2% in 3Q19 (National Bureau of Statistics of China, 2019).  Even the lowest price of Tesla’s BEV,  Model 3, still far much more expensive than other EVs in the China market.  For alleviating the pressure of slump in exports, the recent CNY depreciation is accused to be manipulated by China’s government.  Depreciation of CNY will increase the selling price of Tesla’s EVs as they are actually priced in USD, the depreciation of CNY will have a negative impact on Tesla’s sale in China.

Another economic force is the petroleum price, which is expected to be stable or moving upward due to the production quota imposed by the Organization of Petroleum Exporting Countries (“OPEC”) and Russia. Since EV’s transportation cost per kilometre is much cheaper ICEVs, a high petroleum price, a complement good of ICEVs, will reduce the demand for ICEVs and strengthen the demand for EVs.  As an EV market leader, Tesla will benefit from high petroleum price.

[bookmark: _Toc28005204]5. Summary of internal and external audit result
Table 2 is a summary of the internal and external audit result.  Both the business model and strategies average score and the SPACE CLIFTH score are above 1, which means the overall internal and external environments are positive to Tesla’s China operation.

Table 2
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[bookmark: _Toc28005205]6. Michael Porter’s Five Forces Analysis
[bookmark: _Toc28005206]6.1 The threat of Existing Competitors
BEV industry is both an automobile and a technology industry.  It is capital intensive in terms of monetary capital and human capital.   Existing ICEV manufacturers have just begun to prepare themselves for the EV war in recent years while Tesla started the fight 16 years ago.  Existing ICEV manufacturers have heavy legacy burden because good sales performance of their BEVs means an indigent rendition of their ICEV sales, a striking write-off of their ICEV production lines will follow.  It is a two-sided sword for them.  What they are doing now is to transit the change from ICEVs to PHEVs to keep their current ICEV production lines running.  They dare not to produce BEVs in a mass quantity currently. 

[bookmark: _Toc28005207]6.2 The Threat of New Entrants
It is less probable that a new entrant without vehicles manufacturing experience can survive in the BEV market.  Some BEV new entrants went bankrupt in 2018 due to the termination of financing from banks and investors and the rest is struggling for survival (Eisenstein, 2019).   It is difficult for those EV start-ups to make their dreams come true. The industry is capital intensive and requires innovative and advanced technology.  As the revolutionary leader in the BEV industry with 16 years of experience, the threat of new entrants to Tesla is not severe.

[bookmark: _Toc28005208]6.3 Threat of Substitutes
There are substitutes in the BEVs markets, but there may not be substitutes for Tesla’s BEVs if those ancillary services are considered.  First of all, Tesla’s BEVs have very high quality in terms of range, speed and acceleration, not many products within their class can prevail Tesla’s BEVs.  In addition,  Tesla is one of the two automakers attained level 3 of the autonomous driving level.  It can turn the autopilot into reality in the world, many other competitors’ autopilot system is only on the test stage.  Not many BEV manufacturers have its own charging network and Tesla’s Supercharger network is unique in provision of superfast charge.

[bookmark: _Toc28005209]6.4 Bargaining power of Suppliers
The automobile industry is an assembly industry owing to a large number of components of a car.  Tesla owns many patents on its innovative products, especially on the core components of its BEV such as batteries, powertrain and computer chips.  Suppliers of Tesla are licensed by Tesla to produce these components, so their bargaining power is not so strong.  For the non-core components such as tires and windshields have plenty of supply and lots of choices in the market, thus the bargaining power of non-core component suppliers is not so strong either.  Tesla also allocates its purchases to more than 200 suppliers to diversify the risk of concentration of suppliers  (Musonera and Cagle, 2019).  As a result, the bargaining power of Tesla’s suppliers is not strong.

[bookmark: _Toc28005210]6.5 Bargaining power of buyers
Tesla’s BEVs are priced between middle to high-end markets.  The lowest price of Model 3 is around USD36,200 for a more affordable market.   However, the demand for Tesla’s BEVs is far stronger than its supply, buyers need to wait for a long time to get their BEVs.  The demand for its more affordable Model 3 is overwhelming and Tesla has announced that its price will be adjusted upward.  This is a piece of solid evidence that the bargaining power of buyers is weak.  

