Global Business Environment - Porter's Five Forces Analysis
 
This essay will analyse Cadbury using the Porter's five forces (1980) theory.  Cadbury is a manufacturer of chocolate bars and drinks.  It is one of the biggest chocolate production companies and is continually evolving within the market (Cadbury, 2017). Porter's five forces (1980) clarifies the structure and evaluates the competitive nature of the industry (Porter, 2008).  See Figure 1. 
 
"Awareness of the five forces can help a company understand the structure of its industry and stake out a position that is more profitable and less vulnerable to attack" (Porter, 2008, p.25).   
 
Figure 1. 
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(Morrison, 2011, p.161) 
 
The first force is the threat of new entry, an example being new companies opening up in a market.  New entry is limited by economies of scale; producing chocolate is difficult due to the high fixed costs for items like machinery and rent.  There is experience needed to produce chocolate as it takes time to perfect, which inhibits new entrants to the market.  Although the supply and distribution channels are large for buying the main ingredients such as cocoa beans, gaining access is hard. For bigger companies the access is easier to other countries and they have the advantage of buying in bulk.  However, for new startups gaining access is more of a drain on resources.  In order to penetrate the market for producing chocolate the costs are high for raw materials, factory and office expenses.  With chocolate production there are laws in place such as specific ingredients to be used with differing types of chocolates.  Licensing is another contributor, which can create a barrier to new entrants in the market.  
 
The second force is buyer power; this is the customers' power over the business, for example the ability to drive prices down (Porter, 1979).  The bargaining power of buyers is influenced by different factors. One such factor is having concentrated buyers, an example of this would be that Cadbury have a few large customers they sell to such as Tesco, Sainsburys and Spar. This shows their buyers are concentrated. Another factor would be if the buyer had low switching costs, for example switching brands from Cadbury to Galaxy or own branded items like Tesco value. 
 
The third force is the threat of substitution.  As seen in Morrison (2011) the more competitors in a market means there is a greater chance of substitution.  This threat would mainly occur from price to performance ratios or from the substitute having more benefits. An example would be Cadbury competitively matches other chocolate brands, however there is an assured quality with the product through being produced by a big brand. Benefits over competitors could be deals such as buy one get one free or having a differentiation with your product such as a new flavour or design. There is a high substitution risk, as a result of the large amounts of brands within the market.   
 
The fourth force is supplier power.  If suppliers are limited then they will have supplier power and can often influence the profitability of a company.  One of Cadbury's main suppliers would be Ghana's cocoa farms in west Africa (Cadbury, n.d).  These suppliers are not concentrated as there are many cocoa bean farms.  If suppliers provide a specialist input then they can also gain power over the company as they rely on the supplier.  If switching costs are high then this limits the choice companies have with suppliers through being too expensive to change. Within Cadbury the switching costs are not high as the cocoa beans can be obtained from many farms for similar pricing.  Suppliers can also cut out the use of companies in certain circumstances.  However, this is only relevant to certain companies, for example farmers' markets have cut out using supermarkets as an intermediary.  
 
These are all linked to the fifth force, competitive rivalry, as can be seen from the Harvard Business Review (2008).  Competition can arise if the other companies in the industry are a similar size, for example other chocolate producers such as Galaxy and Lindt. It also depends on whether or not other businesses are determined to gain leadership, which tends to be the nature of most industries.  If the market is maturing or declining then this allows for competition to either increase or decrease, depending on the nature of the market. If the market is mature other companies take advantage of that, however, if the market is declining businesses retract from the industry.  An example would the mature market for chocolate production from customer wants and demands.  This warrants an increase in competition.  A fixed cost can determine competition as if they are high then most companies would struggle to compete in the market when they are starting up.  An example being Cadbury has high fixed costs through rent of factories, costs of machinery and the factory insurance.  High exit barriers can influence competition.  For example, within the chocolate production industry, the costs of manufacturing chocolate are high.  The equipment is specialised which means the cost of exiting would be a potential barrier.  Low differentiation within the market allows competition through having a unique selling point. For example, Cadbury has chocolate bars with many different flavourings providing a different product for customers. 

Competition within the market is high due to the nature of the market itself. Through the other brands being of equal size and the low differentiation this means there is a strong competition.  A result of high exit barriers makes competition more intense.  With production and running costs being so expensive, possible new entrants to the market are limited.  The risk of substitutes is relevant due to other brands being equal in size and quality.  As buyers from Cadbury are typically large supermarkets they have a lot of power, so there is a potential risk that buyers could be reduced if companies do not meet their demands.  The supplier's lack bargaining power as they can be easily substituted and therefore cannot afford to lose a big client.  Overall it is evident that other brands, substitutes and buyers present a threat of competition within the market for Cadbury.  In order to maintain their success, it is imperative to evaluate the market regularly and to provide solutions to the challenges they face. 
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This essay will analyse Cadbury using the Porter's five forces (1980) theory. Cadbury is a

manufacturer of chocolate bars and drinks. It is one of the biggest chocolate production

companies and is continually evolving within the market (Cadbury, 2017). Porter's five forces

(1980) clarifies the structure and evaluates the competitive nature of the industry (Porter,

2008). See Figure 1.

“Awareness of the five forces can help a company understand the structure of its industry
and stake out 2 position that is more profitable and less vulnerable to attack" (Porter, 2008,

p.25).

Figure 1.

(Morrison, 2011, p.161)
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