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[bookmark: _Toc160962294]Executive Summary
As the organization chosen for this report, Tesla utilised differentiation strategy to develop its current competitive position. Differentiation strategy focuses on the uniqueness value of a product or service to differentiate it from competitors (Odhiambo and Njuguna, 2019). PESTEL analysis and Porter’s Five Forces are the tools chosen for this report to critically evaluate the differentiation strategy utilised by Tesla. The analysis found that although the differentiation strategy has brought Tesla competitive advantages in both macro and micro environments, it also has some limitations. In this context, this report provides Tesla with two recommendations. The first recommendation is to make customer experience as one of the key differentiators. Another suggestion is to differentiate from competitors with limited product lineups by expanding Tesla product lines. 

[bookmark: _Toc160962295]1.0 Introduction
The purpose of this report is to identify and evaluate the competitive strategies employed by Tesla to develop its current competitive position. It also provided Tesla with two corresponding recommendations based on the results of the analysis.

[bookmark: _Toc160962296]2.0 Competitive Strategy Utilised by Tesla
[bookmark: _Toc160962297]2.1 Porter’s Generic Strategies
In order to highlight the importance of utilizing competitive strategy, the term “strategy” should first be defined clearly. According to Cannon (1968), strategy is a series of directed action decisions to help a company achieve its stated goals through competition. These action decisions require significant company resources, as well as support from senior managers (Islami et al., 2020). Islami et al. (2020) believe that strategy is the directional clues that help a company respond to opportunities and threats in the environment and enable it to achieve its goals. By carefully formulating and implementing effective competitive strategies, companies can differentiate themselves in an increasingly competitive market (Firoz Suleman et al., 2019). On the contrary, companies that lack a clear competitive strategy often fail to compete, let alone achieve a leading competitive position (Firoz Suleman et al., 2019). It can be seen that utilizing effective competitive strategies is crucial for companies, especially in today's dynamic business environment.

As an important part of strategic management theory, Porter's Generic Strategies explains a series of directional action decisions made by a company against competitors in a specific industry (Ormanidhi and Stringa, 2008; Kasongo and Misango, 2019). Cost leadership, differentiation, and focus are the three main strategies for a company's ability to gain competitive advantage (Salsabila et al., 2021).

Cost leadership strategy emphasizes very low unit costs, providing products to the market at the best prices to attract the attention of price-sensitive consumers (Kiragu et al., 2020). Ali and Anwar (2021) pointed out that cost leadership strategy can be functionalized into low input, low pricing, product design, process design, economies of scale, and experience. Low inputs may involve more favorable access to raw materials and the use of cheap labour (Kiragu et al., 2020; Ali and Anwar, 2021). Low pricing is the process by which a company produces products at a lower unit price than its competitors. In order to perform value chain activities more efficiently than competitors, a company needs specific experience and considerable effort in product design and process design. It is worth noting that low cost is not necessarily the absolute lowest cost, but may also be a cost advantage relative to competitors (Islami et al., 2020). It means that the company should not use too aggressive price cuts, but ensure that it has the same level of profitability as its competitors while selling at lower prices; otherwise, the company's competitive advantage will be eroded due to too low profits (Islami et al., 2020). Existing research shows that the successful implementation of cost leadership strategy is conducive to the improvement of company performance. Not only can it enable companies to enjoy above-average returns, it can also prevent new entrants by forming high barriers (Kiragu et al., 2020).

Differentiation strategy focuses on the uniqueness value of a product or service to differentiate it from competitors (Odhiambo and Njuguna, 2019). Differentiated from cost leadership strategy, differentiation strategy is suitable for places where the needs of the target audience have not been met and where low prices are not available (Islami et al., 2020). Companies using a differentiation strategy need to find resources that cannot be quickly imitated by competitors to create something that customers truly appreciate and find valuable. To increase understanding of target customers, managers need to keep their needs and behaviours top of mind. In this context, consumers will become loyal to companies that successfully implement differentiation strategies and are even willing to pay a premium for their products or services. As consumers become less price sensitive, they have less bargaining power. Ali and Anwar (2021) stated that differentiation can be achieved through technology, special features, marketing messages, suppliers, and brand image. Since the activities required by a differentiation strategy tend to be expensive, it is the exact opposite of a cost leadership strategy.

Focus strategy aims to target niche markets and build competitive advantage by focusing attention on a limited group of consumers (Islami et al., 2020). It means that companies with a focus strategy have a smaller business scope than companies with a cost leadership strategy and a differentiation strategy. To ensure the effectiveness of using this strategy, a company should choose a niche that has growth potential, is profitable, and is large enough (Kasongo and Misango, 2019). In addition, Focus strategy can be further divided into two different strategies, which are cost focus, and differentiation focus. When the needs of consumers in the target segment are easier to satisfy than other consumers, the cost focus strategy is applicable (Kasongo and Misango, 2019). In contrast, differentiation focus strategy is more effective when consumers in a segment tend to satisfy their needs from specially customized products or services (Kasongo and Misango, 2019).

