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PREFACE

Xiv

I'm pleased to introduce the new 6th edition of Strategic Management. Since January 2020,
when the 5th edition published, the world has changed dramatically:

The Covid-19 pandemic led to millions of deaths across the world. Governments shut
down entire economies for periods of time. Working from home became the new nor-
mal. Governments spent trillions of dollars in fiscal stimuli and relief while central
banks added substantial monetary expansions. Combined with disrupted supply chains,
double-digit inflation not seen in decades ensued.

The George Floyd killing (in 2020) sparked mass protests, leading to societies world-
wide confronting a history of racial injustices.

Russia invaded Ukraine, resulting in a significant supply-side shock to post-Covid econ-
omies still recovering, contributing to inflation, food shortages, and surges in oil, gas,
and other commodity prices.

Disenchantment with the economic system led to a shift from shareholder capitalism to
stakeholder capitalism, with an emphasis on creating shared value.

Not only are we all affected by these significant events, but they also profoundly impact

how strategic leaders run companies. As such, these dramatic events have a direct bearing
on Strategic Management. 1 discuss these black swan events in detail and derive implications
for strategy and competitive advantage. For instance, Chapter 5 has an entirely new focus by
framing the discussion of competitive advantage in light of the shift toward creating shared
value for all stakeholders.

What’s New in the Sixth Edition?

I have revised and updated the new edition in the following ways, many of which were
inspired by current events, recent developments in strategic management, and conversations
and feedback from the many users, reviewers, and students of the prior editions.

OVERVIEW OF MAJOR CHANGES IN THE SIXTH EDITION

The implications of the Covid-19 pandemic, the racial-justice movement, and the disen-
chantment with the capitalist system permeate the new 6th edition and capture the
momentum toward stakeholder strategy to create shared value.

New Chapter:

Chapter 5 has an entirely new focus by framing the discussion of competitive advantage
in light of the shift toward creating shared value for all stakeholders, reflected in the
new chapter title, “Shared Value and Competitive Advantage”

New ChapterCases:

“Facebook becomes Meta” (Chapter 2)
“Patagonia: A Pioneer in Creating Shared Value” (Chapter 5)

New Sections:

“The Red Queen Effect in Business Competition” in Chapter 1, “What Is Strategy?”
“Strategic Leadership at Meta’s Facebook” in Chapter 2, “Strategic Leadership”
“A Purpose-Driven Mission and Strategic Intent” in Chapter 2, “Strategic Leadership”
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PREFACE

PEDAGOGY

The market for strategy texts can be broadly separated into two overarching categories: tra-
ditional application-based and research-based. Traditional application-based strategy books
represent the first-generation texts, with first editions published in the 1980s. The research-
based strategy books represent the second-generation texts with first editions published in
the 1990s. I wrote this text to address a needed new category—the third generation of strat-
egy content that combines into one the student-accessible, application-oriented frameworks
of the first-generation texts with the research-based frameworks of the second-generation
texts. The market response to this unique approach to teaching and studying strategy contin-
ues to be overwhelmingly enthusiastic.

To facilitate an enjoyable and refreshing reading experience that enhances student learn-
ing and retention, I synthesize and integrate strategy frameworks, empirical research, and
practical applications with current real-world examples. I also move iteratively between strat-
egy concepts and real-world examples. This unique approach offers students a learning expe-
rience that combines rigor and relevance. As John Media of the University of Washington’s
School of Medicine and lifelong researcher on how the mind organizes information explains:

How does one communicate meaning in such a fashion that learning is improved? A simple
trick involves the liberal use of relevant real-world examples, thus peppering main learning
points with meaningful experiences. . . . Numerous studies show this works. . . . The greater the
number of examples . . . the more likely the students were to remember the information. It’s
best to use real-world situations familiar to the learner. . . . Examples work because they take
advantage of the brain’s natural predilection for pattern matching. Information is more readily
processed if it can be immediately associated with information already present in the brain. We
compare the two inputs, looking for similarities and differences as we encode the new informa-
tion. Providing examples is the cognitive equivalent of adding more handles to the door. [The
more handles one creates at the moment of learning, the more likely the information can be
accessed at a later date.] Providing examples makes the information more elaborative, more
complex, better encoded, and therefore better learned.?

