
 

On the road to make an affordable car, Tesla
cuts jobs

January 18 2019, by The Associated Press

  
 

  

In this March 31, 2016 file photo, Tesla Motors unveils the new lower-priced
Model 3 sedan at the Tesla Motors design studio in Hawthorne, Calif. Tesla,
recognizing as imperative its ability to produce a cheaper electric car, told
employees Friday, Jan. 18, 2019 that it must cut 7 percent of its workforce.
Tesla's cheapest model right now is the $44,000 Model 3, and it needs to broaden
its customer base to survive. (AP Photo/Justin Pritchard)

Tesla will cut 7 percent of its workforce as it tries to lower prices and
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break out of the niche-car market to produce an electric vehicle that
more people can afford.

Tesla's cheapest model right now is the $44,000 Model 3, and it needs to
broaden its customer base to survive.

"Looking ahead at our mission of accelerating the advent of sustainable
transport and energy, which is important for all life on Earth, we face an
extremely difficult challenge: making our cars, batteries and solar
products cost-competitive with fossil fuels," CEO Elon Musk said in a
letter to staff. "While we have made great progress, our products are still
too expensive for most people."

Tesla had boosted its payroll significantly to meet production goals, but
then cut its staff by 9 percent in June. The company delivered more than
245,000 electric cars and SUVs last year, nearly as many as all previous
years combined. But it still fell far short of a goal set nearly three years
ago of manufacturing 500,000 vehicles for the year.

Musk said in October that Tesla Inc., based in Palo Alto, California, had
45,000 employees. The 7 percent cut would mean that about 3,150
people will lose their jobs.

Tesla posted a $311 million quarterly profit in October, only its third
profitable quarter in eight years as a public company.

Musk acknowledged that the profit was driven by its ability to sell higher
priced vehicles in North America. Tesla dominates that market, but it
wants to make electric vehicles for the masses.

And while preliminary numbers indicate another profitable quarter
ahead, Musk said it appears to be a smaller.
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Shares tumbled 11 percent Friday.

It has been Tesla's long-held goal to get a less-expensive, mid-range
Tesla Model 3 on the road.

"Starting around May, we will need to deliver at least the mid-range
Model 3 variant in all markets, as we need to reach more customers who
can afford our vehicles," Musk said in the letter.

The key for Tesla is producing an entry-level car in the mid-$30,000
range, which would put it in direct competition with major automakers.

Even as Tesla struggles to produce a more mainstream vehicle, many
industry analysts still see the company as the one to beat, even with the
world's biggest automakers now fully engaged in the pursuit of an
electric car.
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In this Jan. 9, 2019, file photo, Tesla CEO Elon Musk speaks during a meeting
with Chinese Premier Li Keqiang at the Zhongnanhai leadership compound in
Beijing. Electric car and solar panel maker Tesla said Friday, Jan. 18, 2019 it
plans to cut its staff by about 7 percent. (AP Photo/Mark Schiefelbein, Pool,
File)

"While EV competition is accelerating, we believe Tesla continues to
lead the industry as it moves Model 3 price point towards $35k while
most competitors remain engaged in an EV negative margin sum game at
higher price points," wrote Jefferies analyst Philippe Houchois.

Yet producing a more affordable car has only grown more difficult.

The U.S. had put into place a $7,500 tax incentive for people to buy
electric cars, but President Donald Trump and other Republicans
consider the credit a waste of taxpayer money and want it eliminated.
That incentive was reduced to $3,750 this month and it will be cut to
nothing by the end of the year.

Sen. John Barrasso, R-Wyo., the chairman of the Senate Environment
and Public Works Committee who introduced legislation in October to
abolish the tax credit, said it would save about $20 billion over the next
10 years.

He has argued the market for electric vehicles is already established and
"no longer needs the crutch of government assistance."

Gas prices, however, have been inching closer to $2 per gallon as oil
prices fall, which makes the hurdle for electric car makers that much
higher.
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To counter the fading tax incentive, Tesla this month cut the price on
each of its three models by $2,000.

Its shares tumbled.

"Tesla has only been producing cars for about a decade and we're up
against massive, entrenched competitors," Musk said Friday.

The average price for a vehicle in the U.S. is around $37,000, and Musk
set the goal of getting into that range early in his tenure, said Maryann
Keller, a veteran auto analyst and principal at Maryann Keller and
Associates.

"That's what the expectation is for people that were buying the Model 3,
that it would be somewhere between $35-45,000," Keller said. "The only
way he can get that price to that affordable level is by addressing the cost
issues."

And Tesla has been doing so in a number of ways.

This week, Musk said Tesla is shutting down its customer referral
program, which offered at least six months of free charging for a new
car.

"As Tesla attempts to transition from a niche brand to a volume,
mainstream automaker, it is facing the same hurdles every other
established car company must clear, said Karl Brauer, executive
publisher, Autotrader and Kelley Blue Book. "First and foremost among
those, a right-sized, efficient workforce that can produce vehicles at a
consistent, sustainable profit."

© 2019 The Associated Press. All rights reserved.
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