In concluding the 5 forces, the threat of existing competitors is not strong,  the threat of new entrants and threat of substitutes are weak, the bargaining power of both suppliers and buyers are also weak, Tesla’s competitive position is strong.

[bookmark: _Toc28005211]7. SWOT analysis
[bookmark: _Toc28005212]7.1 Tesla’s Strengths
[bookmark: _Toc28005213]7.1.1 Elon Musk
Despite Tesla is a newcomer to the automobile industry, it only took around 10 years to be the leader in the world BEV industry (Liu and Zhan, 2017).  One of the substantial contributors to this success is Elon Musk, he is the ex-Chairman of Tesla and is a world-class engineer and scientist.  He is equipped with full technical knowledge for the manufacturing of BEVs and is able to lead the front line of production plants for raising production efficiency.  This technical know-how is an invaluable asset to Tesla because it speeds up the whole decision-making process in a large international corporation, and it is one of the major reasons that it can finish developing the Shanghai Gigafactory form ground up in only 10 months.  He has lived in his Fremont factory for several months and worked days and nights to solve the production bottleneck problem of Model 3 (Clifford, 2019). If he is not the chairman nor a world-class engineer, who dares to make such an in-site production improvement decision instantaneously.  55% of Bloomberg’s survey participants indicated that the Elon Musk has an impact on their purchase decision, they become camaraderie in environmental sustainability. It is rear for a corporate’s head has such influential power on its customers (Randall, Halford and Sam, 2019).

[bookmark: _Toc28005214]7.1.2 High quality, high performance with competitive price
Model 3 Performance is only priced at USD60k but its performance is comparable to Porsche's Taycan model, which is priced at USD151K (Evannex, 2019),  Table 3 is the comparison between these two models, while Table 4 is the comparison between models of Tesla and other EVs in the U.S.

Table 3
[image: ]
Source: Evannex, 2019

Table 4
[image: ]
Source: EVAdoption, 2019

[bookmark: _Toc28005215]7.1.3 Longest range per hour of charge
Tesla’s EVs have the longest range per an hour of charge rated by Clipper Creek, a popular EV charging station and charger seller in the U.S.  Out of all EVs available in the U.S., Model 3, X and S can gain 38, 51 and 51 miles of range per an hour of charge by using the same level 2 charger HCS-801 with 64A /15.4kw, the fourth longest range is only 31.5 miles (ClikpperCreek, 2019).  The level 2 charger is a fast charger with a charging power between 5 to 50 kW while the level 3 charger is a super-fast charger with a charging power over 50kW, Tesla’s Supercharger is a level 3 charger with 250kW power (Ryan, C. et al, 2019).

[bookmark: _Toc28005216]7.1.4 Update control software through-the-air
Tesla’s connectivity enables Tesla updating their cars control programmes, fix and identify problems of the cars and provide big data to Tesla to enhance their cars’ design and auto-piloting system.  Tesla’s connectivity has much more functionalities than BMW’s, which stays at a mobile application status, setting personal profile and preference, booking service appointment are its major functions  (BMW Group, 2019a).

[bookmark: _Toc28005217]7.1.5 Autopilot and highly safe 
Autopilot system can help drivers drive smartly and safely.  According to Tesla’s statistics, there was one accident for every 4.34 million miles of driving with autopilot assistance in 3Q19.  It is considerably lower than the U. S. average of one accident for every 0.5 million miles (Tesla, 2019a). 

[bookmark: _Toc28005218]7.1.6 Supercharger network
EV is the future direction of the automobile industry.  Tesla’s Supercharger can charge a Tesla at a peak of 250k volt, 5 minutes charge can extend the range to 75 miles,  which is close to the time of refilling gasoline at a gas station.  The cost of building a Supercharger station is around USD100k to 175k, which is far less expensive than constructing a liquid hydrogen station for USD1.5 million for FCEVs (Butler and Martin, 2016).  Therefore, the Supercharger network is an edge for Tesla to prevail for other EV competitors.

