
COMPANY UPDATE   

Automotive ‧ US 

 

3 January 2023  1   

Aggressive pricing – Short-term pain, but long-term gain  

  Event 

Tesla lowered its vehicle pricing by 6-20% across the US, Europe, and several other 
markets. The five-seat long-range Model Y now starts at US$52,990 and is eligible for 
a US$7,500 federal tax credit under IRA in the US, implying as much as 30% savings 
for consumers. The pricing cut in Europe is 1-17%. 

Impact 

Aggressive pricing strategy could result in addressable market expansion, 
strengthening market leadership & accelerating industry reshuffle. While Tesla’s 
pricing cuts partially reflect soft demand ami d rising competition and a rate hike 
environment, we think the magnitude of the cuts may not be necessary in some 
markets due to its leading industry position and limited competition, such as in the 
US. As such, we think the firm’s aggressive pricing strategy is intended to accelerate 
global automotive electrification and stimulate an industry reshuffle amid macro 
weakness, as few OEMs have the financial strength and cost reduction ability to match 
Tesla’s pricing cuts. Management said the pricing cuts are a reflection of the 
downward cost trend. We think this refers to not only falling raw material costs, but 
also benefits from economies of scale and rising supply chain bargaining power driven 
by maximized production utilization. Furthermore, Tesla’s unique business model has 
strong marginal benefits, as sales of one EV could generate recurring revenue from 
FSD software and insurance, as well as shorter payback time for its charging network. 

Short-term financial pain inevitable; we lower 2023F EPS to US$4.37 & trim 2022-
24F EPS CAGR to 27%. We believe Model 3 and Y prices post pricing cuts will be more 
attractive to consumers. Tesla’s Model 3 and Model Y, now starting at Rmb229.9k and 
Rmb259.9k in China, are strong competitors to Rmb150-250k rivals, which represents 
20-23% of China’s auto market. In the US, consumers can get a five-seat long-range 
Model Y starting at US$45,490 if eligible for tax credits, putting more pressure on 
European and Japanese ICE peers, which offer premium models in the range of US$38-
45k. We raise Tesla’s 2023F EV deliveries by 7% to 1.93mn units, up 47% YoY, but 
lower our sales forecast to 25% growth, to reflect substantial pricing cuts. We foresee 
notable margin erosion and earnings impact in 1Q23 before cost reductions gradually 
kick in upcoming quarters. We trim 1Q23F gross margin to 18.2% and EPS to US$0.69 
(down 41% QoQ). We revise down 2023F EPS by 23% to 8% growth. We believe 1Q23 
will  mark the near-term financial trough and project sequential earnings recovery. We 
forecast 2024F EPS will grow 49% based on EV delivery growth of 30% and gross 
margin recovery from 22.5% in 2023 to 25.5% in 2024.. 
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