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Introduction

Five competitive forces influence the state of actual and potential competition within any industry, then consequently the ability of firms within that industry to earn a profit.

The management theorist, Porter, argues that a firm must adopt a strategy that combats these forces better than its rivals’ strategies if it is to enhance shareholder value.

If some of these forces are weak, it is easier to be profitable.

The threat of new entrants
A new entrant into an industry will bring extra capacity and more competition. The strength of this threat is likely to vary from industry to industry, depending on the strength of the barriers to entry, and the likely response of existing competitors to the new entrant. The emergence of new competitors can be easily monitored.

Existing firms in an industry, such as E, may have built up a good brand image and strong customer loyalty over a long period of time. A few firms may promote a large number of brands to crowd out the competition, especially in cosmetics market. Perhaps for this reason, it could be concluded that this particular competitive force is a low risk, but the situation should be monitored.

The threat of substitute products
A substitute product is a good/service which satisfies the same customer needs. There are many companies producing cosmetics, and they invest heavily in research and development. E’s own spend on research and development is a likely indication of the activity of competitors of a similar size in producing substitute products, such as the use of different ingredients (as in the case of the Body Shop, promoting ethical products) or the possible promotion of a cosmetic-free way of life by other industries. This could be more of a threat than is currently being recognized.
The bargaining power of customers
Customers want better quality products and services at a lower price. Satisfying this might force down the profitability of suppliers in the industry. Just how strong the position of customers is dependent on several factors.
How much the customer buys, and the relative importance of each customer in each market served (possibly segmented by location), can be easily measured by analysis of sales and profit per product.
There is more to consider than product profitability. Customers have a wide choice available to them, and their tastes and fashions will change all the time. This range of choice means the power of customers is a very important one for E’s competitiveness.
Variations in customer taste and attitude can be measured using marketing research. Product quality will be an important consideration and measurement, and its careful control may lead to E to conclude that investment in product quality will help to grow sales.
The bargaining power of suppliers

Suppliers can sometimes exert pressure for higher prices. If E had just one or two dominant suppliers, able to charge high prices, simple cost analysis will make this clear. However, it is more likely that E is being served by a multitude of suppliers. The range of prices charged by different suppliers can be compared to assess whether E is at the mercy of its suppliers or if it is able to negotiate better terms to ensure consistency and quality of supply.
If some suppliers also supply E’s competitors, and do not rely heavily on E for the majority of their scales, this will indicate a relative strength. However, the size of E is likely to mean that this competitive force is of less significance. It is more likely to be able to dictate to suppliers what it wants and when it wants it.
The rivalry amongst current competitors in the industry
It is clear that the intensity of competitive rivalry within an industry will affect the profitability of the industry as a whole. This is an important force for E. Competitive actions to influence customer opinion and increase market share can be tracked and might take the form of price competition, advertising battles, sales promotion campaigns, introducing new products for the market, improving after sales service or providing guarantees or warranties.

All of these marketing activities can be measured in terms of cost and perceived benefit (although the relationship between initiatives such as advertising campaigns and subsequent sales levels may be difficult to pin down).

E could employ market share analysts to assess whether its cosmetic products are holding their position against competitors, or if new and attractive competitor products can come to the market quickly and establish competitive advantage over E. Products can be assessed using the BCG matrix.
Conclusion

This brief analysis shows that the intensity of competitive rivalry is the most potent force affecting the profitability of E. While it is not strictly necessary to rank the forces in order of influence, it could be concluded that the buying power of customers is also strong (particularly in a fashion-driven industry) and allied to this is the threat from substitute products, which is likely to be stronger than is currently being allowed. Because of E’s size, the power of suppliers and the threat of new entrants could rightly be interpreted as lesser threats.
This analysis supports the Marketing Director’s judgement on the impact of four out of the five forces, with the exception being substitute products.

However, it should be noted that Porter’s five forces model has come in for criticism. Perhaps most importantly, it overemphasizes the importance of the wider environment and therefore ignores the significance of the individual advantages held by E with regard to resources, capabilities and competence.

Answer 2
(a)
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The product life cycle breaks the life of a product down into five phases; development, introduction, growth, maturity and decline. A balanced portfolio of products is one that has products in all stages of the life cycle, and overall generates sufficient profit and cash to meet the organisation’s objectives. This means that, as one product enters decline, another is emerging from growth to replace it.
For 3C, the current product portfolio is as follows:

Development – 240 drugs

Introduction/early growth – Beta

Early maturity – Epsilon

Late maturity – Alpha
The product portfolio of 3C appears, at first sight, to be fairly well balanced. In order to make a definitive judgement, it would be necessary to have further information about the likely success rate of development projects and the relative sales and profit/cash profiles of Beta, Epsilon and Alpha.
(b)

Investment options

The three investments can be evaluated as follows:

Alpha – Investing in Alpha2 will allow 3C to reposition Alpha to the early maturity stage of the product life cycle. As the new product has completed clinical trials, this investment is likely to be low risk. This will have a positive effect on the product portfolio, as it will allow Alpha to continue to generate significant cash flows for a further five years, unless a superior rival product is launched. However, the imminent (逼近的; 即將發生的) launch of generic copies of the original Alpha may threaten this drug’s market leading position.
Beta – An investment in marketing for Beta should lead to sales growth and therefore take the product from the introduction stage to early maturity. However, there are two major risks. Firstly, the marketing programme may not succeed, and sales revenues may not be significant enough to pay back the investment. Secondly, any investment may be wasted if a rival product is subsequently launched.
Gamma – This drug represents the highest risk investment. Even with the investment, there is no certainty that Gamma will successfully complete its final stage of clinical trials, and reach product launch. However, the returns from any breakthrough drug are likely to be very significant. 3C may also consider the relationship between Gamma and Beta – if Beta is not successful, the portfolio will lack an introduction stage product, thus making an investment in Gamma more important.
(c)

Social Responsibility

One of the fundamental principles of business is that organisations exist to provide a satisfactory return for their owners at an acceptable level of risk. If this view is taken of the investment decision in 3C, the directors should assess the risk/return characteristics of each of the investments, in the context of the product portfolio, and choose the investment that is most likely to add value to the organisation.
However, it has become increasingly important to consider how companies manage their processes to have an overall positive impact on society. As a drug company, 3C has a product portfolio that directly impacts on the daily lives of individuals and communities. While Epsilon and Beta are fairly specialised drugs, their impact on the respective patient groups is likely to be life-saving, so the social impact of them is still significant. As a general painkiller, Alpha is likely to have a relatively minor impact on a very large number of lives.
The most significant social responsibility issues arise in relation to Gamma. HIV is a very high profile condition, which affects many millions of individuals and whole communities. The directors of 3C, in evaluating the investment in Gamma, should carry out a full cost-benefit analysis that takes into account the ‘external’ impact of the drug on society.
This is the case, not only in deciding whether to invest, but also deciding on pricing. While the potential for profit from Gamma is huge, the directors should also recognise that a drug like Gamma should ideally be priced at a level that makes it affordable to those most in need. From the purely commercial perspective, launching Gamma at a lower price should allow a higher sales volume, and also result in favourable publicity for 3C.
The directors should attempt, in their decision making, to take into account both the commercial factors and their wider responsibility.
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