PT25 45770 Group M1 Case 2: Tesla Motors

1. Tesla Inc. is an American multinational automotive and clean energy company. They
design and manufacture electric vehicles, battery energy storage, solar energy parts,
and its associated services. Although Tesla has subsidiaries in other business sectors,
the electric vehicle segment has been their main focus [1], producing its largest revenue
[2]. Appendix A shows the 5 Forces + 1 analysis of Tesla Inc and the electric vehicle
industry. The rivalry among existing competition is high as the traditional car
manufacturers are increasing their offerings of hybrid gasoline-electric cars, as well as

pure electric vehicles due to the potential of the EV market.

The threat of new entrants is considered low as the barriers to entry are high.
The industry requires extremely high amounts of investment for mass production, as
well as specialized knowledge & technology. In addition, the economies of scale that
exist in the industry raises the barrier to entry. Tesla has developed its brand image as
an innovative, high-tech automaker, and this makes the competition with Tesla even

more difficult.

Moreover, Tesla had to deal with the shortage of semiconductors during the
COVID-19 pandemic. In spite of their efforts to reduce the supplier risk in many areas,
automobile production still requires a number of components and thus switching costs
can be high due to unique design requirements. The power of suppliers should be

considered a medium to high threat.

Tesla has been a leader in the EV industry due to their innovation and marketing.
However, with an increasing number of competitors, Tesla's EV share is expected to
decrease as the market expands. The electric vehicle industry remains attractive, as

customers have become more environmentally conscious, and governments have
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started to mandate the sales of electric vehicles. Fortune Business Insights estimated
an annual growth rate of 24.3% for the worldwide electric vehicle industry, from $287.36

billion in 2021 to over $1.3 trillion in 2028 [3].

2. As Tesla optimizes their production, faces new competitors, and nears economy of
scale, they’re creating and capturing far more economic value by decreasing cost.
Moreover, Tesla faces many big name competitors such as Ford, Toyota, Hyundai, and
Porsche, making premium price points less feasible [4].

Tesla has the ability to return some supplier surplus to consumers, putting
additional pressure against potential rivals to scale faster to achieve the same level of
consumer value. Most recently, Tesla slashed prices in countries across the globe such
as the United States at ~ 10% [5]. GM, on the other hand, increased costs of the 2023
Chevy Bolt [6]. This was not the case at Tesla’s inception, when their economic value
was driven by increasing their buyers’ willingness to pay; decreasing cost was not
feasible at production onset.

While Tesla’s costs have decreased, they continue to focus on technological
innovation by leveraging their development, building, and investment. For example,
Tesla invests heavily in electric powertrain technology to achieve longer ranges and
faster charging times than their competitors; their next gen powertrain is expected to
cost half the price [7].

Once economic value is created through innovative technologies at lower price
points, it is captured through its incorporation into products and services sold by Tesla
where they receive economic profit optimized in pricing that also takes into account their

buyers’ surplus. A buyer may purchase a Tesla like the Model Y with upgraded
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technologies, or upgrade a previous Tesla with an add-on package. For example, legacy
Tesla users can purchase autopilot, enhanced, or full self-driving capability through the

Tesla app which downloads all the software they need directly to their Tesla [8].

3. Tesla’s largest advantage is their focus on the critical. Many strategic actions are
focused on opening future doors rather than traditional challenges. Tesla focuses on
software development and product quality as its core investment. Rather than building
CAPEX intense manufacturing sites and scaled production, with legacy costs, Tesla
partnered with Daimler, Toyota and Panasonic; getting access to available resources. In
understanding that first mover advantage is critical Tesla has provided free access to its
battery technology and charging infrastructure [9]. This drives consumers to choose
compatible vehicles and also lowers technological barriers for other car manufacturers

to expand the market. Consequently, Tesla has built a brand with high consumer value.

Having favorable cost structure, first mover advantage, strategic partnerships
and high brand recognition is both valuable and rare in the EV space. In order to
imitate/substitute such success, competitors are spending $1.2 Trillion to compete with
Tesla, with Tesla still reporting 74% of EVs sold in the US [10,11]. Lastly,
organizationally Tesla is well set up to continue sustaining its advantage. With its
headquarters in Silicon Valley, close to other tech companies, Tesla can continue to
invest with better expectation of future resource value. Tesla has also imposed path
dependence on its competitors through previous investments and brand development.
While many companies can close the technical and branding gaps, it's unlikely that they

can duplicate the success Tesla has enjoyed.
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Appendix A
5 Forces + 1 Analysis: Tesla
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