Strategic Management brings conceptual frameworks to life via examples that cover prod-
ucts and services from companies with which students are familiar, such as Airbnb, Apple,
Amazon, Chickfil-A, Disney, Five Guys, IKEA, JetBlue, Lyft and Uber, Meta (Facebook),
Netflix, Nike, Patagonia, Peloton, Robinhood, Rivian, Starbucks, Tinder and Bumble, Tesla,
Toms Shoes, Warby Parker, and Yeti. Liberal use of such examples aids in making strategy
relevant to students’ lives and helps them internalize strategy concepts and frameworks.
Integrating current examples with modern strategy thinking, I prepare students with the
foundation they need to understand how companies gain and sustain competitive advantage.
I also develop students’ skills to become successful leaders capable of making well-reasoned
strategic decisions in a turbulent 21st century.

My distinctive approach to teaching strategy offers students a unique learning experience
that combines theory and practice and provides tight linkages between concepts and cases.
In this new 6th edition, I build upon the unique strengths of this product and continue to add
improvements based upon hundreds of insightful reviews and important feedback from pro-
fessors, students, and working professionals. The hallmark features of this text continue to be:

= Student engagement via practical and relevant application of strategy concepts using a
holistic Analysis, Formulation, and Implementation (AFI) Strategy Framework.

2. Medina, J. (2014), Brain Rules: 12 Principles for Surviving and Thriving at Work, Home, and School (Seattle: Pear
Press), 139-140.



Synthesis and integration of empirical research and practical applications combined with

relevant strategy material to focus on “What is important?” for the student and “Why is it

important?”

Strong emphasis on diversity, equity, and inclusion (DEI) by featuring a wide range of stra-

tegic leaders from different backgrounds and fields, not just in business but also in

entertainment, professional sports, and so forth.

Coverage of a wide array of organizations, including for-profit public companies, private

firms (including startups), and nonprofit organizations. All of them need a good strategy!

Global perspective, with a focus on competing around the world, featuring many leading

companies from Asia, Europe, Latin America, and North America. I was fortunate to

study, live, and work across the globe, and I attempt to bring this cosmopolitan perspec-

tive to bear in this text.

Industry-leading digital delivery option (Create), adaptive learning system (SmartBook),

activity-based applications (ABAs or mini sims in Connect), and other online assignment

and assessment tools (Connect).

Best-in-class Teaching Resources.

A standalone module on How to Conduct a Case Analysis.

High-quality Cases, well integrated with text chapters and standardized, high-quality and

detailed teaching notes; there are three types of cases that come with this text:

= 12 ChapterCases begin and end each chapter, framing the chapter topic and content.
Each ChapterCase has thought-provoking questions tailored to the specific chapter
content to stimulate in-class discussions.

= 12 MiniCases in Part 4 of the book, with one MiniCase specifically matched to each
chapter with accompanying discussion questions. All of the cases are based on origi-
nal research, provide dynamic opportunities for students to apply strategy concepts
by assigning them in conjunction with specific chapters, and can be used in various
ways (as individual assignments, group work, and in class).

= 27 fulllength Cases by Frank T. Rothaermel are included free of charge for students
in 6th edition Connect: 12 are new or fully updated; 15 are from previous editions.

Over 50 fulllength Cases by Frank T. Rothaermel are available through McGraw Hill

Create (www.mcgrawhillcreate.com/rothaermel).

I have taken great pride in authoring this text’s case materials (some with co-authors). This
additional touch is a differentiating feature from other offerings on the market and allows
for strict quality control and seamless integration with chapter content. All case materials
come with sets of questions to stimulate class discussion and provide guidance for written
assignments. High-quality case teaching notes that more fully integrate content and cases
are available to instructors in the Connect Library (Instructor Resources).

