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 INTRODUCTION At the core of the beverage industry is the carbonated soft-drink category. The dominant players in this area (Coca Cola and Pepsi,) own virtually all of the market’s most widely distributed and best-known brands. They are dominant in world markets as well. These companies’ products occupy large portions of any supermarket’s shelf space, often covering more territory than real food categories like dairy products, meat, or produce. As with many mature retail industries, the beverage giants have a problem – growth in the sales of their flagship carbonated products are at a near standstill in the key U.S. market, with 1% growth or less. After years of rapid IBS | HYDERABAD
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 growth, it seems that the average American can’t drink any more flavored, fizzy soda water. To remedy that, these three companies are rapidly expanding both globally as they enter and promote new markets for existing products and locally, as they add products from adjacent beverage categories in the supermarket, in categories that are still expanding. We'll talk about these areas in a later posting. The prototype of all marketing and branding struggles, the “Cola Wars” keep expanding. The Pepsi and Coca Cola keep rolling out the big guns: dueling pop stars, and new branded products in the form of “Vanilla Coke” and “Pepsi Blue.” . They are fighting on the TV, in the fast-food restaurants, and in the supermarkets; they are also dueling in the schools. One of the biggest pushes of the last few years has been convincing school districts, universities, and other institutions to go all-Coke or all-Pepsi, in return for a (small) cut of the gross sales. Selling costly sugared water and building an increasing demand for it, even in Third World countries, involves marketing in its purest form, unsullied by any preexisting need or local tradition. Markets in Eastern Europe, China, India, and Mexico, among others, are expanding fast, and both Coke and Pepsi are finding local partners (bottlers) in these countries to keep extending their reach. And while the American market may be mature, there’s still an opportunity worldwide to replace hot beverages like coffee and tea that require some preparation with these cold, iconic ready-to-drink brands. All this worldwide activity can’t disguise an unpleasant core reality for the vendors: U.S. carbonated soft drink sales increased only 0.5% in the year 2002. Although total sales for the industry was up slightly, per capita consumption was down for the third year in a row In other words, domestic soft drink growth is not keeping pace with population growth.
 
 Overall soda market In fact, Coke and Pepsi have a third major rival on the bottled soft drink shelves, namely Cadbury-Schweppes. The big three carbonated beverage makers now exist in a stable oligopoly that changes only by small IBS | HYDERABAD
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 increments and which controls over 90% of the market. Over the years, Cadbury-Schweppes (the result of a merger between a British candy company and a British beverage company) has improved its position by acquiring key brands in the US, namely Dr. Pepper and SevenUp, along with A & W and Canada Dry. In past decades, the carbonated beverage section had been the beneficiary of an amazing record of growth, where consumption has more than doubled over the past 25 years. Americans consume twice as much soda as they did 25 years ago, up from 22 gallons per person per year to over 56. In 2000, these two companies had almost exactly the same share of the global market they had in 1999, namely: Company Coca Cola Pepsi
 
 Brands
 
 Market Share 44.1%
 
 Coke, Sprite, Barq, Fanta, Mello Yello, etc.
 
 31.4%
 
 Pepsi, Mountain Dew, Mug, Slice, etc.
 
 While individual flavors go up and down, the relative market share of the big three changes at a glacial rate. The next biggest North American soda company, the Canadian-based Cott Beverage company, had only a little over 3% of the market, and that company specializes in supplying private label soda to supermarkets and other chains. In 2001, however, Cadbury acquired moribund RC Cola, giving it a cola drink to battle against the big guys. This gave the company more shelf position and immediately gave the RC Cola brand, long a distant also-ran with weak marketing muscles, more sales and market presence. Pepsi gave itself a small boost because of the popularity of newly introduced Mountain Dew Code Red, a hyper-caffeinated soda. Coke’s numbers declined slightly. The market share figures in 2008: Compa ny Coca IBS | HYDERABAD
 
 Percentage 43.1%
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 Cola 31.2% PepsiCo It’s pretty indicative of this mature market that the only major move in market share comes through a takeover. Moreover, the takeover targets that are left are so small that the biggest remaining brand doesn’t make more than 1% difference in total volume.
 
