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Abstract 
This paper identifies important issues involved when it comes to investing in Tesla Motors, a 

100% zero emissions electric vehicle car company, while analyzing the current market 
environment and the economic scope of the automobile industry as far as electric vehicles are 

concerned. 



PART I: INTRODUCTION 

     The famous British economist John Maynard Keynes (1930) once said, “Economics is a 

method rather than a doctrine, an apparatus of the mind, a technique of thinking which helps its 

possessors to draw correct conclusions.” About investing, Dave Ramsey (2008) said, “Financial 

peace isn't the acquisition of stuff. It's learning to live on less than you make, so you can give 

money back and have money to invest. You can't win until you do this.” I believe that with Tesla 

an individual is doing both; investing in one’s self, and giving back to the community in the form 

of contributing to clean energy. Thus, my research question, “As potential investors, what are the 

economic implications of investing in Tesla?” Subsequently I will be looking at this research 

topic through an economic lens, by way of an investor’s perspective.  

     My research topic is relevant and necessary because at a time like this, when global warming 

and melting icecaps are at the forefront of recent topics, the question of investing in companies 

which promote sustainable, green, and clean energy has become increasingly important. The 

Union of Concerned Scientists (2017) accurately described this phenomenon, “Human activity is 

overloading our atmosphere with carbon dioxide and other global warming emissions, which trap 

heat, steadily drive up the planet’s temperature, and create significant and harmful impacts on 

our health, our environment, and our climate.” The Union of Concerned Scientists (2017) also 

went ahead and noted that increasing the supply of renewable energy would allow the U.S. to 

replace carbon-intensive energy sources and significantly reduce U.S. global warming emissions. 

     As far as investing in the 100% electric car industry, this industry has very important bearings 

on the issue at hand. Increase in energy efficient car could see the U.S. reducing carbon-

emissions by a large majority. Hence, the research topic of whether to invest in Tesla or not.  

     In looking for other research on the topic to see what they did and how it differs from mine, I 

will admit that since this is such a new industry, limited research is out there. Nevertheless, in 

2006, when Tesla was still finding its footing in the car industry, Eberhard and Tarpenning 

(2006) made some concerns about whether the trade-off between the 200 miles you could get on 

a full gas tank was worth the 60-miles you could get on an electric car powered by batteries just 

for the sake of achieving zero emissions. “The fundamental trade-off in convenience with 

electric cars is the advantage of starting every day with a ‘full tank’ (and never visiting a gas 

station) versus inconvenient refueling on the road. While it is wonderful never to visit a gas 

station, this would be a bad trade-off if the driving range was too short. Electric cars like the EV1 



gained notoriety for their short, 60-mile driving ranges. In contrast, a typical gasoline car can go 

more than 200 miles on a tank of gas. The main reason that we want to have the more than 200-

mile range on our gasoline cars is not primarily because we want to drive more than 200 miles in 

a day, but rather because we don’t want to go to the gas station every day – a tank of gas should 

go about a week. From this perspective, the 60-mile range of the electric car might be enough for 

a commuter car. But 60 miles [might not be] enough for anything but the most basic commute.” 

Eberhard and Tarpenning (2006) were able to calculate the efficiency of fuel-based cars as 

opposed to using electric cars, hybrid cars, diesel and hydrogen-based cars. They found that 

Tesla was more energy efficient overall using the formula for the energy content of fuel (mega-

joules) where the higher the number, the better. An overall comparison can be found in the 

appendix.  

     The issue above, although dated, showed just how inquisitive researchers, and investors alike, 

were about the emergence of electric cars and what that could mean for them in terms of 

performance. Tesla has since resolved these issues by providing charging stations, mostly within 

10 miles of each other, and have gone on to provide better gas mileage, with Tesla’s latest model 

providing 265 miles per charge.  