[bookmark: _Toc28005219]7.1.7 Regulatory  and green credit profit
As an automobile manufacturer with zero-emission producing from its BEVs, Tesla has gained a meaningful amount of regulatory credits and greenhouse credit from a different level of governments, which can be sold to other automakers.  It earned USD418.6 million in 2018 for selling these credits albeit the percentage contribution of such revenue is decreasing due to the significant increase in the BEVs sale revenue.   (Stock Dividend Screener, 2019)

[bookmark: _Toc28005220]7.1.8 Other strengths
Other strengths such as very strong demand for Tesla’s BEVs, Tesla is the BEV industry leader, it has no legacy burden, incurs low marketing investment, operates the Shanghai Gigafactory, has strong cash flow, possesses strong brand recognition and has automobile insurance business have already been analysed in previous paragraphs. 

[bookmark: _Toc28005221]7.2 Weakness
[bookmark: _Toc28005222]7.2.1 Long waiting time
Waiting time for delivery, waiting time for repair service and repair service time are all commented as unreasonable in Bloomberg’s Model 3 survey (Randall, Halford and Sam, 2019).   Tesla put much effort to tackle the problem. There are 413 (+11, QoQ) service stores can fix Tesla worldwide.  To ease the demand for service, it deploys 719 (+68, QoQ) service vehicles to deliver “Mobile Service” to their customers.  On the other hand, Tesla points out that “the best service is no service”, further enhancement of EVs quality will be one of the alternatives for the waiting time problem (Tesla Inc., 2019a). 

[bookmark: _Toc28005223]7.2.2 Insufficient Supercharger
For those who charge their cars at home or office are much convenient than those who depend on Superchargers.  However, driving an EVs to travel needs for charging frequently and promptly, therefore, Tesla also allocated resource to build more Supercharger stations and Supercharger connectors.  At the end of 3Q19, there are 1,653(+66, QoQ)  Supercharger stations and 14,658 (+777, QoQ) Supercharger connectors and 23,906 (+746, QoQ) Destination charging connectors (Tesla Inc., 2019a).  It will discharge some of the grievances from customers.

[bookmark: _Toc28005224]7.2.3 High labour costs
Its major existing production base is in Fremont, California, where has the highest average cost among states in the U.S. (Musonera and Cagle, 2019).  However, the overall production costs are believed to shrink after the commencement of production in Shanghai Gigafactory.  Tesla has also learned from the development of the Shanghai factory, efficiency in the Fremont factory will also be enhanced (Tesla Inc., 2019a).

[bookmark: _Toc28005225]7.2.4 High price
Tesla’s EVs targets the middle to high market so their prices are relatively higher than the mass market.  Not many people can afford them. 

[bookmark: _Toc28005226]7.2.5 Other weaknesses
Other weaknesses include production bottleneck, weak profitability and the court case between the CEO and SEC as mentioned in previous content.

[bookmark: _Toc28005227]7.3 Opportunities
[bookmark: _Toc28005228]7.3.1 Historical ICEV burden for Tesla’s Competitors
Existing competitors do not want to instantly forfeit their ICEV business, they want to traverse from ICEV to BEV smoothly.  This will offer Tesla an opportunity to capture more market share.

[bookmark: _Toc28005229]7.3.2 Competitors’ driving software is underdeveloped
Existing China competitors’ driving software programs are far behind Tesla’s.   Like BMW’s development of auto-pilot functionality is slow, they target to release the first version of autonomous piloting in 2021, which is 2 years from now.  The connectivity of their cars only stays on the stage of the mobile app.

[bookmark: _Toc28005230]7.3.3 Strong behavioural loyalty
99.6% of the Model 3 owners in the Bloomberg Model 3 survey signified that it is a pleasure to drive the car, even many of them reported defects in the first 30 days after delivery.  99% of Bloomberg’s survey participants had recommended Model 3 to their relatives and friends and 100% of them had taken their friends and relatives for a test drive. (Randall, Halford and Sam, 2019)

[bookmark: _Toc28005231]7.3.4 BEVs become the new paradigm
Bloomberg’s Model 3 survey shows participants gave up their loyalty to the previous brand and shifted to Model 3 for its innovative technology, environmental sustainability, good performance and low running and maintenance costs.  Surprisingly, not all participants came from other luxury cars class, they came from many other brands including economy classes.  The largest number of participants switched from Toyota to Tesla Model 3 (Randall, Halford and Sam, 2019).  As the BEV industry leader, Tesla has great potential to grasp a great portion of the new customers under this shift of paradigm. 

[bookmark: _Toc28005232]7.3.5 Chinese Government subsidy
China subsidies the buyers of domestically made Model 3 for CY 24,700 each. Government incentive is important for them to make an EV purchase decision.  