 IBS | HYDERABAD
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 LITERATURE REVIEW Porter's five forces analysis is a framework for the industry analysis and business strategy development developed by Michael E. Porter of Harvard Business School in 1979. It uses concepts developed in Industrial Organization (IO) economics to derive five forces which determine the competitive intensity and therefore attractiveness of a market. Attractiveness in this context refers to the overall industry profitability. An "unattractive" industry is one where the combination of forces acts to drive down overall profitability. A very unattractive industry would be one approaching "pure competition".
 
 Porter’s Five Forces Game theory is a branch of applied mathematics that is used in the social sciences, most notably in economics, as well as in biology, engineering, political science, international relations, computer science, and philosophy. Game theory attempts to mathematically capture behavior in strategic situations, in which an individual's success in making choices depends on the choices of others. While initially developed to analyze competitions in which one individual does better at another's expense (zero sum games), it has been expanded to treat a wide class of interactions, which are classified according to several criteria. Today, "game theory is a sort of umbrella or IBS | HYDERABAD
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 'unified field' theory for the rational side of social science, where 'social' is interpreted broadly, to include human as well as non-human players (computers, animals, plants)"
 
 IBS | HYDERABAD
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 THE CARBONATED DRINKS INDUSTRY IN INDIA; A PERSPECTIVE The Rs.17000 crore market of carbonated drinks industry in India looked really bad just after the “Pesticide” controversy few years back. But some cool promotions and quick reactions by cola companies have handled the crisis satisfactorily. The controversy has thought the industry few lesson or so and in the process consumer and the economy also benefited. “Colas, contributing more than 50 per cent to fizzy drink sales, saw a huge slide after the pesticide controversy, but are believed to be making a come back. Thanks to increased advertisement spends which is over 20 per cent higher than last year. Nevertheless, the battle between two cola giants, Coke & Pepsi, did not go any slow. Rather it has become fiercer. They are now fighting each other even at the local level. That too the trend is as old as start of this millennium. “All’s fair, as usual, in a cola war, even a slugfest between two real-life brothers! Always thriving on ambush marketing activities, the two cola giants Coca-Cola India and PepsiCo have now gone to the extent of putting up two real-life brothers (who also happen to be celebrities) against each other with the strategic aim to gain rapid market share in one of the country’s largest carbonated soft drinks (CSD) market: Andhra Pradesh (AP).In the latest move, the brothers who are also Telugu cine stars—Chiranjeevi and Pavan Kalyan—have been pitched against each other by their respective sponsors Coke and Pepsi using a peculiar below-the-belt technique. The present scenario of the carbonated drinks market is behaving the way it has all to do with a duopoly situation as there are two competitors, normally of roughly equal size. Although in every place they have local IBS | HYDERABAD
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 competitors and there is a huge unorganized flavored water market. Yet again, packaged water is also a competitor to the cola brands and in this category neither of the two cola companies are market leaders. However, as far as the carbonated drinks are concerned there are only two brands, Coke and Pepsi. Therefore, we can safely say that this condition does qualify to be a near duopoly situation and thus there is such intense competition. Unless, the two parties in a duopoly collaborate with each other, which is certainly not the case in the cola market worldwide or in India, this battle is not going to slow down even a bit! Rather, it would grow stronger with every passing day.
 
 MARKET SHARE: Thanks to Thums Up, Sprite, Limca and Fanta, Coca-Cola India has a huge lead over rival PepsiCo across all categories of drinks-colas, orange, clear lime and cloudy lemon. While Coca-Cola India’s consolidated share of carbonated soft drinks is 57.8%, PepsiCo follows at a distant second with 35.6% share. Though an apple-to-apple comparison between both rivals may not be fair in the cola segment because Coca-Cola has two brands against PepsiCo’s one, Coca-Cola overshadows its rival across all other carbonated soft drink (CSD) segments. Brand Pepsi with 13.1% market share is the only brand in the PepsiCo portfolio to cross the 10% market mark. In contrast, four Coca-Cola brands have market shares of over 10%. After Thums Up, Coca-Cola’s second biggest brand is the clear lime Sprite with a 12.2% share, followed by cloudy lemon drink Limca at 10.9% and orange-flavoured Fanta at 10%. Two
 
 PRICE COMPARISON:
 
