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Abstract 

 

One of the important factors for successful management is the knowledge of the 

competitive environment in which the business operates and the ability to 

adequately respond to changes. The article describes the creation of Porter's five 

forces model for the Czech dairy industry after the abolition of milk quota. As part of 

a comprehensive analysis, the forces to determine the intensity of competition in 

dairy industry and its profitability level of milk producers and processors in the 

Czech Republic are identified and described in detail. Their significance for the 

affected subjects is quantitatively evaluated. The results show that in the case of 

milk producers, the most significant competition appears to be current competition 

in the industry and the bargaining power of the customers, followed by suppliers' 

bargaining power. In contrast, existing competition in the sector and the bargaining 

power of customers have the greatest importance for milk processors. The model 

can be applied to the situation of specific businesses operating in this area. 
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Introduction 

At the turn of the 1970s and 1980s, Western Europe had overproduction of milk. The 

problem was dealt with by subsidizing its export, which had a global impact on its price 

(Hrdličková and Mikulka, 2015). For this reason, milk quotas with the aim of stabilizing 

the market and purchase price were introduced in 1984 (Andersson and Lingheimer, 

2015). Each EU country had domestic wholesale and direct sales quotas, any exceeding 

was sanctioned. In 2008, the European Commission published specific legislative 

proposals to remove the quotas and the system of milk quotas was abolished in the 

European Union on 31 March 2015 in accordance with Regulation (EU) No. 1308/2013 
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of the European Parliament and of the Council of 17 December 2013 (Andersson and 

Lingheimer, 2015). As of that day, every producer can produce any amounts of milk, 

which may affect significantly the entire industry (Hrdličková and Mikulka, 2015). By 

abolishing the quotas after more than thirty years, the European Union made the market 

more liberal, which is the reason why European countries of so-called “milk belt” (the 

Netherlands, Germany, etc.) have been preparing for this situation from the moment 

when the change was first proposed and they are able to increase their production 

promptly by tens of percents (Hrdličková and Mikulka, 2015). A gradual growth in the 

production in other countries is expected, especially in Poland and Hungary, by contrast, 

producers who do not adapt to the new conditions will be forced to exit the dairy 

industry (Bosková, 2013). The situation in the market is impacted by the EU embargo on 

Russia (Petříček and Vlková, 2015), a promising region where increased dairy 

production could be exported are Asian countries (Hrdličková and Mikulka, 2015). With 

respect to the number of factors, the particular impacts of quota abolition may differ 

across EU countries; the objective of this paper is to describe systematically possible 

impacts of this legislative change on Czech producers and processors by applying 

Porter’s five forces model. 

 

Methods and Data 

Porter’s model of five competitive forces 

The model was created in the 1980s as a tool of exploring competition (Porter, 1994). 

The idea is that the attractiveness of market and its overall profitability can mainly be 

defined by the market structure. According to the model, the degree of competition in an 

industry is conditioned by five basic forces that affect companies in the industry, while 

their joint influence determines the intensity of the competitiveness of the environment 

(Eskildson, 2010; Narayanan and Fahey, 2005). According to Porter, the “awareness of 

these forces can help a company stake out a position in its industry that is less 

vulnerable to attack” (Porter, 1979). The greater influence of forces affecting a company, 

the lower profitability of investment can be expected (Ormanidhi and Stringa, 2008). 

The basic competitive forces are: industry rivalry, bargaining power of buyers, 

bargaining power of suppliers, threat of new entrants and threat of substitutes 

(Shevchuk, 2007). 

Rivals in an industry compete on a constant basis (Martínková, 2008). A company tries 

to achieve a competitive advantage (Eskildson, 2010) by employing tools such as 

technological innovations and advertising (Shalloo, 2007). Intensity of rivalry is 

subsequently demonstrated as a consequence of several interlinked structural factors 

(Shevchuk, 2007), the most important one being the type of market competition, cost 

items (Ormanidhi and Stringa, 2008), industry growth and its dynamics (Grundy, 2006), 

differentiation of goods and services as well as rival differentiation (Shevchuk, 2007), 

increase resulting from expanding capacities and intensity of strategic effort (Jiříček, 
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2007) and costs linked with the company’s entry to the market and exit costs (Eskildson, 

2010). 