[bookmark: _Toc28005233]7.3.6 Other opportunities
Other environmental and governmental opportunities already being examined in this study such as 
Cities in China are severely polluted, Chinese government’s incentives, China being the largest EV market in the world and planning to growth BEV market substantially, worldwide tightening of emission regulation and policy supports should also be considered.  

[bookmark: _Toc28005234]7.4 Threat
7.4.1 Expiration of the U.S. tax break
For the U.S. federal tax break, a kind of subsidy for the Americans to purchase EVs, will be phased out if the manufacturer’s EVs accumulated sales reached 200,000 units.  The American buyers of Tesla EVs will no longer entitle to the tax break commencing January 2020.[footnoteRef:2]   It will surely decrease the competitiveness of Tesla’s EVs in the U.S (Randall, Halford and Sam, 2019).   [2:  Tesla reached the 200,000 unit level in 2019, but the U. S. government still offers the incentive so far (Randall, Halford and Sam, 2019).] 



[bookmark: _Toc28005235]7.4.2 China tax commitment
Behind the successful establishment of the Shanghai Gigafactory is a USD323 million annual tax commitment to the Shanghai government from 2023 onward.  Tesla also committed investing USD2.04 billion into the Gigafactory.  If one of these commitments falls through, Tesla has to return the Gigafactory to the Shanghai government (Zhou, 2019).  It will be a devastating impact on Tesla.

[bookmark: _Toc28005236]7.4.3 Internet security risk
All Tesla EVs relies on the through-the-air update of their control program and autopilot.  If Tesla’s server was hacked, the hacker can control all Tesla’s EVs in the world and it will inevitably cause chaos in the world.  The world economy, the world transportation system as well as Tesla’s reputation will be severely damaged.  The same situation may occur if an employee has the authority to access these programs willingly to destruct Tesla.

[bookmark: _Toc28005237]7.4.4 The speed of innovation of batteries
All Tesla EVs are BEVs which significantly depends on their battery performance.  If there is a new and much efficient kind of energy source available in the market, how Tesla will adopt the change and the consequence is uncertain.

[bookmark: _Toc28005238]7.4.5 Other threats
Other threats which have been discussed in this study such as the trade war and other confrontations between China and the U. S., decrease in Chinese income level, Elon Musk's court case with the SEC and a potential lawsuit from autopilot operation are also the threats of Tesla.   


[bookmark: _Toc28005239]8. Strategies generation
[bookmark: _Toc28005240]8.1 SWOT Matrix for Tesla
Table 5 recapitulates the SWOT of Tesla’s operation in China.
Table 5
	Strengths
	Weaknesses 

	1. Elon Musk
2. High quality, high performance with competitive price
3. Update control software through-the-air
4. Autopilot
5. Supercharger network
6. Strong demand 
7. Low marketing investment
8. Strong brand recognition
9. Regulatory  and green credit profit
10. Industry leader
11. No legacy burden
12. Fully operating Shanghai Gigafactory
13. Strong cash flow
14. Automobile insurance
	1. Long waiting time for delivery, service and service process
2. High labour costs in the U. S.
3. High price
4. Insufficient Supercharger
5. Production bottleneck
6. Weak profitability
7. Elon Musk does not get along with SEC and Donald Trump

	Opportunities
	Threats

	1. Historical ICEV burden for Tesla’s competitors
2. Competitors’ driving software is underdeveloped
3. Strong behavioural loyalty
4. BEVs become the new paradigm
5. Chinese Government subsidy and incentives
6. China is the largest EV market with high expected growth
7. China's plan to growth BEVs substantially
8. Tightening emission regulations
9. Policy support worldwide
	1. Expiration of the U.S. tax break
2. China tax commitment
3. Internet security risk
4. The speed of innovation of batteries
5. Trade war and other confrontations between the US and China
6. The decrease in Chinese income level
7. Elon Musk's court case with SEC 
8. The potential lawsuit from autopilot operation



