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The Co-Existent Duopoly: Analysis of the Carbonated Soft Drinks Industry
The soft drink is an industry dominated by three organizations, with two of those organizations having an overwhelming share of the global market. The three companies are Dr. Pepper Snapple, Coca Cola and Pepsi are the three companies with majority market share. However, Coca Cola and Pepsi have dominated the industry since the early 20th century. It is necessary to analyze the soft drinks industry to determine the effect of competitive forces. There is significant threat of substitute product since there are a wide variety of soft drinks to choose from. Coca Cola and Pepsi do not have entirely unique flavors and customers are able to substitute their products without significant pressure. The threat of new competitors is relatively low as the two companies have established loyal customer bases with the customers unlikely to switch over to any new brands entering the market. Customers seem to prefer brand in this industry, hence the dominance of these two companies for such a lengthy period. Buyer power is low as customers are highly loyal to these two brands, empowering the companies to determine prices as suitable to their business needs. Supplier power is low as the industry is dominated by these two companies, making the suppliers at a weaker bargaining position since Coca Cola and Pepsi can change suppliers if their terms are not met. Rivalry among existing firms is high as Pepsi and Coca Cola are the dominant forces in this industry and are constantly seeking to outperform one another. Other companies such as Dr. Pepper have introduced unique flavors but no other companies have reached the massive success enjoyed by the two largest companies.
The threat of new entries is relatively low in the soft drink industry due to the dominance of Coca Cola and Pepsi. Several factors combine to drive this threat to its current low levels. The role played by the bottlers is one factor hindering new entries. Pepsi and Coca Cola have long-term franchise agreements with specific bottling companies, meaning that bottlers are not legally allowed to work with new entries into the market (Koschmann & Sheth, 2016). In addition, these two soft drink giants have purchased significant portions of major bottling companies and in some cases have bought entire bottling companies. It becomes difficult for new entries to find bottlers willing and capable to distribute their products. The role played by retail channels is another reason why new entries find it difficult to establish their products and sustain their position. Distribution channels such as supermarkets and warehouse clubs enter into agreements with Coca Cola and Pepsi where the product of one company or the other is guaranteed shelf space and visibility (Mariuzzo, Walsh & Whelan, 2003). This is a major hindrance for new entries as visibility of products is largely restricted to Coca Cola and Pepsi. Brand loyalty is another factor hindering new entries. Pepsi and Coca Cola have a massive customer base where people actively avoid purchasing any other brand than the one they are accustomed to (Koschmann & Sheth, 2016). This is supported by heavy advertising on a frequent basis by the two major companies. It makes it highly difficult for new entrants to compete with the two industry leaders. 
The concentrate business is more profitable than the bottling business in the carbonated soft drinks industry. The concentrate business records high returns, high margins and high cash generation while the bottling business experiences low returns, low margins, high debt creation and intensification of capital (Koschmann & Sheth, 2016). It requires an average of $30-50 million to build a concentrate manufacturing plant but this plant is capable of serving a whole country, including costs related to market research, product planning, recruitment and advertising (Brick, Fitzsimons, Chartrand & Fitzsimons, 2017). The cost of building a bottling plant is an average of $30 million but this plant is limited to specific products and may not serve a large region. For a typical concentrate producer, the gross profit is an average of 83 percent compared to only a 35 percent gross profit for a typical bottling company (Brick, Fitzsimons, Chartrand & Fitzsimons, 2017). Pre-tax profit figures for a concentrate producer are an average of 35 percent while for a bottler the pre-tax profit is an average of 9 percent. The cost of goods for a concentrate producer is lower than that of a bottler, whose average cost of goods sold is 65 percent of net sales. For a bottling company, concentrate takes up 33 percent and packaging takes up 50 percent of cost of goods sold (Nestle, 2015). The most significant cost for a concentrate producer is in advertising and marketing, with the costs being an average of 39 percent (Brick, Fitzsimons, Chartrand & Fitzsimons, 2017). Overall, the profit margin for concentrate producers is approximately four times higher than profit margins for bottlers. 
The concentrate business is more profitable than bottling because of the high fixed costs attached to operations for bottling companies. In the carbonated soft drinks industry, the concentrate business is dominated by the Pepsi and Coca Cola duopoly and this allows them power over suppliers and buyers. The ability of concentrate producers to influence retail prices drives profitability. On the other hand, bottlers have low bargaining power with suppliers and buyers. A strategy that has increasingly been used to improve profitability for bottlers is the reduction of bottling manufacturers in order to expand market share for the remaining companies, with the purpose of improving bargaining power (Koschmann & Sheth, 2016). Bottlers record lower profitability than concentrate producers because bottlers are fundamentally providing a commodity service (Dubé, 2005). Pepsi and Coca Cola are in the bottling business because it enables them to eliminate manufacturing redundancies. The two companies gain a stronger position over the distribution channels and this allows the two companies to develop better supply-chain and distribution systems. The overall purpose of Coca Cola and Pepsi seeking control of bottling plants is to reduce operating expenses.
For a new-age soft drinks manufacturer, it is important to understand the core strengths of Coca Cola and Pepsi in order to develop strategies to compete with the two companies. The major strengths are brand loyalty, expansive bottling networks and power of distribution channels. New-age soft drink manufacturers should focus more on creating sub-segments in the soft drinks industry that will appeal to all customers including those inherently loyal to either Pepsi or Coca Cola. This can be achieved by introducing juice drinks, health shakes or energy drinks instead of attempting to create another cola drink to rival those already under Pepsi and Coca Cola. An example is how Red Bull entered the soft drinks market and carved its own niche and customer base. Another strategy is to focus on generic colas because there is a healthy market for generic colas and their profit margins are relatively high. It would be easier to develop a bottling and distribution network if a manufacturer focuses on producing generic colas. Third, a new-age soft drink manufacturer should identify a consumer group that is underserved by the current duopoly and introduce drinks that cater specifically to this underserved group. Similar to how Red Bull identified and focused on extreme athletes and sports fans, a new-age soft drink manufacturer will compete better with Coca Cola and Pepsi if they have a loyal core customer base. 
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