CONTENT DELIVERY

Connect, McGraw Hill’s online assignment and assessment system, offers a wealth of con-
tent for both students and instructors. Assignable activities include the following:

SmartBook, one of the first fully adaptive and individualized study tools, provides stu-
dents with a personalized learning experience, allowing them to practice and challenge
their understanding of core strategy concepts. It allows the instructor to set up all assign-
ments before the semester, have them auto-released on preset dates, and receive auto-
graded progress reports for each student and the entire class. Students love SmartBook
because they learn at their own pace, and it helps them to study more efficiently by deliv-
ering an interactive reading experience through adaptive highlighting and review.
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Application-Based Activities (ABAs) are highly interactive mini simulations that chal-
lenge students to use problem-solving skills and apply their knowledge to realistic
scenarios. Students are placed in specific roles in which they are required to apply
multiple concepts and make data-informed decisions. They progress from understand-
ing basic concepts to analyzing complex scenarios and solving problems.

Application Exercises including animated video cases and on-location video cases, Mini-
Case case analyses, interactive exercises, and new case exercises for all 12 full-length
cases are available in Connect and require students to apply key concepts, thereby clos-
ing the knowing and doing gap, while providing instant feedback for the student and
progress tracking for the instructor.

New Student Primer, available in Connect, contains direct personal applications of
strategy concepts to students’ careers and lives, helping them to internalize the content.
Included in the new Student Primer are the popular and completely revised myStrategy
modules for each chapter, as well as Financial Ratio Reviews, which give students the
opportunity to further hone their financial analysis skills. These review exercises cover
each type of financial ratio (activity, leverage, liquidity, market, and profitability). As
such, they provide students with a solid foundation for effective case analysis.

INSTRUCTOR RESOURCES

The Instructor Resources located in Connect provide the following teaching tools, all of
which have been tested and updated with this edition:

The Teacher’s Resource Manual (TRM) includes thorough coverage of each chapter and
guidance for integrating Connect—all in a single resource. Included in this newly com-
bined TRM, which retains favorite features of the previous edition’s Instructor’s Manual,
is the appropriate level of theory, framework, recent application, additional company
examples not found in the textbook, teaching tips, PowerPoint references, critical discus-
sion topics, answers to ChapterCase discussion questions, and a variety of exercises. In
addition, all end-of-chapter discussion questions are now located in the TRM.

The PowerPoint (PPT) slide decks, available in an accessible version for individuals
with visual impairment, provide comprehensive lecture notes, video links, and addi-
tional company examples not found in the textbook. Options include instructor media-
enhanced slides as well as notes with outside application examples. All slides can be
edited by individual instructors to suit their needs.

The Test Bank includes 100 to 150 questions per chapter, in a range of formats and with
a greater-than-usual number of comprehension, critical-thinking, and application or sce-
nario-based questions. Each question is tagged to learning objectives, Bloom’s taxon-
omy levels, and AACSB compliance requirements. Many questions are new and written
especially for this new edition.

The Video Guide includes video links that relate to concepts from every chapter. The
guide includes links to a wide range of sources, from Big Think to Stanford University’s
Entrepreneurship Corner; The McKinsey Quarterly to BBC and YouTube.

CREATE

Create, McGraw Hill’s custom-publishing tool, is where you access additional full-length
cases (and Teaching Notes) beyond those included complimentary in Connect that accom-
pany Strategic Management (http://www.mcgrawhillcreate.com/rothaermel). You can cre-
ate customized course packages in print and/or digital form at a competitive price point.
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Through Create, you will be able to select from all author-written cases as well as
instructor-written cases that match specifically with the new 6th edition. Create also
contains cases from Harvard, Ivey, Darden, NACRA, and much more! You can assem-
ble your own course, selecting the chapters, cases (multiple formats), and readings that
will work best for you, or choose from several ready-to-go, author-recommended com-
plete course solutions, which include chapters, cases, and readings, preloaded in Create.
Among the preloaded solutions, you’ll find options for undergraduate, MBA, acceler-
ated, and other strategy courses.
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CHAPTERCASE 1 Part|

Tesla: The Trillion-Dollar
Tech Titan

Tesla, Inc., an American manufacturer of all-electric cars,
had a market capitalization! of greater than $1 trillion in
2022, an appreciation of 50,000% over its initial public of-
fering in 2010. Only five other tech companies—Alphabet,
Amazon, Apple, Meta Platforms (formerly Facebook), and
Microsoft—are in the elite trillion-dollar club.> A mere 18
years after its founding, Tesla is the youngest company to
reach this important milestone. Moreover, the Austin,
Texas-based electric vehicle company is almost twice as
valuable as five major car
companies combined: Ford,
GM, Stellantis (formerly Fiat
Chrysler), Toyota, and Volks-
wagen (VW).