Buyers can influence profitability of the industry by exerting downward pressure on 

prices or product quality (Martínková, 2008). It can be said that with an increasing 

dependence of a producer on one buyer increases such buyer’s bargaining power and 

more intense competition in the industry can be expected. That is why it is a good idea 

to define clearly supplier-buyer relationships when setting up a business strategy 

(Shevchuk, 2007). Bargaining power of buyers can be assessed using criteria such as the 

number, importance and profitability of customers (Eskildson, 2010), the importance of 

goods or services for customers, threat of backward integration (Jiříček, 2007) and costs 

of customer switching (Narayanan and Fahey, 2005).  

Similarly to buyers, also suppliers can influence the profitability in an industry 

(Martínková, 2008). If they exercise their dominance over other participants when 

bargaining and they enhance it with threat of increasing prices or decreasing quality of 

the goods and services they provide, they can achieve more favourable conditions, 

complicating the conditions for companies buying from them (Shevchuk, 2007). 

Bargaining power of suppliers can be assessed using criteria such as the number and 

importance of suppliers (Eskildson, 2010), threat of new entrants (Narayanan and 

Fahey, 2005), importance of buyers for the supplier (Shevchuk, 2007), existence of 

substitutes and their threat to the supplier (Narayanan and Fahey, 2005) and 

arrangement of labour in the industry (Jiříček, 2007). 

The seriousness of threat of new entrants to existing markets depends primarily on the 

extent of barriers to entry and exit (Jiříček, 2007). New entrants bring to the industry 

new production capacity often together with sources while trying to seize the largest 

market share possible. Further development of the situation is also conditioned by the 

response of the existing participants (Shevchuk, 2007). The higher the barriers to entry 

and exit, the more attractive a segment is for a participant, while the threat of new 

entrants is relatively small since overcoming such barriers requires considerable effort 

and means (Jiříček, 2007). The main sources of barriers include economies of scale 

(Narayanan and Fahey, 2005), investment exigency and access to distribution channels 

(Eskildson, 2010), product differentiation, customer loyalty and government policy 

(Martínková, 2008), need for know-how, patent, licence or special technology, access to 

materials, power supplies, labour (Jiříček, 2007), cost disadvantage independent of 

scale, improvement of services provided by existing market participants (Shevchuk, 

2007). 

Last but not least, it is necessary to mention substitutes. The greater the pressure on the 

product from the part of substitutive products and the lower the pressure from the part 

of complementary products, the tougher the competition in the industry observed 

(Shevchuk, 2007), since the easier it is to replace a product with a substitute, the less 

attractive the industry is becoming (Martínková, 2008), which is due to a price decrease 

and thus lower company profits (Jiříček, 2007). Achieving technological innovation in a 
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substitute sphere has the same effect. Threat of substitutes can be assessed using 

criteria such as number of substitutes and complements in the market (Grundy, 2006), 

possibility of substitutes entering the market in the future (Martínková, 2008), 

competition in a substitute sphere (Narayanan and Fahey, 2005), development of 

substitute prices and their utility features (Jiříček, 2007). 

Porter’s model once had significant influence on the development of strategic 

management (Ormanidhi and Stringa, 2008), later it was criticised particularly for its 

static view of competition operating with fixed industry boundaries, excessive 

accentuation of profit at the expense of other important factors, insufficient elaboration 

of the model on the micro-level and for suppressing the concept of collaboration among 

companies in the market (Downes, 1997; Grundy, 2006). 

In order to create Porter’s model, it was first necessary to identify the forces in the dairy 

industry in the Czech Republic following the theoretic framework. Subsequently, the 

factor intensity was evaluated using expert assessment. The outcome is two models: a 

model of a Czech producer and a model of a Czech processor. 

 

Results and Discussion 

Porter’s model of a Czech producer 

Rivalry among existing competitors – due to globalization, it is currently complicated 

to define boundaries of the market (Mann, 1994); for the purpose of this article, all milk 

producers registered in the Czech Republic represent the relevant market. In the 

previous six months before milk quotas were abolished, Czech producers produced 

1,486 million litres of milk (Brož, 2015). Milk from producers associated under various 

interest groups (Bosková, 2013), especially marketing cooperatives (there are over 

thirty such cooperatives in the Czech Republic) (Pecinová, 2010) accounted for 

approximately 67% of the total volume, same as in the previous years. 