 IBS | HYDERABAD
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 Size/Ty Pepsi(Rs.) In a duopoly like situation, as far as pe cola industry in India is concerned, it can be said that it is foolish to cut 200 ml 8 prices unless, one of the two parties has a much lower cost base. But that Can 15 is not the case in India. In fact, both the companies, Coke and Pepsi, invest 300 ml 12 heavily in advertising and in distribution through their franchise as 600 ml 20 well as their own systems. However, a great deal of attention is paid by both 1.5 l 35 companies to cost, particularly in the development of a tightly effective 2l 55 supply chain system in which economies are squeezed out and, Diet 25 wherever possible both overheads and working capital are controlled. Therefore, it is extremely difficult to for both the parties to play with the prices. Rather, it is counter-productive exercise, as when prices are reduced in a particular area by one of the cola brands, the second must follow. However, there have been some instances of price reduction but the recent trends show consistent increases as the price of a 300 ml bottle of cola increased from Rs. 10 to Rs. 12. The prices still remain extremely competitive and almost the same.
 
 IBS | HYDERABAD
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 WHAT MAKES IT AN OLIGOPOLY Soft drink industry is very profitable, more so for the concentrate producers than the bottler’s. This is surprising considering the fact that product sold is a commodity which can even be produced easily. There are several reasons for this, using the five forces analysis we can clearly demonstrate how each force contributes the profitability of the industry. 1.
 
 Barriers to Entry:
 
 The several factors that make it very difficult for the competition to enter the soft drink market include: •
 
 Bottling Network: Both Coke and PepsiCo have franchisee agreements with their existing bottler’s who have rights in a certain geographic area in perpetuity. These agreements prohibit bottler’s from taking on new competing brands for similar products. Also with the recent consolidation among the bottler’s and the backward integration with both Coke and Pepsi buying significant percent of bottling companies, it is very difficult for a firm entering to find bottler’s willing to distribute their product. The other approach to try and build their bottling plants would be very capital-intensive effort with new efficient plant capital requirements in 1998 being $75 million.
 
 •
 
 Advertising Spend: The advertising and marketing spend (Case Exhibit 5 & 6) in the industry is in 2000 was around $ 2.6 billion (0.40 per case * 6.6 billion cases) mainly by Coke, Pepsi and their bottler’s. The average advertisement spending per point of market share in 2000 was 8.3 million (Exhibit 2). This makes it extremely difficult for an entrant to compete with the incumbents and gain any visibility.
 
 •
 
 Brand Image / Loyalty: Coke and Pepsi have a long history of heavy advertising and this has earned them huge amount of brand equity and loyal customer’s all over the world. This makes it virtually impossible for a new entrant to match this scale in this market place.
 
 •
 
 Retailer Shelf Space (Retail Distribution): Retailers enjoy significant margins of 15-20% on these soft drinks for the shelf space they offer. These margins are quite significant for their bottom-line. This makes it tough for the new entrants to convince retailers to carry/substitute their new products for Coke and Pepsi.
 
 •
 
 Fear of Retaliation: To enter into a market with entrenched rival behemoths like Pepsi and Coke is not easy as it could lead to price wars which affect the new comer. IBS | HYDERABAD
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 Suppliers Bargaining Power :
 
 Commodity Ingredients: Most of the raw materials needed to produce concentrate are basic commodities like Color, flavor, caffeine or additives, sugar, packaging. Essentially these are basic commodities. The producers of these products have no power over the pricing hence the suppliers in this industry are weak. 1.
 
 Buyers Bargaining Power:
 
 The major channels for the Soft Drink industry are food stores, Fast food fountain, vending, convenience stores and others in the order of market share. The profitability in each of these segments clearly illustrate the buyer power and how different buyers pay different prices based on their power to negotiate. •
 
 Food Stores: These buyers in this segment are some what consolidated with several chain stores and few local supermarkets, since they offer premium shelf space they command lower prices, the net operating profit before tax (NOPBT) for concentrate producer’s in this segment is $0.23/case
 
 •
 
 Convenience Stores: This segment of buyer’s is extremely fragmented and hence have to pay higher prices, NOPBT here is $0.69 /case.
 
