ECO 201 Milestone Three
Section Four: Coca-Coal’s Costs of Production
a. Various Costs, Trends, and how they affect Coca-Cola’s Productivity
According to a report by Coca-Cola (2017), FY-2016 experienced a total of $16,465,000,000 cost of goods sold (COGS), representing a 13% decline of COGS since FY-2012. Such a decrease was because of the firm’s price negotiations with the suppliers as well as sell of bottling facilities. Both the company’s COGS & gross revenue have been experiencing steady declines as figure 5 shows below. Given that the COGS had been rapidly decreasing relative to the revenues, there is an improvement with the profit margin. This COGS’ decrease could have positively affected the profitability if Coca-Cola was to increase its prices or sell more of their products to generate more profits. Numerous inputs exist in regards to the firm’s production costs, with these costs being both variable and fixed. Some significant fixed costs are lease or rent for the factories, executive employees’ salaries, and production machines’ insurance, among others. On the other hand, however, some of the significant variable costs involve utilities, labor wages, and raw materials, among others. The fact that Coca-Cola is highly dependent on suppliers for its raw materials highly affects productivity because such raw materials are exposed to market price fluctuations and this makes the production costs rise with an increase of the raw materials’ price. 
Figure 5: Coca-Cola’s COGS & Gross Profit

Source: http://www.coca-colacompany.com/investors/annual-other-reports

b. Cost Concepts to Coca-Cola’s Output Decisions
Numerous raw materials for producing Coca-Cola’s products exists, with water being the major ingredient in almost of the goods. In the US, Coca-Cola’s primary nutritive sweetener is a high-level fructose corn syrup (Coca-Cola, 2017).  On the contrary, the firm uses sucrose (table sugar) outside the US. Acesulfame potassium, aspartame, saccharin, steviol glycoside, sucralose, and cyclamate feature some of the firm’s non-nutritive sweeteners. However, such ingredients can be readily acquired from many sources. Notably, sucralose has been seeing an increased global demand and this is why Coca-Cola had been coordinating with the existing suppliers to acquiring more volumes while the firm expands its sucralose supplier scope (Coca-Cola, 2017). Again, the firm had been assessing more international contingency strategies to addressing any possible shortages that could emerge in the future. 
Concomitantly, Coca-Cola had been closely working with its concentrated juice suppliers to ensuring that there is sufficient supply to meet the firm’s standards. The citrus industry is currently affected by the greening disease problem as well as weather conditions’ variability (Coca-Cola, 2017). Therefore, trees have decreased with increased costs of growing. Other significant raw materials involve terephthalate resin, polyethylene, aluminum and glass bottles, steel and aluminum cans, aseptic fiber packaging, plastic closures, cartons, post-mix packaging, carbon-dioxide, and cases (Coca-Cola, 2017). Despite the fact that most of such raw materials are exposed to market price fluctuations, Coca-Cola had been reaching to common pricing agreements with most of the firm’s suppliers. Therefore, the output level could decrease if labor costs would have increased. Generally, the firm had been cutting costs by reducing jobs and selling part of its factories and bottling activities, and this cost cutting strategy had helped Coca-Cola in increasing its output level. 
Section Five: Coca-Cola’s Overall Market
a. Coca-Cola’s Market Share
Figure 6 below represents the soft drinks’ market shares from FY-2004 to FY-2015 in volume sales. In FY-2015, Coca-Cola had a market share of 42.5%, with Pepsi and Dr. Pepper Snapple Group recording 27% and 17.3%, respectively (Statista, 2017). On other grounds, there is a 90.8% concentration ratio for the four companies competing with Coca-Cola. This rate shows that there hasn’t been a significant difference among the four major competitors, except for Dr. Pepper Snapple Group. As a result, the firms had experienced a little shift in their shares across time, but Coca-Cola still rules both the local and global non-alcoholic beverage markets.
Figure 6: The Soft Drink Market Share