The producers are most significantly influenced by the Agrarian Chamber of the Czech 

Republic which, however, it promotes interests of producers from different industries. 

The biggest specialized interest group is the Mlecoop marketing cooperative that 

associates several marketing cooperatives on the regional level including (Pecinová, 

2010). Besides Mlecoop, there are several interest groups whose share in the total milk 

production in the Czech Republic is below 1-2% (Bosková, 2013). The share of 

producers who are not part of any interest group is negligent (Havel, 2003). With 

respect to the number of milk producers in the Czech Republic, it can be said that rivalry 

among them is rather strong, with no company being so dominant so that it could 

determine prices.  

After the removal of milk quotas, some producers experienced an increase in milk 

production, although there is no demand for such an increased production due to the 

embargo on Russia and competition among producers is getting tougher (Mikulka, 

2015). What is becoming crucial are contracts with big dairies, as milk production 
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exceeds local consumption (Brož, 2015). Small or less efficient farmers (there is a quite a 

larger number of them in the Czech Republic) (Petříček and Vlková, 2015), can either 

terminate producing milk or start processing milk themselves which, however, requires 

significant investments and entrepreneurial spirit (Beneš, 2015). Another factor are 

foreign producers who can deliver milk to Czech dairies for lower prices because of 

subsidies they receive from their governments (Šrámková, 2015), thus exerting further 

downward pressure on prices (Hrdličková and Šenk, 2015). Therefore, it is very 

important for producers to meet their buyers’ requirements in order to decrease 

likelihood of terminating collaboration, which can be safeguarded more easily as long as 

their production is efficient (Jobson, 2013). The solution lies in investing in modern 

technologies, endeavour to minimize costs (McCoy, 2000) and possibly in an innovative 

approach (Bosková, 2013). In case of a farmer exiting the market, it cannot be presumed 

that such a person would ever return to production with respect how demanding it is to 

run a business in this industry (Beneš, 2015).  

The above stated clearly shows that competition among milk producers after the 

abolition of quotas is one of the most significant forces in the Porter’s model, which is 

why it was assigned five points on a five-point scale, meaning it is most significant. 

Bargaining power of buyers – the most significant milk buyers are dairies, from whom 

a group of key players is established (Antonyová, 2010). With respect to surplus of milk 

produced in the Czech Republic (Brož, 2015) these buyers, regardless of their 

importance and size, have huge bargaining power. The simplest way for producers to 

ensure sales are long-terms with dairies (Ryan, 2007), which is a certain assurance of 

income (Králová, 2013). Losing a contract with a dairy may prove to be liquidating for 

some producers, which allows dairies to exert downward pressure on prices and to 

achieve their decrease eventually (Hrdličková and Šenk, 2015; Hrdličková, 2015).  

Another option is export. Historically, the greatest buyers are dairies in Germany, 

Austria, Italy and France (Králová, 2013). However, after the quota abolition, the 

production of Dutch and German (Hrdličková and Mikulka, 2015) as well as some other 

producers, e.g., in Poland and Hungary rose, which – together with Russian ban on dairy 

product import (Petříček and Vlková, 2015) decreased the demand for Czech milk. This 

is the reason why producers try to find other selling channels (e.g. milk vending 

machines, European programme “Milk for Schools”, producers processing milk 

themselves, etc.). 

Taking into consideration the volumes of milk produced, it can be concluded that there 

are not enough buyers (Hanžlová, 2015), their switching costs are not very high, and the 

price or quality of the production is not compromised (Hrdličková and Šenk, 2015) with 

the end consumer hardly noticing any change. This is the reason why dairies have no 

reason to stick to their habits (Šrámková, 2015) and they are capable of responding to a 

more advantageous offer from other producers quite flexibly. 
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In consequence of quota abolition we can thus see an increase in bargaining power of 

buyers, which is why it was assigned five points on the five-point scale – most 

significant. 

Bargaining power of suppliers – suppliers of milk producers include encompass 

suppliers of power, fuel, various devices, technology and equipment, employees who 

take care of the entire process and farmers supplying feed in case the producer does not 

have own sources. In some cases we can even include landowners of fields where cattle 

are kept (Ryan, 2007). All suppliers have impact on the final price of the milk produced. 