 •
 
 Fountain: This segment of buyer’s are the least profitable because of their large amount of purchases hey make, It allows them to have freedom to negotiate. Coke and Pepsi primarily consider this segment “Paid Sampling” with low margins. NOPBT in this segment is $0.09 /case.
 
 •
 
 Vending: This channel serves the customer’s directly with absolutely no power with the buyer, hence NOPBT of $0.97/case. Substitutes: Large numbers of substitutes like water, beer, coffee, juices etc are available to the end consumers but this countered by concentrate providers by huge advertising, brand equity, and making their product easily available for consumers, which most substitutes cannot match. Also soft drink companies diversify business by offering substitutes themselves to shield themselves from competition. Rivalry: The Concentrate Producer industry can be classified as a Duopoly with Pepsi and Coke as the firms competing. The market share of the rest of the competition is too small to cause any upheaval of pricing or industry structure. Pepsi and Coke mainly over the years competed on IBS | HYDERABAD
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 differentiation and advertising rather than on pricing except for a period in the 1990’s. This prevented a huge dent in profits. Pricing wars are however a feature in their international expansion strategies. 1.
 
 Economics of Bottling vs. Concentrate Business
 
 Concentrate business is highly profitable compared to the bottling business. The reasons for this are: •
 
 Higher number of bottler’s when compared to the concentrate producer’s which fosters competition and reduces margins in the bottling business
 
 •
 
 Huge capital costs to set up an efficient plant for the bottlers while the capital costs in concentrate business are minimal
 
 •
 
 Costs for distribution and production account for around 65% of sales for bottler’s while in the concentrate business its around 17%
 
 •
 
 Most of the brand equity created in the business remains with concentrate producer’s Possible Reasons for Vertical Integration:
 
 •
 
 With the decrease in the number of bottler’s from 2000 in 1970 to less than 300 in 2000, the concentrate producers were concerned about the bottler’s clout and started acquiring stakes in the bottling business.
 
 •
 
 They could offer attractive packaging to the end consumer.
 
 •
 
 To preempt new competition from entering business if they control the bottling. 1.
 
 Effect of competition between Coke and Pepsi on industry profits:
 
 During the 1960’s and 70’s Coke and Pepsi concentrated on a differentiation and advertising strategy. The “Pepsi Challenge” in 1974 was a prime example of this strategy where blind taste tests were hosted by Pepsi in order to differentiate itself as a better tasting product from Coke. However during the early 1990’s bottler’s of Coke and Pepsi employed low priced strategies in the supermarket channel in order to compete with store brands, This had a negative effect on the profitability of the bottlers. Net IBS | HYDERABAD
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 profit as a percentage of sales for bottlers during this period was in the low single digits (-2.1-2.9% Exhibit 4) Pepsi and Coke were however able to maintain the profitability through sustained growth in Frito Lay and International sales respectively. The bottling companies however in the late 90’s decided to abandon the price war, which was not doing industry any good by raising the prices. Coke was more successful internationally compared to Pepsi due to its early lead as Pepsi had failed to concentrate on its international business after the world war and prior to the 70’s. Pepsi however sought to correct this mistake by entering emerging markets where it was not at a competitive disadvantage with respect to Coke as it failed to make any heady way in the European market.
 
 IBS | HYDERABAD
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 DUOPOLY A true duopoly is a specific type of oligopoly where only two producers exist in one market. In reality, this definition is generally used where only two firms have dominant control over a market. In the field of industrial organization, it is the most commonly studied form of oligopoly due to its simplicity. As seen above Coca Cola and Pepsi fit perfectly in such a model as they are the two major players in the beverage market covering 75% of the market jointly. Since these two firms don’t collude and compete on the amount of output they will produce, which they decide on independently of each other and at the same time; their pricing output behavior can be determined by using the Cournot Competition framework.
 
 The beverage market worldwide has the following features that make it consistent with Cournot Competition: •
 
 There is more than one firm[ i.e. Coca Cola and Pepsi] and all firms produce a homogeneous product
 
 •
 
 Firms do not cooperate, i.e. there is no collusion;
 
 •
 
 Firms have market power, i.e. each firm's output decision affects the good's price;
 
 •
 
 The number of firms is fixed;
 
 •
 
 Firms compete in quantities, and choose quantities simultaneously;
 
 •
 
 The firms are economically rational and act strategically, usually seeking to maximize profit given their competitors' decisions.
 
