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HERE IN SOUTH AFRICA, many of us are probably weighing up whether our next car will be an 
electric vehicle (EV) or not. On the plus side, we know it’s the right thing to do for the planet and 
we may also have some surplus capacity from the newly installed solar panels on our roofs. But 
on the negative side, with the lack of charging stations and being in a country with a power 
crisis, we are wondering how we will do the long-distance drives for our annual holidays. And, 
to be completely honest, we don’t really know where to start looking, as the car brands we know 
and are familiar with are not the market leaders in the EV race.

This is a classic case of Innovator’s Dilemma – the situation where a new technology comes along, 
and the incumbent businesses are too slow to react. Initially, the new market is too small to 
warrant their attention and can easily be ignored.  Diverting resources from an already profitable 
business can significantly lower profits, making it an inherently poor decision. Cannibalising a 
successful venture with a less profitable one is a challenging move, which is why many corporate 
executives tend to procrastinate.

However, this delay can be disastrous. Before companies realise it, the world has moved on – 
like owning a record store in the age of music streaming. Many of today’s auto companies risk 
ending up obsolete, much like Musica, Kodak, Nokia, and Blackberry. 
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THE TESLA EFFECT
The successful EV companies are those that don’t have a combustion vehicle business to protect, 
with the most well-known being Tesla. Whether you love him or hate him, Elon Musk has undeni-
ably revolutionised the entire EV industry.  Tesla played a crucial role by pushing the boundaries 
of innovation and establishing a strong brand halo. Their cars are perceived as both stylish and 
desirable, which has significantly raised awareness and interest in the EV industry as a whole.

Although Tesla is an American company, most of their cars are produced in their gigafactory 
in Shanghai. This is because China effectively controls the entire EV supply chain – thanks to 
early efforts in this nascent industry. Figure 1 shows its significant and ongoing dominance of 
the EV market. 

By the year 2000, China was already a global manufacturing powerhouse, yet they didn’t have a 
single large domestic vehicle brand. They looked at the vehicle industry carefully, and concluded 
it would be foolish to try to play catch up in combustion engines – instead, they invested all their 
efforts in being the leader in EV manufacturing.

In 2009, they initiated financial subsidies to accelerate investment. These subsidies were for 
both the manufacturing company and the consumer, and served to bolster both the demand 
and supply side of the equation. Importantly, these subsidies were not just given to Chinese 
companies, but to all companies investing in the EV industry in China, including Tesla.  

To further accelerate adoption, China restricted the number of licence plates available for 
combustion engines but placed no such restrictions on EVs. And then lastly, China invested heavily 
in charging infrastructure, now boasting 1 million charging stations throughout the country. 

China hasn’t just invested in vehicle manufacturing, though, but in the whole supply chain.  

Figure 1
THE WORLD’S TOP 25 PLUG-IN CAR MANUFACTURERS, 2022
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BATTERIES DRIVING CHINA’S DOMINANCE
The largest single component in an electric vehicle is the battery, and this is where China is truly 
dominant. China produces 68% of the world’s batteries and produces between 80%-95% of the 
components needed to manufacture batteries, including the cathode, the anode, the electrolyte 
and the separator. Producing the batteries “in-house” gives China a cost advantage relative to 
other countries. They also largely focus on lithium iron batteries, which are around 15% cheaper 
to produce than nickel batteries.  

Their second cost advantage lies in how efficiently they allocate capital expenditure, which is 
less than half of that in the EU and less than 40% of that in the US.  

These factors, combined with low labour costs relative to the West, and substantial scale, have 
resulted in the cheapest electric vehicles globally all being Chinese – made by the likes of BYD, 
Geely and General Motors China.   

Figure 2 shows how Chinese EVs have also passed below the critical threshold of ICE cost parity, 
meaning it is cheaper to own an EV than a combustion vehicle. You aren’t just environmentally 
friendly by buying an EV in China, it actually makes financial sense too.

The two leaders in the EV race are Tesla and BYD. BYD is the largest, with a 17% share of fully 
electric vehicles and a significant 35% share of hybrid vehicles globally. They are growing rapidly.   

BYD’s success is attributable to four main factors:  

1. Their focus. BYD only manufactures electric and hybrid vehicles. They are not trying to keep 
a legacy business alive. 

2. Their cost advantage. BYD manufactures all their own components, including the battery. 
They are in fact the world’s second largest battery producer. Their input costs are therefore 
lower than their peers.

3. Their scale. BYD produced three million units in 2023, which is unrivalled. Scale gives them 
a further cost advantage. 

