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1. Introduction
[bookmark: _Toc129168327]1.1 Background 
The severe haze across major cities in the world and the oil crisis of recent years have made people gradually realise the seriousness of the air pollution problem caused by vehicle emissions and the future depletion of oil resources, which led to the exploration of sustainable technologies in related areas, and countries around the world began to research and develop (as R&D) technologies and products related to new energy vehicles (Yuan, Liu and Zuo, 2015). With environmental protection and energy security issues becoming increasingly serious in countries around the world, there has been progress in policy, technology, cost and sustainability in relation to new energy vehicles. Due to policy guidance, technological advancement, narrowing cost gap and sustainability, new energy vehicles will undoubtedly become a major trend.  The new vehicle sales doubled in 2021 to 6.6 million even under the headwinds of Covid-19 (see the following Figure) (Statista, 2023). However, the proportion of new energy vehicles in total global vehicle sales still has great room for growth. Based on the rigid demand for vehicles in the global market, both traditional car companies that are transforming into new energy and start-up new energy car companies have extremely high market capacity and market opportunities. According to the International Energy Agency's (2022) optimistic forecast, global sales of new energy vehicles (including pure electric and plug-in hybrids) will reach 19.98 million units by 2025, representing a penetration rate of approximately 17.0% and a compound growth rate of approximately 45% from 2020 to 2025. The global penetration of new energy vehicles is expected to shift from slow growth in the past few years to rapid growth in the coming years.
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Figure 1: Global sales and slae market share of electric vehicles from 2010 to 2021
Source: (Statista, 2023)
At the same time, the competitive environment of the new energy vehicle business is in constant change, and incumbents need to adjust their strategies continuously according to the operational landscape. Tesla, an US-based electric vehicle designer, manufacturer and distribution, with an global presence across nearly all major markets, has been in the centre of attention and discussion. Tesla is the most welcomed electric vehicle brands and also the one with the highest market capitalization so far. Evaluating the existing competitive strategies of Tesla in the context of the environment and the development of the company itself can be conductive to formulate its future development scheme by staying competitive. 
[bookmark: _Toc129168328]1.2 Objectives
Against the above backdrop, the present report has the following objectives 
· To analyze the current competitive strategy used by Tesla
· To evaluate the effectiveness of the competitive strategy used by Tesla 
· To prompt corresponding recommendations for Tesla 
[bookmark: _Toc129168329]1.3 Scope
Rather than exploring every aspect of Tesla’s operation, the present report focusses on the corporate-level competitive strategy of Tesla that provides overall orientation over the long-term development. Moreover, rather than focusing on empirical primary data, the secondary data will be triangulated from different resources to support the argument in the present paper. 


2. [bookmark: _Toc129168330]The competitive strategy of Tesla 
2.1 [bookmark: _Toc129168331]Phase one: differentiation strategy 
Bowman and Asch (1996) have proposed a strategic clock model to summarise market strategies in a competitive market. They subdivided the framework into eight strategies to build greater practical value. The eight strategies are distributed on an x-y axis, with x being Price and y being Perceived Value, and these strategies cover varying degrees of value and price.  Through actions in product development and pricing, we observed a transition of Tesla's strategy from differentiation to hybrid. 
[image: ]
Figure 2: Bowman’s strategy clock
Source:  (Bowman and Asch, 1996)
Musk, as CEO of Tesla, presented his first growth plan in 2006 - "The Secret Tesla Motors Master Plan (just between you and me)" - which divided the company's growth plan into three phases: 1) break through the top market - building electric-powered sports cars; 2) laying out the high-end market - building affordable electric cars with sports car revenues; and 3) capturing the mass market - using revenues to build affordable electric cars (Tesla, 2016). In addition, Musk stated in his first development plan that the above operations would be executed in conjunction with a zero-emissions power generation option. 