Most of the suppliers are dependent on the development of global prices of materials 

that influence the price of their goods, which means that production costs of milk 

producers are – to a great extent – also dependent on the global economy (Petříček and 

Vlková, 2015). The item with the highest price variability is fodder mixtures, their price 

depending not only on economic trend, but also on the weather (Beneš, 2015). An 

alternative is import from other parts of the world that remained unaffected by adverse 

climatic conditions (Uhlíř, 2015). 

As to a change in this bargaining power in Porter’s model after milk quotas were 

removed, it is evident that there has been no transformation. Still, it is necessary to 

consider milk producers an important force, which is why it has been assigned four 

points on the five-point scale – rather significant. 

Threat of new entrants – possibilities of new producers entering the industry have 

improved after the abolition of milk quotas (Hrdličková and Mikulka, 2015), on the other 

hand, there has been an increase in the volume of the milk produced by producers who 

had been restricted by the quotas, which raised the global production to levels that it 

cannot be sold under the current conditions (Vöneki et al., 2015; Hrdličková and Šenk, 

2015). It is generally true that producers increasing production are the most efficient 

ones who are able to sell their production, by which they push out of the market the less 

efficient ones, which in turn increases the competition in the industry and conditions for 

new entrants are becoming more difficult (Hrdličková and Mikulka, 2015; Hrdličková 

and Šenk, 2015). Other barriers to entry are, e.g., purchase of cattle, technologies and 

special equipment (Ondersteijn et al., 2006), establishing a customer network 

(Antonyová, 2010) and searching for reliable suppliers (Eskildson, 2010).  

This force was assigned two points on the five-point scale – rather insignificant, since it 

can be expected that market situation will be influenced by current producers, especially 

foreign ones, rather than by new entrants (Hrdličková and Mikulka, 2015). 

Threat of substitutes – milk substitutes are any kind of food that have similar use to 

milk, but their nutrition values differ from cow milk (Rodná, 2015). The closest 

substitutes are sheep and goat milk and various drinks made of almonds, soy, rice, 

coconut, other nuts and cereals. The reason for their consumption may be health issues 

caused by cow milk consumption (Fuchs, 2015) as well as by new dietary trends 

(Marketing & Media, 2014). 
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The force of milk substitutes has not changed in any way whatsoever as compared with 

the situation before the abolition of quotas, which is why it was assigned three points, 

meaning medium significant, which is linked particularly with the modern lifestyle that 

concerns more and more consumers (Čermák, 2013). 

Porter’s model of a Czech processor 

Abolition of quotas has undeniably affected also Czech milk processers (Mikulka, 2015), 

which is why a Porter’s model was created also for this sphere of milk industry, 

attention being paid particularly to factors that are subject to change due to 

deregulation. 

Rivalry among existing competitors – market participants are, for the purpose of this 

model, all processors registered in the Czech Republic. It proved convenient to classify 

them by their turnover as small ones (with local reach), mid-sized (with regional reach) 

and large ones with a turnover of more than one billion CZK (they offer a wide product 

assortment with distribution in the entire Czech Republic) (Zábojník, 2009). 

Furthermore, a group of key players who set trends in the market can be found in the 

last category (Antonyová, 2010). The model is conceived from their perspective. 

Competitiveness in the market among current rivals has been very tough recently 

(Antonyová, 2010), for the Czech market is rather saturated with dairy products. Great 

pressure is exerted on processors in terms of product quality, innovation, new forms 

and flavours (Balšínková, 2009), they are forced to pay increased attention to promotion 

and pricing. There are enough processors in the market (Ondersteijn et al., 2006), none 

of them being dominant in pricing. Due to low customer loyalty, everyone needs to 

conform to the current situation (Mikulka, 2015).  