How did Tesla transform

from a fledgling startup to a
trillion-dollar tech titan? The
answer: Tesla’s strategy. In a
2006 blog entry, Elon Musk,
Tesla’s co-founder and chief
executive officer (CEO),
explained the startup’s
master plan:?

the futuristic truck in 2023.

1. Build sports car.

2. Use that money to build an affordable car.

3. Use that money to build an even more affordable car.
4

While doing above, also provide zero-emission electric
power generation options.

Did Tesla stick to its strategy? In 2008, Tesla introduced
its first car: the Roadster, a $110,000 sports coupe with
faster acceleration than a Porsche or a Ferrari. The Roadster
served as a prototype to demonstrate that electric vehicles
(EVs) can be more than mere golf carts. Tesla thus com-
pleted Step 1 of its master plan.

In Step 2, after selling 2,500 Roadsters, Tesla stopped
producing them in 2012 to focus on its next car: the Model
S, a four-door family sedan with an initial base price of
$73,500. The Model S, which appeals to a somewhat
broader market and thus allows for larger production runs to
drive down unit costs, received an outstanding market
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Elon Musk introduced the Cybertruck in 2019, with mass production of
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reception. It was named the Motor Trend Car of the Year
and received the highest score of any car ever tested by Con-
sumer Reports (99/100). The refreshed Tesla Model S Plaid,
introduced in 2022, is the world’s fastest mass-production
car; it accelerates from 0 mph to 60 mph in two seconds.
Tesla has sold more than 300,000 Model S cars worldwide.

Tesla also completed Step 3 of its master plan. In 2016, it
unveiled the Model 3, an all-electric compact luxury sedan
with a starting price of $35,000. Many people who wanted
the new Model 3 stood in line overnight, eagerly waiting for
Tesla stores to open so they could pay their $1,000 deposit
and secure a spot on the waiting list for a car they had never
seen, let alone taken for a test drive. As a result of this con-
sumer enthusiasm, Tesla received more than 500,000 preor-
—~ ders for the Model 3, for a

g - 12 total of $500 million in inter-
- ‘ 2 est-free loans. Despite Tesla’s

{ : initial difficulties in scaling
up production, Model 3 de-
liveries began in 2017. In
2019, Tesla launched the
Model Y, a compact SUV
with the entry version start-
ing at $39,000 (and a range
of 230 miles) and the high-
end performance version
starting at $60,000 (and a
range of 280 miles).

The two lower-priced Models 3 and Y were critical for
Tesla to break into the mass market. In 2021, Tesla sold
close to 1 million vehicles worldwide, with Models 3/Y ac-
counting for 97% of sales. With upgrade options, the average
selling price in 2021 was $54,000 for the Model 3 and
$68,000 for the Model Y. Despite its higher price, the Model
Y is the most popular Tesla vehicle globally, and Tesla con-
tinuously works on ramping up production volume to drive
down costs further.

Step 4 of Musk’s master plan for Tesla aims to provide
zero-emission electric power generation options. To achieve
this goal, Tesla acquired SolarCity, a solar energy company,
for more than $2 billion in 2016. The integration of Tesla
and SolarCity, which resulted in the first fully integrated
clean-tech energy company that combines solar power,
power storage, and transportation, marks the completion of
Step 4 in Tesla’s master plan.

In 2016, 10 years after creating Tesla’s initial master
plan, Elon Musk unveiled the second part of his strategy to



continue the pursuit of Tesla’s vision “to accelerate the
advent of sustainable energy.”* Again, CEO Musk detailed a
set of stretch goals:

1. Create stunning solar roofs with seamlessly integrated
battery storage.

2. Expand the EV product line to address all major
segments.

3. Develop a self-driving capability that is 10 times safer
than manual via massive fleet learning.

4. Enable your car to make money for you when you
aren’t using it.

In the updated strategy, Step 1 leverages the integration
of SolarCity. Tesla is now a fully integrated sustainable en-
ergy company, combining energy generation and storage. It
provides energy generation via solar roofs that look like reg-
ular roofing shingles but last longer and cost less, all things
considered. Tesla also offers its Powerwall to residential con-
sumers, making it possible to store solar energy captured on
the roof of their house for later use. Energy generation there-
fore becomes decentralized. Thanks to the Powerwall, con-
sumers can generate and use energy without being
dependent on a utility company and can sell their excess
energy to utility providers. Indeed, consumers can generate
enough energy to power not only their Tesla cars but also
their entire house. Should there be a power outage in the

central utility grid, the Powerwall provides electricity to a
home for one week.