[bookmark: _Toc28005241]8.1.1 SO Strategies
1. Sell more BEVs aggressively in China (S2-8, O5-7)
2. Produce more BEVs in China (S10-12, O4-7)
3. Establish an insurance company solely for Tesla BEVs’ automobile insurance (S3-4, 6-8,14; O 2-3, 6)
[bookmark: _Toc28005242]8.1.2 ST Strategies
1. Sell more EVs aggressively in China (S2-8, T1-3, 5, 8)
For T8: the larger the population size, the larger is the sample size, the better the data quality.
2. Develop another BEV model for China’s mass market with competitive price (S2-8, 10-13; T1-3, 5-6)
3. Advice Elon Musk be cautious on expressing his statements (S1, T7)
[bookmark: _Toc28005243]8.1.3 WO Strategies
1. Open more service shops and build more mobile service vehicles, construct more Supercharger in China (W1,4; O6-8)
2. Horizontal integration or constructing another factory in China to produce another BEV model for China’s mass market with competitive price (W1-3, 5-6; O 1-8)
[bookmark: _Toc28005244]8.1.4 WT Strategies
1. Horizontal integration or constructing another factory in China to produce another BEV model for China’s mass market with competitive price (W1-3, 5-6; T1-2, 5-6, 8)

In order to sell more EVs in China, horizontal integration and build another factory in China are the options available.  China is an excellent location to put major EV production bases in because of the strong local demand and the availability of plenty natural resources such as rear earth and permanent magnet materials (Wang et al. 2017) on top of favourable government policies.

[bookmark: _Toc28005245]8.2 Strategic Position and Action Evaluation (“SPACE”) Matrix
Table 6 is the calculation of the scores for SPACE Matrix.
[image: ]Table 6



[image: ]Internally, as the industry leader in EVs, Tesla’s competitive position is very strong. The most ambivalent position is the financial position as Tesla has not been able to make a whole-year profit, this is the reason for the low scores in ROI and EPS.  But the market expectation is very high which creates its high PE ratio.
Externally, the industry’s stability is moderate due to many of the traditional auto manufacturers start producing EVs and the possible change in technology for EVs. Since EVs just become popular in recent years and the growth is only at its rapid growth stage, the industry position is strong.   Tesla should consider aggressive strategies, multi-dimensional integration, market penetration, market and product development and related and unrelated diversification (David and David (2015), GÜRBÜZ (2019), Tafti, Jalili and Yahyaeian (2013)).  These results align with the SWOT matrix analysis.

[bookmark: _Toc28005246]8.3 Strategy options
Based on the above SWOT matrix and SPACE matrix strategy generation methods, Tesla may consider the following aggressive strategies:
1. Sell more BEVs aggressively in China
2. Produce more BEVs in China
3. Develop another BEV model for China’s mass market with competitive price
4. Horizontal integration or constructing another factory in China to produce more existing models or another BEV model for China’s mass market with competitive price
5. Open more service shops and build more mobile service vehicles, construct more Supercharger in China
Due to the excess demand worldwide for Tesla’s EVs and the price of Tesla’s EVs are relatively high in China, to sell more BEVs in China while shortening the waiting time means expansion of the production capacity in China.  Forward integration may not fit into the business style of Tesla as it prefers having its own retail shops (Tesla 2019a).  Backward integration may incur substantial risk under the rapid change of technology environment.   There are two ways left to increase the capacity: horizontal integration and constructing another Tesla’s own factory.  Quantitative Strategic Planning Matrix (“QSPM”) will be adapted for selecting the better one.
[bookmark: _Toc28005247]9. Selection of strategy 
[bookmark: _Toc28005248]9.1 Selection of strategy options by utilizing QSPM matrix
The utilization of QSPM can ensure the decision maker not to omit some of the SWOT factors through assigning the weights and attractive scores in calculating the result of QSPM (David, David and David, 2009).  Tesla’s QSPM is shown in Table 7.
Table 7
[image: ]
[image: ]
The total attractiveness scores of building a factory in China is overwhelming for both internal and external environments.  It has several advantages over the horizontal integration strategy.  If Tesla builds its own factory, it can decide the most suitable location rather than being limited by the location of the target company.  Due to its industry and technology leadership, the target company’s production lines may not perfectly fit into Tesla’s production method and technology, restructuring of production facilities needs a considerable duration of time, human and financial resources.  The negotiation opportunity costs will be expensive because it may lead to improper market timing.  Building its own factory also has less chance to leak production method secret to his competitors.  Moreover, no restructure and redesign of production facilities imply less industrial waste, which indulges Tesla’s environmentally friendly mission as well.  The new factory is 100% on Tesla’s name, much better than changing another company’s name to Tesla’s name, especially in the Chinese mindset.  
For strengthening the market share of EVs in China, Tesla should consider developing a new model EV with a lower price to compete in the mass EV market.  The positive side is to capture larger China market share while the negative side is making Tesla less luxury.  However, the new model should be launched at the time the waiting queues for Tesla’s other EVs have shortened notably, the priority should be on producing its high-margin EVs.
Based on the Bloomberg survey, Tesla should also fortify its services provided to customers, more maintenance shops, mobile service vehicles and Superchargers needed to add to the existing network. Despite Tesla’s profitability turned around in 3Q19, financing the new factory and service points need ample amount of funds.  Shanghai is the financial focus in China, it is an important financial hub in Asia and the world.  Tesla may consider a listing in Shanghai Stock Exchange to finance its capital expenditure in China to reduce the foreign exchange risk, and to appreciate the Chinese government.  Furthermore, it will also fend off some of the political and economic risks created by the confrontation between China and the U. S., Of course, partial debt financing is also recommended to compose the optimal weighted average costs of capital. 