COMPARATIVE BATTERY PRICE DECLINE OVER TIME

Figure 2
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4. Lastly, and probably the most important advantage is BYD’s know-how. Their size means 
they can now spend more on research and development than any other company, further 
cementing their lead.  

Together, these factors give BYD an estimated 15% cost advantage relative to their competi-
tors, allowing them to price cheaper and continue gaining market share, effectively squeezing 
out the competition.

A key area of their investment has been battery technology. BYD only manufactures lithium 
iron batteries, which have the advantage of being both safer and cheaper. However, the key 
disadvantage is that lithium batteries are not as energy dense as their nickel counterparts. 
This means that you need a much larger battery to power the same car, or the vehicle’s range is 
going to be much lower.

BYD innovated to solve the problem. They removed much of the packaging in traditional 
batteries, producing cell-to-pack batteries. And then designed the vehicle so that the battery 
pack actually forms part of the body of the car. Both of these steps have enabled BYD to take 
weight out of the vehicle, solving the energy density issue, as lighter vehicles need less power.  

As a result, the BYD Han, a fully electric vehicle, boasts a range of over 600 kilometres on a single 
charge, rivalling many traditional ICE vehicles. The new BYD hybrid vehicles have a range of 
over 2 000 kilometres, effectively solving the range anxiety problem.

WESTERN PROTECTIONISM
The West is worried about the success of Chinese vehicles and specifically what this means for 
their own local automotive industries. As a result, both the US and Europe have introduced 
measures that make it extremely difficult for Chinese cars to compete. In short, the US offers 
subsidies on cars that are not manufactured in China, and Europe has levied additional import 
tariffs on cars that are.

With the US and Europe both generally quite hostile to BYD, their expansion has focused on 
other territories. Their two main hubs outside China are in Brazil and Thailand, serving the Latin 
American and Australasian markets. The brand has been very well received in these territories 
and governments have also been supportive.

Within Europe, Hungary has given BYD tax breaks to build a plant that will be operational in 
2025, and, recently, BYD has also announced their intention to build a plant in Turkey. These plants 
will serve BYD’s European needs in the future, whilst allowing them to avoid the additional tariffs.

While BYD currently has a very strong position, new competitors continue to emerge, and this 
includes tech companies. Both Huawei and Xiaomi have announced EV sedans this year, which 
are extremely competitively priced, and not much different in aesthetic to a Porsche Taycan. The 
tech companies undoubtedly have an advantage in software and the infotainment console, but 
their track record in vehicle manufacturing is poor. In addition, these companies have chosen to 
focus on higher-end cars, while BYD’s core model line-up is very much focussed on the mass market. 

The lower-end market is dominated by two players – Geely and BYD. Geely has, however, chosen 
to continue investing in both combustion and EVs, which means that they are likely to struggle 
to remain competitive in the future. Geely’s predicament (the Innovator’s Dilemma) is being 
acutely felt by many car manufacturers. 

As mentioned earlier, it’s very challenging to actively encourage customers to buy an electric 
car at a loss when you could be selling a combustion vehicle at a profit. Redirecting marketing 
dollars to a loss-generating segment is a tough decision for any business. Consequently, many 
legacy car manufacturers are postponing their shift to EVs. While this may improve their financial 
statements in the short term, we believe it could be detrimental in the long run. Combustion 
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vehicles have already peaked (Figure 3), and the costs of running combustion vehicle plants 
will need to be spread over a decreasing number of units, eventually rendering these opera-
tions unprofitable. At the same time, insufficient investment in EVs would leave them without 
a profitable foothold in this emerging market. As a result, many of the vehicle brands we 
are familiar with today may not survive in the electric vehicle era.

In contrast, we believe BYD is extremely well positioned and will continue to prosper. +

GLOBAL EV AND ICE MARKET SHARE FORECAST

Figure 3
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DISCLAIMER

South African Readers 
All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result, 
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax, 
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such 
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund 
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act 
in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake 
to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does 
not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact 
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively 
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not 
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent 
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to 
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited 
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management 
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation 
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers 
Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission 
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment 
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved 
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited 
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party 
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain 
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved 
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are 
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.
If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no 
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions 
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies 
described herein.

Global (ex-US) readers 
The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’, 
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the 
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable 
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional 
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that 
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way 
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated 
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an 
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information 
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers 
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any 
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International 
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance 
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct 
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011 
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of 
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing 
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have 
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are 
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time. 
If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no 
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions 
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies 
described herein.