In Step 2, Tesla is planning to expand the EV lineup to
address all major market segments. Elon Musk excels in
product development, and Tesla has introduced several new
vehicles, including a futuristic pickup truck (the Cybertruck,
with production in 2023) and a heavy-duty semitruck.

In Step 3, Tesla is developing its vehicles’ self-driving
capabilities. The goal is to make self-driving vehicles 10 times
safer than cars driven manually, thus increasing the demand
for fully autonomous cars. Many industry observers expect
commercial trucks to be the first fully autonomous vehicles,
especially on interstate highways. Self-driving large trucks
can be on the road 24/7 and need to stop only to recharge
their batteries.

Fully self-driving capabilities are required for Tesla to ful-
fill Step 4 of the new master plan: Turn your car into an in-
come-generating asset. The idea is to offer an Uber-like
service composed of Tesla vehicles but without drivers. On
average, cars are in use for less than three hours a day. The
idea is that your self-driving Tesla will be part of a shared
vehicle fleet when you are not using it. This new business
model drastically reduces the total cost of ownership of a
Tesla vehicle. It also allows anyone to ride in a Tesla due to
the sharing economy.’

Part Il of this ChapterCase appears in Section 1.4.

strategic management
An integrative manage-
ment field that
combines analysis,
formulation, and
implementation in the
quest for competitive
advantage.

Why is Tesla so successful? In contrast to Tesla’s success, the big three U.S.

automakers—Ford, GM, and Chrysler (now Stellantis)—struggled during the first

decade of the 21st century, with both GM and Chrysler filing for bankruptcy
protection.

Why are some companies successful while others fail? And what, as a strategic leader, can
you do about it? These are the big questions that define strategic management. Answering
these questions requires integrating the knowledge you’ve obtained in your studies of vari-
ous business disciplines to understand what leads to superior performance and how you can
help your organization achieve it.

Strategic management is the integrative management field that combines analysis, formu-
lation, and implementation in the quest for competitive advantage. Mastery of strategic man-
agement enables you to view a firm or a nonprofit organization in its entirety. It also allows
you to think like a general manager to help your organization achieve superior performance.
The AFI Strategy Framework embodies this view of strategic management. It will guide our
exploration of strategic management throughout this book.

In this chapter, we lay the groundwork for the study of strategic management. First, we
introduce foundational ideas about strategy and competitive advantage. We move beyond
thinking about competitive advantage solely as superior financial performance and
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introduce the concept of stakeholder strategy. Understanding stakeholder strategy allows
us to appreciate the role of business in society more broadly. We then examine the compo-
nents of the AFI framework and provide an overview of the entire strategic management
process. We conclude this introductory chapter, as we conclude all other chapters in this
text, with a section titled Implications for Strategic Leaders, which provides practical
applications and considerations of the material developed in the chapter. Let’s begin the
exciting journey that ends with a deep understanding of strategic management and
competitive advantage.

1.1 What Strategy Is: Gaining and Sustaining
Competitive Advantage

Strategy is a set of goal-directed and integrated actions a firm takes to gain and sustain
superior performance relative to competitors.® Strategy is the outcome of the strategic
management process. To achieve superior performance, companies compete for resources:
New ventures compete for financial and human capital, existing companies compete for
profitable growth, charities compete for donations, universities compete for the best
students and professors, sports teams compete for championships, and celebrities compete
for endorsements. As highlighted in the ChapterCase, Tesla, a new entrant in the automo-
tive industry, is competing for customers with established U.S. companies such as GM and
Ford, and with foreign automakers Toyota, Honda, Nissan, Hyundai, VW, Audi, Porsche,
Mercedes, and BMW, among others.