[bookmark: _Toc28005249]10. Conclusion
It is a fantastic encounter between the world’s EV leader with the world’s largest EV market.   Tesla possesses state-of-the-arts technology EVs which sets the new benchmarks in the EV industry, the demand for its EVs has been far exceeded its production capacity.  BEV is the new paradigm in the automobile industry but traditional automakers hesitate to give up their ICEV production lines as it will create an enormous write-off in their books.  This is the golden opportunity window for Tesla to penetrate the world market including the largest one, China.  The EV market in China has been encouraging and supporting by the Chinese government, but the advance in EV technology in China is a disappointment because the Chinese EV manufacturers focused on getting the government subsidies by mass production of low technological level EVs.   Permitting Tesla to penetrate the China market with a 100% owned subsidiary is to turn the alarm on for Chinese EV manufacturers.  It also provides another invaluable chance for Tesla to develop and grow the China market. 
This study investigates the business model and strategies of Tesla and its competitors, mainly BMW and Mercedes, applies the SPACE CLIFTH model and Michael Porter’s five forces model to implement internal and external audit, adapts the SWOT matrix and SPACE matrix to generate the strategy options and employs the QSPM to select the proper strategy.   Aggressive strategies such as horizontal integration or building a new factory to produce more EVs to penetrate the China market; reinforcement of the provision of service by raising the number of Tesla shops, mobile service vehicles and Supercharger as well as launch a new EV model with a competitive price for the mass market are recommended.  QSPM suggests that building a new factor in China is more suitable for Tesla’s China strategy.  Funding can be sourced from listing in Shanghai Stock market, it will also minimize the foreign exchange risk and alleviate the impact from the China and the U.S. confrontation.  
[bookmark: _Toc28005250]11. Limitations:
This is a business case research, updated information is essential for generating research value.  Availability of the updated information is rarely found in the academic journals.  For example, no journal is so current to discuss the development of Tesla in the last two months, but last two months are critical for doing research of Tesla as it revealed its 3Q19 result, started delivery of Model 3 in China etc.  As a result, the sources of updated information are mainly obtained from the websites of Tesla, various governments, Bloomberg, trust-worthy newspaper and social media.  Majority of the EV comparisons adapt the U.S. data because Chinese made domestic EVs are not the competitors of Tesla in China’s EV market. The SPACE Matrix is subject to its own weakness such as all factors are equally weighted and assumed to be independent (GÜRBÜZ, 2019).  The QSPM method is confined by a number of subjective determinants and the decision is not clear cut when the differences among total attractiveness scores of alternatives are close (David, David and David, 2009). 
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Tesla's business model and strategies SPACE CLIFTH

Marketing strategy 2 Social environment 2

Product differentiation strategy 2 Political environment 1

Product development strategy 2 Administrative factors 1

Commercial factors 1

Major competitor's' business models and strategies Economic factors -1

BMW’s strategy 1 China factors 2

Mercedes’ strategy 1 Legal factors -1

Industry-Electric vehicles 2

Financial conditions of Tesla 1

Technological factors 2

Historical background 2

Average 1.6 Average 1.09

Scale:    2: very positive, 1: positive, 0: netural, -1: negative, -2: very negative