Source:https://www.statista.com/statistics/225464/market-share-of-leading-soft-drink-companies-in-the-us-since-2004/

b. Industry’s Barriers to Entry
Research shows that the non-alcoholic beverage market has high barriers to entry based on both start-up capital & experience. Economies of scale appear to be among the most critical barriers to entry since it had been existing whenever the long-term average costs of a firm decrease as the output increases, like in the case with Coca-Cola. Key input’s ownership or possession is the next significant entry barrier. Given the fact that the two main firms (Coca-Cola & Pepsi) lack key inputs, this means that they have to set suppliers worldwide. Therefore, new comers in this industry have been facing a lot of challenges when entering the industry without setting suppliers. Notably, the government-imposed barriers like quota limits and tariffs on imports pose a significant challenge to all newcomers. For instance, a quota imposed on the sugar import is a serious issue in limiting competition across the American sugar industry (Hubbard & O’Brien, 2015). However, this is not to conclude that newcomers never enter the market despite the barriers to entry being so high. At the same time, these barriers appear very low on a local level. Therefore, Coca-Cola’s share could decrease suppose the newcomers succeed to enter the market without any barriers. This is why Coca-Cola had been buying off most of these newcomers before becoming threat. For instance, in 2012, Coca-Cola acquired Fuze Tea before it threatened the parent firm’s profitability. 
c. Coca-Cola’s Market Structure
Studies portrays the soft drink market structure as oligopolistic in nature based on several aspects. First, two main corporations (Coca-Cola & Pepsi) controlling a large market share percentage do exist. Secondly, there is a higher barrier to entry, and thirdly, both Coca-Cola and Pepsi companies had been engaging in no product-price differentiation, despite both using innovative marketing and advertisements to competing with each other. The two firms have recorded successful steps in developing brand loyalty from their marketing strategies, despite the fact that their products are almost the same. Therefore, such a market structure affects Coca-Cola’s market influencing ability since in an oligopoly market structure, companies must create business strategies involving how much should be advertised, the price to be charged, what new technologies should be adopted, the new markets to be entered, and managing supplier relations (Hubbard & O’Brien, 2015).
Section Six: Recommendations
a. Future Production Management
There are numerous frameworks whereby the Coca-Cola company can increase its production in future. First, Coca-Cola must continue lowering its fixed costs because constantly selling off the bottling firms would facilitate minimizing the equipment’s fixed costs. Besides, the firm must grow its supplier base since more suppliers could lead to better price agreements in regards to raw materials, since they can reduce the current raw materials’ costs whereby acquiring more output volumes. For example, Coca-Cola could increase its outputs significantly if it reduces the costs. Additionally, the firm should continuously differentiate its products from those of its rivals while at the same time growing its new products’ portfolio. It could be wise for the firm to spend more funds on research & development and advertisements, especially on the new healthier ingredients. Studies suggest that advertisements had been helping the firm from the past, especially the “share a coke” campaign that saw the firm create a large consumer loyalty. 
b. Taking the Recommended Action
The position of Coca-Cola across the market as well as among its rivals would help the firm into taking the recommended actions. Coca-Cola is one of the major, if not the leading firms across the soft-drinks market in the world. Therefore, most of the suppliers are often willing to have price agreement negotiations for them to retain the company as one of their primary customers. As a result, it could be very smooth executing if the firm was to attract new suppliers of similar raw materials.
c. How Coca-Cola can Sustain its Success
Constant meeting or fulfilling the customers’ demand is the most significant strategy for Coca-Cola to sustain its business success. For instance, the firm must proceed with expanding its products’ portfolio with much healthier outputs, even if it means a slight price decrease because such a strategy would lead to higher revenues from more selling of goods due to the decreased prices and costs. Such a strategy is highly reflected on the new sizes of containers rolled out by Coca-Cola since there could be a negative effect on the firm’s profitability in case it continues keeping the smaller sizes of containers at the similar price points. 
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