A good strategy enables a firm to achieve superior performance and sustainable com-
petitive advantage relative to its competitors in any competitive situation. A good strategy
consists of three key elements that make up the strategic management process:

1. A diagnosis to identify the competitive challenge. Diagnosis includes analyzing the
firm’s external and internal environments (Part 1 of the AFI framework: Analysis).

2. A guiding policy to address the competitive challenge through strategy formulation. The
guiding policy lays the foundation to craft a firm’s corporate, business, and functional
strategies (Part 2 of the AFI framework: Formulation).

3. A set of coherent actions to implement the firm’s guiding policy (Part 3 of the AFI
framework: Implementation).

CRAFTING AND IMPLEMENTING STRATEGY AT TESLA

Let’s revisit ChapterCase 1 to see whether Tesla pursues a good strategy. Tesla is performing
quite well in terms of indicators such as stock appreciation, where it outperforms its com-
petitors by a wide margin. The appreciation of Tesla stock after its initial public offering
(IPO) points to investors’ expectations of future growth. By other measures, such as generat-
ing profits, Tesla underperforms compared to established car companies. Early on, startups
expect losses, especially if the business requires significant upfront investments such as
building new manufacturing facilities and retooling existing factories, which Tesla was
required to do. Since 2020, Tesla has been generating positive and increasing net income.
What we can say at this point is that Tesla seems to be starting with a promising strategy and
is in the process of achieving superior performance relative to its competitors. But can Tesla
sustain this outstanding performance over time? Let’s use the three elements of a good strat-
egy to explore this question.

What Is Strategy? 7

LO 11

Explain the role of
strategy in a firm’s
quest for competitive
advantage.

strategy The set of
goal-directed and
integrated actions a
firm takes to gain and
sustain superior
performance relative
to competitors.

good strategy Enables
a firm to achieve supe-
rior performance and
sustainable competi-
tive advantage relative
to its competitors. It is
the outcome of a stra-
tegic management
process that consists
of three elements: (1) a
diagnosis of the com-
petitive challenge; (2) a
guiding policy to ad-
dress the competitive
challenge; and (3) a set
of coherent actions to
implement a firm’s
guiding policy.
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What Is Strategy?

DIAGNOSIS OF THE COMPETITIVE CHALLENGE. A good strategy needs to start with a
precise and critical diagnosis of the competitive challenge. Elon Musk, Tesla’s
co-founder and CEO, describes himself as an “engineer and entrepreneur who builds
and operates companies to solve environmental, social, and economic challenges.”’
Tesla was founded with the vision to “accelerate the world’s transition to sustainable
transport.”®

To accomplish this mission, Tesla must build zero-emission electric vehicles that are
attractive and affordable. Beyond achieving a competitive advantage for Tesla, Musk is work-
ing hard to set a new standard in automotive technology. He hopes that zero-emission elec-
tric vehicles will one day replace gasoline-powered cars.

Tesla’s competitive challenge is sizable. To succeed, it must use its new technology to
manufacture attractive and affordable vehicles, which will compete with cars running on
gasoline. To overcome “range anxiety,” Tesla has installed a charging station network. At
this point, mass-market EVs cannot drive as far on one charge as gasoline-powered cars with
a tank of gas. Gas stations are pretty much on every corner in cities and every couple of
miles on highways.”

A GUIDING POLICY. After diagnosing the competitive challenge, strategic leaders must
formulate an effective guiding policy in response. The developed strategy needs to be
consistent over the long term, and it is often backed up with strategic commitments. A
strategic commitment, for instance, is a sizable investment or a change to an organiza-
tion’s incentive and reward system. Strategic commitments (such as Tesla’s Gigafacto-
ries) are significant investments resulting in fundamental changes to the organization’s
structure. In general, strategic commitments are significant changes that are difficult
and costly to reverse.

Without consistency in a firm’s guiding policy, it can create confusion among employees
about which priorities to address. An inconsistent policy, therefore, negatively impacts effec-
tive day-to-day decisions that support the overall strategy. Moreover, other stakeholders,
including investors and customers, become frustrated if the firm does not have a consistent
and coherent strategy over time.