[bookmark: _Toc160962298]2.2 Competitive Strategy Utilised by Tesla
According to the above description of Porter's Generic Strategies, it can be found that Tesla mainly focuses on the utilization of differentiation strategy. Tesla regards developing an electric sports car as the company's original mission. Compared with traditional diesel and gasoline cars, an electric sports car not only has comparable performance and high efficiency, but is also more environmentally friendly. Tesla’s commitment to sustainability is fully reflected in its business practices, which resonates with environmentally conscious consumers. In other words, by focusing on creating unique and innovative products, Tesla provides a unique value to consumers. It is something that the company's competitors cannot easily imitate. In this context, Tesla has carved out a unique market position for itself, thus differentiating itself from its competitors. As Tesla differentiates itself in the automotive market, it builds loyalty among a customer base that values its commitment to innovation and commitment to sustainability. In addition, the price of $109,000 marks the electric sports car produced by Tesla as a luxury brand car. Although the price of this electric sports car is high, it has not dampened the enthusiasm of its customers for consumption. Customers' loyalty to Tesla and their willingness to pay a premium for its products show that Tesla has successfully implemented its differentiation strategy.

In order to successfully implement its differentiation strategy, one of the key actions Tesla took was to invest heavily in technology and product research and development. According to the case, Elon Musk invested more than $30 million in Tesla's first car (Roadster). After the public offering, Tesla used more than $226 million in funds raised to develop new vehicles such as the Model X. As the highest-performance SUV to date, Model X has the fastest acceleration capability and the most powerful power (Tesla, 2024a). Threewitt (2024) stated that in the top performance configuration, Model X easily wins in terms of acceleration. Model X accelerates from zero to 60 mph in just 2.5 seconds (Threewitt, 2024). Not only that, because Model X can use the world's most powerful fast charging network, customers can minimize charging time (Tesla, 2024a). It reduces some consumers' concerns about electric car charging issues undoubtedly. A series of evidence shows that Tesla’s heavy investment in technology and product research and development has enabled Tesla to continuously push the boundaries of innovation. It keeps Tesla ahead of its competitors, ensuring the company's position as a leader in electric vehicles.

As mentioned in the above analysis, differentiation can also be achieved through brand image (Ali and Anwar, 2021). It is another strategic move Tesla has taken to achieve differentiation. Tesla is committed to combating climate change and environmental protection. It positions itself as a forward-thinking and technologically leading company in the field of electric vehicles. To limit waste generation and resource consumption, each Tesla Gigafactory is sustainably designed. For example, the company uses artificial intelligence to increase the efficiency of energy use and harnesses renewable energy to increase production capacity (Tesla, 2024b). According to statistics, the total amount of waste transferred out for disposal by Tesla decreased by 8103 tons between 2021 and 2022 (Carlier, 2023). These strategic actions have enabled Tesla to successfully establish a green and environmentally friendly brand image. It has resulted in Tesla being named the world's most valuable car brand in 2023 (Statista Research Department, 2023). The establishment of a strong brand image allows Tesla to further differentiate itself from traditional automakers and continue to be in a favourable position in the competition.

[bookmark: _Toc160962299]3.0 Competitive Strategy Evaluation
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According to Kiragu et al. (2020), a company's competitive advantage is affected by a series of external factors. In order to critically evaluate the differentiation strategy adopted by Tesla in developing its competitive position, the tool used in this report is PESTLE Analysis. This tool allows the report to analyse the strengths and limitations of differentiation strategy in the context of the macro environment.

Political Factors: The differentiation strategy utilized by Tesla is directly affected by political factors. Policies related to electric vehicles, energy efficiency and sustainable development highlight the advantages of differentiation strategy. For example, to encourage electric vehicles as clean alternatives to gasoline vehicles, the U.S. government provides tax credits of up to $7,500 (NBER, 2019). It helps increase consumer demand for Tesla products in the country. However, political instability and the changing political landscape may bring limitations to the differentiation strategy. Taking the UK as an example, as Brexit has brought frictions in trade relations to the UK, resulting in high inflation, the pockets of consumers in this country have been severely hit (Ziady, 2023). In this case, British consumers may not be able to afford Tesla products, thereby reducing the effectiveness of the differentiation strategy.