     Even countries are finding unique ways to invest in the electric car industry because they 

believe that they will not only reap the environmental benefits but also as a factor for economic 

growth in terms of boosting GDP. For example, Ajanovic (2015) looked at recent market 

developments of Electric Vehicles (EVs) and Hybrid Electric Vehicles (HEVs) in comparison to 

Internal Combustion Engines (ICEs). Ajanovic (2015) found that in China alone, as at 2012, they 

had almost 180 million fully electric two-wheeler vehicles. “In 2012, the global sales of HEVs 

were about 1.2 million, leading to the total stock of over 6 million HEVs. A major reason for 

their increasing use is that they do not require additional infrastructure, and the major vehicles’ 

characteristics (e.g., refueling time, operating range, etc.) are very similar to those of 

conventional ICE vehicles.” In addition to expanding the stock of EVs, countries have also been 

making a dedicated effort to incentivize consumers in the purchase and use of EVs. Ajanovic 

(2015) found that, “[The] most important markets for EVs currently are the Asian markets, 

especially Japan and China. Japan is the world leader with regard to research and development of 

battery technologies with the highest research and development budget for the development of 

lithium-ion batteries. Since 1978 Japan has promoted several leasing programs and other 



incentives (e.g., tax incentives, tax credits, purchase price reductions of up to $16,000 dollars (ca 

€12,000) off the retail price of EVs, etc.) to encourage the purchase of EVs. China and India 

have also taken measures to increase demand for EVs and have strong focus on research, 

development, and demonstration.” In conclusion to the research, Ajanovic (2015) found that 

despite existing problems, EVs currently have good prospects for higher market penetration; and 

this owed to the fact that there is worldwide commitment to reduce greenhouse gas (GHG) 

emissions as well as the different measures taken to ensure the implementation of EVs.  

     Looking at how the stock market reacts to green vehicle innovations, Ba et al. (2013) used the 

event study methodology to analyze, over a 14-year period, the observable dynamics involved 

when an innovation is announced in regards to investment and wealth effects. Through their in-

depth analysis of wealth effect factors and impact of corporate environmental initiatives on 

shareholder value, Ba et al. (2013) found that the stock market generally reacts positively to 

automakers announcements of environmental innovations, consistent with prior research. Their 

results indicated that crucial green product development decisions such as innovation type and 

market segments choices, exert direct influence on a market’s firm value and that these results 

still hold after controlling for firm size, leverage, profitability, R&D intensity, and oil price 

changes.  

     With a company like Tesla being a pioneer in this section of the automotive industry, it posed 

the question, why did it take so long for a company of its kind to emerge and why have more 

companies not followed suit? Kolk and Pinkse (2010) looked at the challenges and trade-offs 

involved in corporate innovation for climate change. They noted that companies have been rather 

cautious when facilitating innovation-based transitions towards a low-carbon economy. Kolk and 

Pinkse (2010) went on to look at how companies strike a balance between further development 

and deployment of emissions-reducing technology, how and in what way low-carbon solutions 

are brought to the market, by targeting consumers in either mainstream markets or niche markets, 

and to what extent the success or failure of climate change innovations depends on companies' 

bargaining power and willingness to cooperate with others.  

     In recent years, Milstead (2013) looked at the different stock progressions of big household 

names in the automotive industry and compared them to Tesla’s stock. Milstead (2013) noted 

that, after two quarters of upbeat results, Tesla shares rose five-fold in 2013 and, at $167, traded 

at nearly 100 times estimated 2014 earnings. Milstead (2013) did however find that although 



Tesla's stock is priced as though it is the future of auto making and Ford and GM are its past, the 

outlook is for Ford and General Motors which have stock prices of $17 and $36 respectively. 

Even though, as a result of Tesla’s astonishing success, Ford and GM are often overlooked, their 

stocks were up 71% and 61% respectively, in 2013. Milstead (2013) concluded that the 

cheapness of Ford and GM’s stock, enhances the appeal of investing in these companies rather 

than Tesla.  

 

PART II: ASSUMPTIONS & RESEARCH 

     Given people’s general preferences towards investing in innovative technology, coupled with 

climate change implications of their investments, we made assumptions that generally: 

• Consumers are always rational. 

• Consumers are more likely to invest in a company if they believe they are doing the right 

thing.  

• The current market environment for the electric car industry is suitable for investing. 

• When faced with the possibility of losing, consumers are less likely to invest. 

• Tesla’s NPV is high in comparison to its competitors (e.g. General Motors). 