At that time, Tesla's automotive business pursued a high-end downward development strategy, with products going through three types of cars in sequence: luxury supercars, high-end cars and mid-range cars. In  the very beginning of the implementation of the Master plan, Tesla released the Roadster, a luxury supercar for a niche group of people, with the aim of establishing a good brand image for the company and paving the way for subsequent mass-production models; soon after the success of the Roaster in  arising customer awareness and tapping the uncultivated market, Tesla released the Model S and Model X, mass production models for the mid-to-high-end crowd, to achieve mass production on a large scale and at the same time carry out the accumulation of technology levels; in the third stage, Tesla focused on the mid- to high-end market by rolling out the mid-range mass-market Model 3 and Model Y  to target at a bigger market segment and generate profitability through highlight the relative affordability (Hardman, Shiu and Steinberger-Wilckens, 2015; Teece, 2018). The three-phase high-end downward strategy has steadily progressed, as shown in the table below. Tesla has essentially achieved the two stages of growth that Musk proposed. The company's revenues grew at a compound annual rate of 83.5% from US$100 million in 2009 to US$7 billion in 2016, and laid the groundwork for Tesla to move on to the third stage, which is "capturing the mass market - using the revenue to build affordable electric cars ", which also markets the adoption of the hybrid strategy as the pricing of Tesla’s products has been significantly lowered by then (Kim, 2020)(see Figure 3). Ever since then, Tesla has adhered to the hybrid strategy with prioritization on both cost leadership and differentiation. 
Table 1: The three-stage development model of Tesla
Source: own summary
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Figure 3: The pricing level of Tesla’s offerings
Source: own summary
2.2 [bookmark: _Toc129168332]Phase two: hybrid strategy
Starting in 2016, Tesla entered its third stage of development through a hybrid strategy. 2016-2019 was a critical period in Tesla's history, an important stage for expanding production capacity, improving the industrial chain, and continuously breaking through to push the limits, paving the way for Tesla's soaring success after 2020 (TechCrunch, 2020).  It has aggressively invested in R&D activities to leverage technological innovations as the major differentiation techniques. For instance, Tesla has pioneered a new business model of hardware pre-built + software fee-based services, evolving the one-time sale of the vehicle + after-sales maintenance services model into a new model of vehicle sales + intelligent software continuous services, thus earning SaaS-like long-term software services revenue (Tesla, 2021). Tesla's self-driving suite launched in 2019, with key features including navigation-assisted driving (NoA), automatic parking, traffic signal recognition, automatic steering on city roads, etc. (Inside EVs, 2023)
In terms of cost leadership, the battery is the largest part of the cost of electric vehicles. It is one of the key points of Tesla's cost reduction, Tesla proposed on the battery day to reduce costs through several aspects of cell design, homemade batteries, material selection, and structural improvement of the whole vehicle (Long et al., 2019). The current LiFePO4 battery relies heavily on sourcing from Chinese suppliers such as Ningde Time with advantageous pricing offerings in the market. The battery is both the energy device and the structure itself. The new architecture with CTC technology is a physical innovation, using the battery pack as part of the body structure, connecting the large front and rear body castings, eliminating the original cockpit floor and replacing it with a battery top, with the seats mounted directly on the battery top (Xiang and Ou, 2019). The CTC program is an important direction for the development of battery pack technology for electric vehicles. At present, vehicle companies such as ZeroRun, BYD, Volkswagen, Volvo, and Ford, and battery companies such as Ningde Time and LG, have all laid out the development and application of CTC technology (Global Newswire, 2022). From 2022 onwards, Tesla further attracts consumers through active price reductions. Taking the Chinese market as an example, from September 2022 onwards, Tesla has opened several rounds of price reduction promotions through direct or indirect preferential policies (Reuters, 2023). Users who purchase selected Tesla models before December 31, 2022, still enjoyed national new energy subsidies, self-service order points rewards, existing car insurance subsidies, and limited-time discounts on existing cars. The lowest prices for Model 3 and Model Y thus reached the bottom of  265,900 yuan and 288,900 yuan respectively on the official website (CNN Business, 2023). In addition, first-tier cities such as Shenzhen, Shanghai and Beijing have all opened their year-end temporary subsidies, with cumulative subsidies of up to RMB 33,000. These initiatives further underlie the cost leadership aspect of Tesla’s hybrid strategy.
In terms of business model, Tesla has abandoned the traditional dealership model in favour of the direct model. The direct model has gradually become a common choice for new car makers and new smart electric brands from traditional car companies. The inconsistency of price across distribution channels and ineffective after-sale services have always been complained about by the customer in the traditional dealership model (Biondi et al., 2013). The direct-operated model eliminates the information asymmetry between consumers and distributor and also effectively enhances the  purchase and after-sales experience through the direct interaction along the customer journey, further enhancing the cost leadership and differentiation in marketing and distribution aspects (Tesla, 2021). 