Internal and External Audit Result : Impacts to Tesla's China Operation
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Items Tesla Model 3 Performance Porsche Taycan Turbo Porsche Taycan Turbo S

Battery Pack 74kWh

5 min. Charging 75 miles @250Kw Superchargers

Weight 1,054 lbs

Range 310 miles

0 to 60 mph 3.2s 3.0s 2.6s

Price USD55,990 USD150,900

93.4kWh

62 miles@270kW max

1,389 lbs

279 miles
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Make / Model Type Range (miles) Price (USD) Make / Model Type Range (miles) Price (USD)

Smart fortwo electric drive BEV 58 $23,900 Chrysler Pacifica Hybrid PHEV 33 $41,995

Hyundai IONIQ PHEV PHEV 29 $24,950 BMW 330e PHEV 22 $43,700

Toyota Prius Prime PHEV 25 $27,100 BMW i3 BEV 153 $44,450

Kia Niro PHEV PHEV 26 $27,900 Tesla Model 3 Long Range BEV 325 $44,500

Nissan LEAF S BEV 150 $29,990 Mercedes C350e PHEV 11 $46,050

Hyundai Ioniq Electric BEV 124 $30,315 Mercedes GLC 350e PHEV 15 $49,990

VW e-Golf BEV 125 $31,895 BMW 530e PHEV 30 $52,395

Ford Fusion Energi PHEV PHEV 21 $33,120 Volvo XC60 T8 PHEV PHEV 18 $53,895

Fiat 500e BEV 87 $33,320 BMW X5 xDrive 40e PHEV 14 $63,200

Honda Clarity PHEV PHEV 47 $33,400 Volvo S90 T8 PHEV PHEV 21 $64,645

Kia Soul EV BEV 111 $33,950 Mercedes GLE 550e PHEV 12 $66,300

Mitsubishi Outlander PHEV PHEV 22 $34,595 Volvo XC90 PHEV PHEV 17 $67,800

Hyundai Sonata PHEV PHEV 27 $34,600 Jaguar I-PACE BEV 234 $69,500

Tesla Model 3 Standard Range BEV 220 $35,000 Porsche Cayenne S E-Hybrid PHEV 14 $79,900

Kia Optima Plug-In Hybrid PHEV 29 $35,210 Tesla Model S Long Range BEV 335 $85,000

Subaru Crosstrek Hybrid (PHEV) PHEV 17 $35,970 Tesla Model X Long Range BEV 295 $89,500

Hyundai Kona Electric BEV 258 $36,450 BMW 740e xDrive PHEV 28 $90,095

Nissan LEAF S PLUS BEV 226 $36,550 Mercedes S550 PHEV PHEV 20 $95,650

Chevrolet Bolt EV BEV 238 $36,620 Tesla Model S Performance BEV 315 $99,000

Honda Clarity Electric BEV 89 $36,620 Porsche Panamera E-Hybrid PHEV 16 $99,600

Mini Cooper S E Countryman All4 PHEV 12 $36,800 Tesla Model X Performance BEV 289 $104,000

Tesla Model 3 Standard Range 

Plus

BEV 240 $37,500 BMW i8 PHEV 15 $143,400
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XCompetitive Position (CP, poor -7 to -1 best) -1.1 XIndustry Position (IP, poor 1 to 7 best) 5.7 X = 4.6

1Market share -1 1Growth potential 7

2Product quality -1 2Profit potential 5

3Product life cycle -1 3Financial stability 4

4Customer loyalty -1 4Extent leveraged 4

5Capacity utilization -1 5Resource utilization 7

6Technological know-how -1 6Ease of entry into market 6

7Control over suppliers and distributors -2 7Productivity, capacity utilization 7

YFinancial Position(FP poor 1 to 7 best) 4.0 YStability Position (SP, poor -7 to -1 best) -3.2 Y = 0.8

1ROI 1 1Technological changes -3

2Leverage 4 2Rate of inflation -1

3Liquidity 5 3Demand variability -3

4Working Capital 5 4Price range of competing products -4

5Cash flow 6 5Barriers to entry into market -2

6Inventory turnover 7 6Competitive pressure -4

7Earnings per share 1 7Ease of exit from market -5

8Price earnings ratio 3 8Price elasticity of demand -4

9Risk involved in business -3

SPACE Matrix  ( X = 4.6 Y = 0.8)
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Strengths Weight AS TAS AS TAS

1.