     The most reasonable assumption is that when potential investors are face with the possibility 

of losing their investment, that are less likely to want to invest. This is the concept of risk 

aversion. This also ties into consumers being rational because if consumers are rational, they will 

ultimately want to choose a choice that reflects their best outcome. The most unrealistic 

assumption was the Tesla’s NPV was higher than its competitors. This was because Tesla hasn’t 

achieved any revenues since its inception and thus no cash flow with which to compute the NPV. 

     With these assumptions in mind, we conducted a series of interviews with the following 

questions to gather data:  

• Have you heard of Tesla? 

• Do you think you would invest in Tesla? 

• What do you think are the personal benefits of investing in Tesla? 

• Assuming the stock price of Tesla dropped by 4% compared to Nissan’s 0.6% increase 

in stock, would this affect your decision? 

• What if Tesla’s stock has a 50% chance of either rising or falling by 4% next year, 

would you still want to invest? If so, how much would you be willing to invest 



• What if the rise and fall is between 0 and 100% which means you either double your 

money or get nothing at all, are you still willing to invest the above amount or has that 

changed and if so, what is the new amount?  

     Based on the responses we got, we were able to see that for the regular college student, 

rationality was not a big part of their decisions. More participants didn’t care that they were 

losing money as long as they believed that they were helping the environment by investing in 

Tesla stock. This put doubt on our assumptions that consumers are rational and less likely to 

invest if they will lose money (risk aversion). Although another factor we considered is that this 

could be because the scope of our research deals with predominantly people who have never 

made investments before and don’t necessarily know much about how economics works.  

 

PART III: REVISED RESEARCH 

     Looking at the research question once again and our assumptions for it, I ultimately decided 

that the assumption consumers are always rational should be done away with. This is because, as 

seen from our initial results based on the interviews, people don’t always make the rational or 

“right” choice that was may feel is the right choice. In my updated analysis, I considered that not 

everyone is the same and that some may have strong social preferences towards the environment, 

making their indifference curve significantly different from those whose social preferences isn’t 

as strong. Their optimal choices were bound to differ.  

     Based on comparing their indifference curves and implementing more in-depth analysis, such 

as looking at the political, economic, ecological, social and technological factors, we concluded 

that though, Tesla is a booming company and an exciting take on an already established industry, 

as potential investors, the economic implications of investing in Tesla are not favorable. 

     Further research can be done by looking at what Tesla’s business performance can potentially 

mean for investors. They are yet to record a profit and this might make investors, and market 

analysts alike, skeptical. Looking at factors such as lowering battery costs, integration of mobile 

online systems in to their automobiles, and economic stability issues that threaten the company’s 

financial performance in Europe and Asia, can help to advance knowledge and provide a more 

concrete understanding within that field by having intellectual merit, while still impacting 

industry insiders in their attempt to provide a silver bullet solution to climate change issues.  

 



PART IV: REFLECTIONS 

     My experience this Spring has been nothing short of enlightening. Initially, waking up on 

Tuesdays and Thursdays at 8am was not ideal but over time, I came to not only appreciate the 

class but also Luyao who was always cheerful and ready to tackle economic problems.  

     Concepts that I’ve learned in this class such as sunk costs, marginal rate of substitution, 

various curves, income effect, utility, consumer theory, producer theory, equilibrium, and 

efficiency, have all helped to change the way I thought about economics before taking this class.  

Now everything I do; I can see a part of economics in it. I learned that while supply and demand 

are the cornerstones of economics, there are far more aspects of economics that can still be 

delved into. This class has taught me to see economics in an inspiring way and helped me to 

remove the stereotypical connotations associated with the subject matter.  

     Doing this research paper and looking at it from an economic standpoint, has given me 

invaluable skills that will help me far beyond the walls of economics. I can now assess an 

environment, test various assumptions, pick out the reasonable ones, analyze my results, and 

make lasting conclusions based on those results, all thanks to this class.  
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APPENDIX: 

1) Eberhard and Tarpenning’s Well-to-Wheel efficiency calculations 

 
 
 
 
 
 
 
 
 
 



2) Initial Research Results 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
3) Indifference Curve Example.  



  
 

 
 
 
 
 
 