[bookmark: _Toc129168333]2.3  The evaluation of Tesla’s hybrid strategy 
The hybrid strategy has made Tesla the dominant electric vehicle brand in north America (with a share of 70.6%), Australia & Oceania (with a share of 65.8%). 
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Figure 4: Tesla ‘s market share of total EV unit sales in 2021 by region
Source: (Statista, 2022)
After 2020, Tesla's product competitiveness will be challenged as manufacturers begin to accelerate their high-end development and product mix. On the one hand, the market will see a new product cycle for new energy cars, with new models from traditional manufacturers such as the BYD Seal, and Changan Blue SL03, as well as new models from new forces such as the NIO ET7/ET5, Nezha S, and Zero Run C01, all of which will be launched soon (Mordor Intelligence, 2023). On the other hand, the number of new B/C class models has increased significantly compared to the previous two years, and the number of new A0/A00 class models has decreased, with market competition gradually shifting to the mid- to high-end market (Virta, 2022). Therefore, Tesla has quite limited models of offerings so far, and differentiation efforts have mainly centered on the value-added services that use the electric vehicle as a medium. 
The percentage of a company's investment in R&D is one of the most important factors in measuring a company's ability to sustain innovation. In 2019, Tesla spent US$1,343 million on R&D, which grows to US$1,491 million by 2020, an 11% increase year-on-year (Electrek, 2022). Tesla spends US$2,984 (nearly RMB 19,000) on R&D per vehicle, about three times the industry average (about US$1,000) and more than Ford, GM, and Chrysler combined (BDO, 2021). Tesla spends more on R&D (per vehicle) than any other automaker to maintain its leadership position in electric vehicle technology. It is doubtable whether the hybrid strategy of Tesla will be sustainable given its simultaneous highlights on cost leadership and aggressive R&D (Alghalith, 2018; Rimmer, 2018).
While the emphasis on innovation has resulted in ignorance of the fundamental security issue. Consumer Reports recently released a new list of the top brands in terms of owner satisfaction for 2021. Tesla, which was just rated second to last in reliability, hoisted the number one spot on the satisfaction list. In 2021, Tesla is experiencing one of the largest recalls for faults since its inception. The National Highway Traffic Safety Administration (NHTSA) has published a new recall notice of 134,951 Model S and Model X vehicles due to a faulty embedded multimedia memory card (eMMC) in these vehicles causing the centre screen to not to function properly (Reuters, 2021). These continuous safety issues have eroded the public confidence in Tesla and harmed the positive benefits brought by cost leadership and differentiation. 
2.4 [bookmark: _Toc129168334]The recommendation for Tesla in future competition 
This paper makes the following recommendations to address these issues. On the one hand, total Quality Management requires a strong focus on customer value and customer needs, which permeates the entire production process of the company (Sallis, 2014).  Tesla can use Total Quality Management to focus precisely on and insist on continuous quality improvement in every aspect of business operations, empowering and relying on each and every employee to focus on and solve quality problems. 
On the other hand, Tesla should start developing its own modular production platform for its cars. In a modular platform, products from the same platform will take on a common modular architecture, such as the engine compartment, suspension, brakes, transmission, gearbox and other elements of the vehicle's composition, and thus achieve a degree of sharing. At present, almost all global mainstream OEMs have their own production platforms, such as: VW's PQ35 platform, MQB platform, Renault-Nissan Alliance's CMF platform, Toyota's TNGA platform, Ford's C platform and GM's D2UX platform (Lampón, Cabanelas and González-Benito, 2017). This production model not only allows for rapid expansion of production capacity but also allows Tesla to use this production platform to quickly launch new models. In addition, as the same modular production platform can be used for multiple models, Tesla can reduce the need to set up new production lines, saving huge production costs and contributing to its profitability.
3 [bookmark: _Toc129168335]Conclusion
The present reports shed light on the competitive strategy used by Tesla. It argues that Tesla has transited from the differentiation strategy to the hybrid strategy with a simultaneous focus on cost leadership and differentiation. Despite the effectiveness of this strategy to help Tesla secure its market share, it has been subject to problems including limited offerings of models, ineffective quality control, and aggressive capital investment. In order to improve Tesla's current capacity levels, accelerate its ability to meet customer orders, drive product sales and market share, optimize the overall strength of the brand, and reduce the frequent and large cost investment in production lines, Tesla should use the means to compensate for its current disadvantages. It is suggested that in the future Tesla could employ total quality control to solve the quality problem and develop a modular production platform to ensure new models with minimized costs. 
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