 IBS | HYDERABAD
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 COURNOT COMPETITION Returning to a world without price discrimination, we can now consider what happens in a market with two producers (i.e., a duopoly). The situation we will consider is the following: Coke and Pepsi are engaged in monopolistic competition in the diet soft drink industry. Both firms have costs C(q) = 5q, where q is measured in millions of gallons of syrup. Coke can set any price pC for each gallon of its syrup, and Pepsi can similarly choose pP , but both are constrained by their customers’ demand curves. Since the two products are substitutes, their demand curves are interrelated, as indicated by the inverse demand curves pC = 20 − 2qC − qP pP = 20 − 2qP − qC. These inverse demand curves indicate that the maximum price that Coke can charge is strongly influenced by the amount of Diet Coke it produces, and less strongly influenced by the amount of Diet Pepsi that Pepsi produces. The same is true for Pepsi: the more Diet Pepsi they produce, the less they can charge; and the more Diet Coke Coke produces, the less Pepsi can charge. Each company wants to maximize profits subject to the constraints of their respective demand curves. As in the monopoly situation above, we can substitute for the per-gallon prices pC and pP from the inverse demand curves to get the following objective functions and choice variables: Coke wants to choose qC to maximize π C = pC(qC, qP ) · qC − C(qC). Pepsi wants to choose qP to maximize π P = pP (qC, qP ) · qP − C(qP ). These objective functions simplify as: IBS | HYDERABAD
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 π C = (20 − 2qC − qP ) · qC − 5qC = (15 − qP )qC − 2q2 π P = (20 − 2qP − qC) · qP − 5qP = (15 − qC)qP − 2q2
 
 Cournot competition: the two firms simultaneously choose quantities qC and qP , the prices follow from the inverse demand curves, and profits are determined accordingly. In this case there is no joint profit maximization. Instead, Coke chooses its quantity qC to maximize its profits, π C = (20 − 2qC − qP ) · qC − 5qC = (15 − qP )qC − 2q2c and Pepsi chooses its quantity qP to maximize its profits, π P = (20 − 2qP − qC) · qP − 5qP = (15 − qC)qP − 2q2p The necessary first-order condition (NFOC) for an interior maximum to Coke’s problem is that the derivative with respect to its choice variable must be zero, i.e. d π C/dqC = 0 → 15 − qP − 4qC = 0 → qC = 3.75 − .25qP . This is the best response function for Coke. If Pepsi produces qP , then Coke’s profit-maximizing choice of qC is qC = 3.75 − .25qP : if Pepsi produces qP = 2 then Coke’s best response is qC = 3.25; if Pepsi produces qP = 4 then Coke’s best response is qC = 2.75; if Pepsi produces qP = 8 then Coke’s best response is qC = 1.75; and if Pepsi produces qP = 16 then Coke’s best response is qC = −.25, suggesting that we have a corner solution of qC = 0. (If Pepsi produces qP = 16 then Coke’s inverse demand curve shows that Coke cannot charge a price higher than 4, in which case it cannot cover its production costs and should therefore produce 0.)
 
 IBS | HYDERABAD
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 Similarly, the necessary first-order condition (NFOC) for an interior maximum to Pepsi’s problem is that the derivative with respect to its choice variable must be zero, i.e. d π P/dqP = 0 → 15 − qC − 4qP = 0 → qP = 3.75 − .25qC. This is the best response function for Pepsi. If Coke produces qC, then Pepsi’s profit-maximizing choice of qP is qP = 3.75 − .25qC. The Cournot solution to this game is to find mutual best responses, i.e., a Nash equilibrium solution. (Since Cournot solved this problem before Nash was born, it doesn’t seem fair to call it the Nash equilibrium solution; it is, however, sometimes called the Nash-Cournot solution.) To find the Cournot solution we simultaneously solve our two best response functions, qC = 3.75−.25qP and qP = 3.75−.25qC. We can do this by plugging qC into the second function and solving: qP = 3.75−.25(3.75−.25qP ) → 4qP = 15−(3.75−.25qP ) → 3.75qP = 11.25 This simplifies to qP = 3; plugging into Coke’s best response function we get qC = 3. So the outputs qC = 3 and qP = 3 are mutual best responses: if Coke produces 3 million gallons of Diet Coke, Pepsi’s best response (i.e., its profit- maximizing choice) is to produce 3 million gallons of Diet Pepsi. And if Pepsi produces 3 million gallons of Diet Pepsi, Coke’s best response is to produce 3 million gallons of Diet Coke. We have therefore found the Cournot solution to this game: qC = qP = 3. We can now plug this answer into the various profit functions to get π C = (15 − qP )qC − 2q2= 18 And π P = (15 − qC)qP − 2q2= 18. We can also solve for their respective prices from the inverse demand curves to get : pC = pP = 11. IBS | HYDERABAD
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 Reaction Curve
 