Tesla’s guiding policy is to build cost-competitive mass-market vehicles such as Models
3/Y. Its formulated strategy is consistent with its mission and the competitive challenge
identified. This strategy required significant strategic commitments, as demonstrated by
Tesla’s $5 billion investment in a new lithium-ion battery plant in Nevada, the so-called
Gigafactory or Giga Nevada. Batteries are the most critical component of electric vehicles.
To build the battery manufacturing component of the Gigafactory, Tesla partnered with
Panasonic of Japan, a world leader in battery technology.

To expand global production capacity rapidly and drive down costs, Tesla invested bil-
lions in several electric vehicle manufacturing plants across the globe. In 2019, it completed
a production facility in Shanghai, China. Giga Shanghai is a vast factory, equal in size to the
Tesla car manufacturing facility in Fremont, California, combined with its Gigafactory in
Nevada. The goal is to produce batteries and cars on a large scale and in the same location.
Large scale and co-location of critical tasks allow Tesla to further lower the price of Models
3/Y. The completion of Giga Shanghai in a record time of less than one year was a turning
point for Tesla because the company was facing bankruptcy in 2018. The development and
manufacturing costs of the luxury Models S/X were much higher than anticipated, leading
to huge losses.
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Giga Shanghai services the European market and the Chinese market, which is the larg-
est electric vehicle market globally. The cost of Models 3/Y at Giga Shanghai is an esti-
mated 40% lower than the costs when they are made in the United States, with no loss in
quality. To further expand production capacity, in 2022 Tesla opened Giga Berlin, a $7 bil-
lion factory, and Giga Texas (near Austin), a $10 billion investment. Although such signifi-
cant up-front investments frequently lead to early-year losses, they also represent a solid and
credible commitment to becoming a viable competitor in the mass automobile market.
Moreover, they deter entry by other potential newcomers to the EV industry.

COHERENT ACTIONS. Strategic leaders implement a guiding policy through coherent
actions. Tesla’s strategic leaders implement the formulated strategy with activities consistent
with their diagnosis of the competitive challenge. To make a cost-competitive mass-market
vehicle, Tesla must benefit from economies of scale, decreasing the cost per vehicle as output
increases. To reap critical cost reductions, Tesla must ramp up its production volume. Tes-
l1a’s retooling of its manufacturing facility in Fremont, California, to rely more heavily on
cutting-edge robotics as well as its multibillion-dollar investment to secure an uninterrupted
supply of lithium-ion batteries, exemplify actions coherent with Tesla’s formulated strategy.
So do its investments in Gigafactories in Austin, Berlin, and Shanghai.

Another set of coherent actions are those focused on Tesla’s best-selling vehicles, Models
3/Y. In 2021, the EV maker doubled its production volume to close to 1 million cars com-
pared to 2020. Thus, since 2015, Tesla has achieved a 20-fold increase in production volume
from 50,000 cars built per year. Tesla’s focus on Models 3/Y explains why they made up
97% of Tesla’s vehicle deliveries in 2021. In addition, to ramp up production and drive down
costs even further, Elon Musk announced, in 2022, that Tesla will not introduce any new
vehicles for the time being. Moreover, he pushed back the mass production date for the
much-anticipated Cybertruck to 2023.

At the same time, Tesla is expanding its network of charging stations across North
America, Europe, and Asia. To fund this initiative and to avoid bottlenecks, Tesla
announced that it will no longer provide new owners free use of the company’s charging
network. In addition, to accomplish the lofty goal of making zero-emission electric motors
rather than internal combustion engines the new standard in automotive technology,
Tesla decided to make some of its proprietary technology available to the public. Musk
hopes that sharing Tesla’s patents will expand the overall market size for electric vehicles
as other manufacturers use Tesla’s technology. This set of coherent actions shows that
Tesla is dedicated to achieving its mission of accelerating the transition to sustainable
transportation.

In review, to craft a good strategy, three steps are crucial in the strategic management
process:

= A good strategy must define an organization’s competitive challenge through a critical
and honest assessment of the status quo.

= A good strategy provides a game plan for dealing with the competitive challenge identi-
fied. The firm needs a guiding policy that provides clear guidance for all employees.

= A good strategy requires effective implementation through a coherent and consistent set
of actions.

Strategy Highlight 1.1 examines Twitter and asks whether the social media company has
a strategy.

What Is Strategy?
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