Economic Factors: Economic factors that affect the effectiveness of differentiation strategy include, but are not limited to, exchange rates, inflation rates, and domestic per capita expenditure. The successful implementation of Differentiation strategy can make consumers loyal to Tesla and even willing to pay a premium for its products or services. Nonetheless, economic downturns, such as the 2008 financial crisis, can negatively impact consumer purchasing power. Research by Voinea and Filip (2011) shows that the economic recession caused by the 2008 financial crisis prompted consumers to become more frugal. It can be speculated that when a similar economic crisis occurs again, consumer demand for luxury cars produced by Tesla will decrease accordingly. It is not conducive to maintaining the company's leading competitive position.

Social Factors: The differentiation strategy utilized by Tesla is also closely related to social factors such as demographic trends and consumer preferences. As environmental awareness increases, people around the world are purchasing sustainable products significantly more frequently (Tighe, 2024). It is driving increased consumer demand for sustainable electric vehicles. In addition, some consumers indicate that they are willing to pay a 24% premium for sustainable products (Tighe, 2024). It can be seen that Tesla's differentiation strategy may be positively affected by social factors.

Technological Factors: Heavy investment in technology allows Tesla to continuously push the boundaries of innovation. It means that Tesla’s differentiation strategy relies heavily on technological innovation. In other words, technological progress is the key to Tesla's successful utilized differentiation strategy. Nonetheless, Tesla's competitors may also take advantage of rapid technological changes to attract the attention of target customers, which poses a threat to Tesla's differentiation strategy.

Legal Factors: Legal factors affecting the successful implementation of differentiation strategy involve intellectual property rights, consumer protection and safety standards. If Tesla fails to ensure that its products and production processes comply with regulations, the company could face serious financial and reputational losses. It will lead to a reduction in the effectiveness of the differentiation strategy.

Environmental Factors: Environmental factors highlight the advantages of differentiation strategy. Given that Tesla's differentiation strategy is based on its commitment to sustainable development and environmental protection, the increasing environmental awareness of consumers worldwide will positively affect the use of the company's strategy.

[bookmark: _Toc160962301]3.2 Porter’s Five Forces
In addition to external factors, a company's competitive advantage can also be affected by internal factors (Kiragu et al, 2020). Therefore, this report will use Porter’s Five Forces as a tool to critically evaluate the differentiation strategy adopted by Tesla.

Bargaining Power of Buyers: Since Tesla's successful differentiation strategy has helped it build a loyal and strong customer base, the bargaining power of buyers has been reduced. However, an increasing number of established automakers are reforming their business models to enter the electric vehicle market (Riley, 2024). As buyers' choices increase, their sensitivity to related product prices will increase. It may pose a challenge to Tesla's differentiation strategy.

Bargaining Power of Suppliers: In order to reduce dependence on external suppliers, Tesla continues to work on vertically integrating the supply chain (Chen and Perez, 2018s). It not only reduces the bargaining power of suppliers, but also reduces Tesla’s supply chain risks to a great extent. In other words, the company is able to obtain key resources at the expected cost and time. In this case, the use of differentiation strategy can better make Tesla stand out from the competition.

Threat of New Entry: The above analysis mentioned that more and more established automobile manufacturers are reforming their business models to enter the electric vehicle market (Riley, 2024). These established automakers have financial strength, strong brand awareness, loyal customer base and extensive distribution channels. It allows them to easily enter the electric vehicle field, thus posing a threat from new entrants to Tesla. Increasing market competition may weaken Tesla's differentiated advantage to a certain extent.

Threat of Substitution: The introduction of policies related to electric vehicles, energy efficiency and sustainability has created more opportunities for Tesla to differentiate through electric vehicle products. As the threat of substitutes decreases, the effectiveness of the differentiation strategy increases. However, advances in new technologies like hydrogen fuel cells and self-driving cars have given Tesla's rivals an opportunity to catch up. It may pose a threat to Tesla's differentiation advantage.

Competitive Rivalry: According to Statista (2024), the compound annual growth rate of global electric vehicles is as high as 9.82% between 2024 and 2028. It shows that Tesla is facing fierce market competition. Nonetheless, differentiation strategy helps Tesla create a unique brand image that differentiates it from its competitors. It helps the company maintain its leading position in a fierce market.

[bookmark: _Toc160962302]4.0 Conclusion & Recommendations
In conclusion, the competitive strategy that Tesla has utilized is differentiation strategy. Although the differentiation strategy gives Tesla competitive advantages in both macro and micro environments, it also has some limitations. In order to help Tesla better utilize differentiation strategy, this report provides the company with two feasible recommendations. The first recommendation is that Tesla should make customer experience one of its key differentiators. The company can create a seamless customer journey by investing in supporting infrastructure and providing personalized service. Not only does this increase customer loyalty, it can further enhance the company's reputation. Another suggestion is to differentiate from competitors with limited product lineups by expanding Tesla product lines. In this case, Tesla will be able to target a wider customer base, thereby improving overall performance.
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