
Porters Five Forces
[bookmark: _GoBack]For businesses of all sizes, there are many different methods and strategies used to analyse the businesses performance and the competitive environment in which they operate. One of the major analysis tools is called Porters Five Forces. Porters Five Forces is a tool that was developed by business innovator Michael E. Porter who studied the theory in Harvard University in 1979. The study was first published in Harvard Business Review and a common definition of the strategy is [footnoteRef:1]“a tool for analyzing competition of a business. it derives five forces that determine the competitive intensity and, therefore, the attractiveness (or lack of it) of an industry in terms of its profitability”. – Michael E Porter (1979). Within the theory, it is discussed that although most businesses purely focus on the performance of their competitors in terms of how well their doing, Porter suggested looking beyond this and looking at other key factors. The five key factors are Competitive Rivalry, Supplier Power, Buyer Power, Threat of Substitutes and Threat of New Entry. Each element will be brought into more detail in this essay.  [1:  “a tool for analyzing competition of a business. it derives five forces that determine the competitive intensity and, therefore, the attractiveness (or lack of it) of an industry in terms of its profitability”. – Michael E Porter, ‘How competitive forces shape strategy’- May 1979. Available from: https://en.wikipedia.org/wiki/Porter%27s_five_forces_analysis [Accessed on 17th February 2018].] 

The organisation I have chosen to analyse is Coca-Cola. Coca-Cola is known for being one of the biggest companies worldwide and is mainly known for being a soft drink brand although it does have products in other markets. Within the main market it operates in, the company has many competitors, such as PepsiCo, Monster Beverage and Dr Pepper Snapple Group Inc. With such a competitive market it is vital to keep a close eye on all forces within the market. The first force is Competitive Rivalry. This element focuses on the number and strength of competitors, and for Coca-Cola, it is clear by the market share that Coca-Cola does not have many competitors to worry about, with a [footnoteRef:2]“market share of 48.6%. However, PepsiCo does have a good share of the market with 20.5%” and so PepsiCo would be able to gain even more with things such as good marketing campaigns or large price cuts to try and increase sales. However, with little to no competition from any other big companies, Coca-Cola will have a decent amount of leniency in terms of pricing and other things before they see any sort of effect on their sales and profits.  [2:  “market share of 48.6%. However, PepsiCo does have a good share of the market with 20.5%”- Statista 2018. Available from: https://www.statista.com/statistics/387318/market-share-of-leading-carbonated-beverage-companies-worldwide/ [Accessed on 18th February 2018].] 

[bookmark: _Hlk507062599]The second factor is the power of suppliers. Coca-Cola works with many organisations [footnoteRef:3]“Our suppliers are business partners who provide our system with materials, including ingredients, packaging and machinery, as well as goods and services”. – Coca-Cola.  Having a good relationship with suppliers is very important as any sort of dispute with a supplier can massively disrupt a supply chain, leading to inefficiency within the company. In the scenario of Coca-Cola, it is more beneficial for Coca-Cola’s suppliers to maintain the relationship with them as they are such a large multi-national corporation. If they were to cut the supply to Coca-Cola due to a dispute on pricing etc, it may harm Coca-Cola for a short amount of time, however it would not take long for them to find a new supplier due to the extremely high reputation it possesses, meaning they would have endless possibilities on who to get their supplies from. However, for the suppliers they would lose massive amounts of revenue which they would be unlikely to ever get any of it back, as it would be impossible to find another company to the size of Coca-Cola to supply. Because of this, Coca-Cola has a lot of power in terms of pricing etc. if their suppliers tried to increase prices they would be able to easily deny the changes as they know the suppliers will not push through the changes as they rely heavily on supplying Coca-Cola. This allows them to make extremely high profit margins, due to the low costs and high margins which come with such as a highly reputable business.  [3:  “Our suppliers are business partners who provide our system with materials, including ingredients, packaging and machinery, as well as goods and services”.- Coca-Cola Available from: http://www.coca-colacompany.com/our-company/workplace-overview/suppliers/supplier-and-customer-partnerships [Accessed on 18th February 2018].] 