 Quantity Coke
 
 3
 
 0 Quantity
 
 Pepsi
 
 3
 
 STRATAGIES TO MAXIMIXSE PROFIT Collusion of Pepsi and Coca Cola: In the collusive situation the companies work together to maximize their joint profits. In other words, we imagine a situation in which we assume that these two companies and start fixing their price and output mutually. Taking the equations to describe Cournot Competition the owners have two choice variables (qC and qP ) and choose them to maximize joint profits, p C + p P = (15 – qP )qC – 2q2C + (15 – qC)qP – 2q2P
 
 IBS | HYDERABAD
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 Our necessary first-order condition (NFOC) for an interior maximum is that the partial derivatives with respect to the choice variables must all equal zero, so we must have and
 
 d(π C + π P )/dqC = 0 → 15 – qP – 4qC – qP = 0 → 4qC = 15 – 2qP
 
 d(π C + π P )/dqP = 0 → −qC + 15 – qC – 4qP = 0 → 4qP = 15 – 2qC. We now have a system of two simultaneous equations (4qC = 15 – 2qP and 4qP = 15 – 2qC) in two unknown (qC and qP ). We can solve these, e.g., by solving the first equation for qC and plugging into the second: 4qP = 15 – 2qC → 4qP = 15 – 2(15 – 2qP/4) → 8qP = 30 – 15 + 2qP .
 
 This simplifies to qP = 2.5, and we can plug this back in to either of our NFOCs to get qC = 2.5. So the output choices that maximize joint profits are qC = qP = 2.5, and we can plug these numbers into the joint profit function to get π C + π P = (15 – qP )qC – 2q2C + (15 – qC)qP – 2q2P = 37.5. So if the two firms collude then they will each produce 2.5 million gallons of syrup and will have a combined profit of $37.5 million. We can also use the inverse demand curves to find the prices they will charge, e.g., pC = 20−2qC –qP = 12.5 and pP = 20−2qP –qC = 12.5; so each firm will charge $12.50 for each gallon of syrup. To check our answers, we can recalculate profits (hopefully yielding 37.5) using π C + π P = pC · qC – 2q2C + pP · qP – 2q2P . How does this compare with the Cournot’s outcome? Well, cooperating yields joint profits of $37.5 million; under Cournot competition, the joint profits are only $18 + $18 = $36 million. So the firms could do better by cooperating, meaning that firms would be likely to collude (e.g., by fixing prices) if it weren’t illegal and if it were easy for them to communicate and write enforceable contracts.
 
 IBS | HYDERABAD
 
 25
 
 The Cola Wars
 
 The effect of collusion can also be demonstrated using the GAME THEORY. The analysis has been presented below:
 
 GAME THEORY Game theory is a branch of applied mathematics that is used in the social sciences, most notably in economics, as well as in biology, engineering, political science, international relations, computer science, and philosophy. Game theory attempts to mathematically capture behavior in strategic situations, in which an individual's success in making choices depends on the choices of others. While initially developed to analyze competitions in which one individual does better at another's expense (zero sum games), it has been expanded to treat a wide class of interactions, which are classified according to several criteria. The strategic behavior here is the price and output decisions by Coca Cola and Pepsi. In reality they anticipated each others behavior and act accordingly. The result is that their price remains competitive and almost the same. Through the game theory we will show that colluding before determining the output will lead to maximization of the joint profits of the two firms. To start the situation is fitted in a pay off matrix: Pepsi’s Pricing 11
 
 Coca Cola’s Pricing 11
 
 Profit
 
 Profit
 
 18,18
 
 12,25
 
 25,12
 
 37.5(joint)
 