      

Elon Musk 0.09 4.00 0.36 2.00 0.18

2.

      

High quality, high performance with competitive price 0.01 3.00 0.03 2.00 0.02

3.

      

Update control software through-the-air 0.01 -         -         -         -         

4.

      

Autopilot 0.01 -         -         -         -         

5.

      

Supercharger network 0.01 -         -         -         -         

6.

      

Strong demand  0.05 3.00 0.15 2.00 0.10

7.

      

Low marketing investment 0.01 3.00 0.03 2.00 0.02

8.

      

Strong brand recognition 0.05 4.00 0.20 2.00 0.10

9.

      

Regulatory  and green credit profit 0.03 3.00 0.09 1.00 0.03

10.

  

Industry leader 0.10 4.00 0.40 2.00 0.20

11.

  

No legacy burden 0.15 4.00 0.60 1.00 0.15

12.

  

Fully operating Shanghai Gigafactory 0.10 4.00 0.40 1.00 0.10

13.

  S

trong cash flow 0.10 4.00 0.40 1.00 0.10

14.  Automobile insurance 0.01 -         -         -         -         

Weaknesses 

1.

      

Long waiting time for delivery, service and service process 0.10 4.00 0.40 2.00 0.20

2.

      

High labour costs in the U. S. 0.05 -         -         -         -         

3.

      

High price 0.01 3.00 0.03 3.00 0.03

4.

      

Insufficient Supercharger 0.02 -         -         -         -         

5.

      

Production bottle neck 0.03 3.00 0.09 2.00 0.06

6.

      

Weak profitability 0.05 3.00 0.15 2.00 0.10

7.   Elon Musk does not get along with SEC and Donald Trump 0.01 1.00 0.01 3.00 0.03

1.00 3.34 1.42

 Building another 

factory in China 

 Horizontal 

integration in China 

QSPM: Tesla's Internal Factors
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Strengths Weight AS TAS AS TAS

1.  Historical ICEV burden for Tesla’s Competitors 0.15 4.00 0.60 3.00 0.45

2.  Competitors’ driving software is underdeveloped 0.01 -         -         -         -         

3.  Strong behavioural loyalty 0.10 4.00 0.40 2.00 0.20

4.  BEVs become the new paradigm 0.03 3.00 0.09 2.00 0.06

5.  Chinese Government subsidy and Incentives 0.05 3.00 0.15 2.00 0.10

6.  China is the largest EV market with high expected growth 0.05 3.00 0.15 2.00 0.10

7.  China's plan to growth BEVs substantially 0.05 3.00 0.15 2.00 0.10

8.  Tightening emission regulations 0.01 -         -         -         -         

9.  Policy 0.05 3.00 0.15 1.00 0.05

Weaknesses 

1.  Expiration of the U.S. tax break 0.10 4.00 0.40 2.00 0.20

2.  China tax commitment 0.05 1.00 0.05 3.00 0.15

3.  Internet security risk 0.03 2.00 0.06 1.00 0.03

4.  The speed of innovation of batteries 0.02 -         -         -         -         

5.  Trade war and other confrontations between US and China 0.20 4.00 0.80 4.00 0.80

6.  Decrease in Chinese income level 0.07 3.00 0.21 3.00 0.21

7.  Elon Musk's court case with SEC  0.01 2.00 0.02 3.00 0.03

8.  Potential law suit from autopilot operation 0.02 -         -         -         -         

1.00 3.23 2.48

QSPM: Tesla's External Factors

 Building another 

factory in China 

 Horizontal 

integration in China 
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Model

Roadster (1st 

Generation) Model S Model X Model 3 Model Y

Roadster (2nd 

Generation) Cybertruck

Available year 2008 2012 2015 2019 2020 2020 2022

Base price (USD) 98,950 81,190 86,190 36,200 48,200 200,000 39,900

Range (Km) 354 610 507 560 540 1,000 400

0 to 100 Km/h 4s 2.6s 2.9s 3.4s 3.7s 2.1s 6.5s

Seaters 4 5 7 5 7 4 5

Source: Tesla Inc. (2019c), Car and Driver (2019) and Reynolds, K. (2008)