The third factor in Porters Five Force is the bargaining power of buyers.  [footnoteRef:4]“Our customers include large international chains of retailers and restaurants and small independent businesses”- Coca Cola [4:  “Our customers include large international chains of retailers and restaurants and small independent businesses”- Coca Cola Available from: http://www.coca-colacompany.com/our-company/suppliers/supplier-and-customer-partnerships [Accessed on 18th February 2018].] 

From this you can see that Coca-Cola has many buyers in which it sells its products to. These range from fast-food restaurants such as McDonalds, to supermarkets such as Wal-Mart and Tesco. Although these are extremely big buyers, Coca-Cola still has a lot of power. For example, the partnership Coca-Cola has with McDonalds does generate both companies a lot of money, however if there was a dispute between them, Coca-Cola could choose to work with potential rivals to McDonalds and damaging their business, e.g. Burger King or KFC who currently sell PepsiCo products. In terms of the smaller buyers, they do not possess near enough power to try and dictate terms to Coca-Cola meaning they have little say in the prices they are charged. Overall Buyer Power is described as [footnoteRef:5]“How easy it is for buyers to drive your prices down”- MindTools.  [5:  “How easy it is for buyers to drive your prices down”- Porters Five Forces, understanding competitive forces to maximize profitability. Available from: https://www.mindtools.com/pages/article/newTMC_08.htm [Accessed on 18th February 2018].  ] 

[bookmark: _Hlk507161814]The fourth factor is the threat of substitutes on the company. [footnoteRef:6]“The likelihood of your customers finding a different way of doing what you do”. A substitute is defined by Business dictionary as [footnoteRef:7]“Different goods that, at least partly, satisfy the same needs of the consumers and, therefore, can be used to replace one another. Price of such goods shows positive cross-elasticity of demand. Thus, if the price of one good goes up the sales of the other rise, and vice versa”. -Business Dictionary Although there are many other substitutes in terms of other soft drink brands, there are very few out there that come close to Coca-Cola’s stature in the soft drinks market. This means that if buyers decided they wanted to swap to a rival or potentially try to create their own brand, it would be very hard to re-establish the good reputation it previously had for selling Coca-Cola. If they chose to stop working with Coca-Cola it might damage their brand and so gives Coca-Cola an even stronger position. [6:  “The likelihood of your customers finding a different way of doing what you do”- Porters Five Forces. Available from: https://www.mindtools.com/pages/article/newTMC_08.htm [Accessed on 18th February 2018]. ]  [7:  “Different goods that, at least partly, satisfy the same needs of the consumers and, therefore, can be used to replace one another. Price of such goods shows positive cross-elasticity of demand. Thus, if the price of one good goes up the sales of the other rise, and vice versa. - Business Dictionary. Available from: http://www.businessdictionary.com/definition/substitute-goods.html [Accessed on 19th February 2018]] 

[bookmark: _Hlk507068166]The final factor in Porters Five Forces is the threat of entry. [footnoteRef:8]“Your position can be affected by people's ability to enter your market… How easy is it to get a foothold in your industry or market? How much would it cost, and how tightly is your sector regulated?” From just the definition given alone it is clear to see that this is the factor that Coca-Cola must worry about the least. As Coca-Cola is the market leader in the soft drinks market, it would not be concerned with small companies entering the market, as initially they would need a lot of money to start up, they would then need to get through the barriers to entry to start up and it would be nearly impossible to generate profits in the short term due to a low reputation and minimal funds. The only way any other company could really break in would be if another multi-national corporation who is the market leader in another sector decided to enter the drinks market as if a company the size of Coca-Cola entered the market it would be easier for them to establish a customer base alongside suppliers and customers. However, with the size and reputation of Coca-Cola, that is unlikely to happen.  [8:  “Your position can be affected by people's ability to enter your market… How easy is it to get a foothold in your industry or market? How much would it cost, and how tightly is your sector regulated?”. Available from: https://www.mindtools.com/pages/article/newTMC_08.htm [Accessed on 19th February 2018]. ] 

Overall the attractiveness of the industry is high in terms of the profits the big corporations like Coca-Cola and PepsiCo, however other companies are unlikely to want to enter the market as it would be too hard to establish themselves in an already saturated market.
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