 12.5 IBS | HYDERABAD
 
 12.5
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 Here in the Prisoner’s Dilemma it can be seen that the firms can maximize their joint profit by fixing a higher price i.e. $ 12.5. Dominant Strategy: A strategy is dominant if, regardless of what any other players do, the strategy earns a player a larger payoff than any other. Hence, a strategy is dominant if it is always better than any other strategy, for any profile of other players' actions. Depending on whether "better" is defined with weak or strict inequalities, the strategy is termed strictly dominant or weakly dominant. If one strategy is dominant, then all others are dominated. For example, in the prisoner's dilemma, each player has a dominant strategy. The firms here are in a dilemma whether to raise the prices or not given their competitors’ behavior. Firms know that any price decrease is matched unlike any price increase. In this case a firm having a higher price loses on both market share and revenue. Thus, the firms choose not to raise the price and compete on a single price. It becomes a dominant strategy in such a case. But as we can see the firms can earn a greater joint profit ($37.5) if they set a higher price for both of their products i.e. $ 12.5. This is possible only if they collude and increase their prices simultaneously.
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 CONCLUSION Can Coke and Pepsi sustain their profits in the wake of flattening demand and growing popularity of noncarbonated drinks? Yes Coke can Pepsi can sustain their profits in the industry because of the following reasons: •
 
 The industry structure for several decades has been kept intact with no new threats from new competition and no major changes appear on the radar line
 
 •
 
 This industry does not have a great deal of threat from disruptive forces in technology.
 
 •
 
 Coke and Pepsi have been in the business long enough to accumulate great amount of brand equity which can sustain them for a long time and allow them to use the brand equity when they diversify their business more easily by leveraging the brand.
 
 •
 
 Globalization has provided a boost to the people from the emerging economies to move up the economic ladder. This opens up huge opportunity for these firms
 
 •
 
 Per capita consumption in the emerging economies is very small compared to the US market so there is huge potential for growth.
 
 •
 
 Coke and Pepsi can diversify into non–carbonated drinks to counter the flattening demand in the carbonated drinks. This will provide diversification options and provide an opportunity to grow.
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 Impact of globalization on Industry structure:
 
 Globalization provides Coke and Pepsi with both unique challenges as well as opportunities at the same time. To certain extent globalization has changed the industry structure because of the following factors. •
 
 Rivalry Intensity: Coke has been more dominant (53% of market share in 1999). in the international market compared to Pepsi (21% of market share in 1999) This can be attributed to the fact that it took advantage of Pepsi entering the markets late and has set up its bottler’s and distribution networks especially in developed markets. This has put Pepsi at a significant disadvantage compared to the US Market.
 
 Pepsi is however trying to counter this by competing more aggressively in the emerging economies where the dominance of Coke is not as pronounced, With the growth in emerging markets significantly expected to exceed the developed markets the rivalry internationally is going to be more pronounced. •
 
 Barriers to Entry: Barriers to entry are not as strong in emerging markets and it will be more challenging to Coke and Pepsi, where they would have to deal with regulatory challenges, cultural and any existing competition who have their distribution networks already setup. The will lack the clout that have with the bottler’s in the US.
 
 •
 
 Suppliers: Since the raw material’s are commodities there should be no problems on this front this is not any different
 
 •
 
 Customers: Internationally retailers and fountain sales are going to be weaker as they are not consolidated, like in the US Market. This will provide Coke and Pepsi more clout and pricing power with the buyers
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 Substitutes: Since many of the markets are culturally very different and vast numbers of substitutes are available, added to the fact that carbonated products are not the first choices to quench thirst in these cultures present additional significant challenges.
 
 The consumption is very low in the emerging markets is miniscule compared to the US market. A lot more money would have to be spent on advertising to get people used the carbonated drinks
 
 BIBLIOGRAPHY AND REFERENCES     
 
 http://www.smallparty.org/ http://en.wikipedia.org/wiki/Cournot_competition http://goutham.wordpress.com/ http://www.allbusiness.com/ http://www.scribd.com
 
 IBS | HYDERABAD
 
 30
 
 The Cola Wars
 
 
 
 ANNEXURE: COCA COLA V/S PEPSI
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