Dairy farming is a rather dynamically growing industry (Christiansen, 2014) that only 

offers growth opportunities for processors who can keep pace with trends. The situation 

is complicated by sanctions on Russia, which is one of the main reasons of dairy product 

surplus in the Czech market and decrease of their prices. This also concerns other EU 

countries, particularly former Visegrád Group states (Hanžlová, 2015). Another factor 

affecting the situation in the Czech market is the increasing production of some foreign 

processors after the quota abolition in April 2015, expansion efforts are anticipated 

(Hanžlová, 2015). In this particular situation, the Czech market is a suitable location for 

export, since transport costs will not increase the product price much and the 

production will remain competitive when compared with Czech production (Hrdličková 

and Mikulka, 2015). This will further increase competition in the processor market due 

to tough battle for key buyers. A solution for existing Czech processors to staying in the 

market is to focus on other business activities, not merely on milk processing (Shalloo 

and Horan, 2007) while striving for maximum production efficiency, focusing on cost 

minimization and achieving economies of scale and – last but no least – on investing in 

new technologies (McCoy, 2000).  
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Existing rivals are the most significant force in Porter’s model, which is why this force 

has been assigned five points on the five-point scale – the most significant one. 

Therefore, processors should watch closely what is going on in their industry 

(Christiansen, 2014) in order to avoid neglecting an important factor in their tough 

competitive environment, which could result in devastating consequences for them 

(Shalloo and Horan, 2007). 

Bargaining power of buyers – the most important buyers buying from processors are, 

with respect to the volume of the production bought, retail chains, which are part of food 

sale network, the main group of buyers being retailers (Zábojník, 2009). The Czech 

market has a very low concentration of such buyers, while it has a very dense and 

diversified network, which is unique in Europe (Nevyhoštěný, 2012). According to 

experts, we can expect several big players to exit the industry in the years to come, 

however, bargaining power of buyers with respect to processors is already considerable, 

with great downward pressure on reducing prices as low as possible (Vejvodová, 2014). 

It is apparent that quota abolition increased the bargaining power of buyers. The 

situation could be changed with a government intervention in the form of subsidies or 

buying certain products for state material reserves (Šrámková, 2015; Mikulka, 2015). 

However, such interventions may damage the industry over the long term (Holman, 

2005). 

This force was assigned four points on the five-point scale – rather significant. It will be 

hard for processors to find new customers if they lose an important one. 

Bargaining power of suppliers – suppliers are all producers who supply milk 

processors with milk to be processed. Their classification was sketched in the text 

above. They are predominantly national and local suppliers, however, it is necessary to 

take into account also foreign suppliers (Beneš, 2015). Larger suppliers, and/or possibly 

suppliers guaranteeing constantly high quality of milk supplied (Antonyová, 2010), who 

usually demand higher prices and longer term contracts may have stronger bargaining 

power (Ryan, 2007). It is necessary to mention other suppliers such as power, 

technology, chemical, food and other companies who are not affected by the quota 

abolition, which is why they are no longer taken into consideration. 

It is apparent that after removal of quotas the bargaining power of suppliers dropped 

even more, on a five-point scale it was assigned two points – rather insignificant. 

Threat of new entrants – milk processing is a rather complicated procedure that is 

subject to legislative regulation, which affects the total costs of the procedure. Also, the 

technology needed for dairy production is typically single-purpose, unit costs can be 

decreased particularly by distributing fixed costs among the highest number of 

products; they are not sufficiently differentiated among producers though (Zábojník, 

2009). It is the reason why a new competitor entering the industry is very exigent in 

terms of capital (Ondersteijn et al., 2006) as well as building a distribution network 

(Antonyová, 2010). Experience and knowledge of technology are not an important 

aspect, since the industry is not, with some exceptions, protected by patents (Zábojník, 
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2009). A new processor would struggle trying to find new suppliers who do not require 

too high prices and can deliver high quality milk on a constant basis (Zábojník, 2009). 

Well-established brands play an important role here and unknown brands can hardly 

compete with them (Balšínková, 2009). 

After the abolishing of quotas, there is an opportunity for some suppliers to increase 

their production. There is a certain room for buying milk for a lower from Czech 

producers as well as from abroad. This means that the most efficient producers will 

probably push out of the market competitors who cannot produce milk at sufficiently 

low costs. 

A new rival entering the industry is not very likely, which is why this force was assigned 

two points on the five-point scale – rather insignificant. The situation on the market can 

be influenced by the current players in the years to come, while we can anticipate some 

of them being forced to exit the market (Bosková, 2013), rather than a massive entry of 

new rivals in the industry (Šrámková, 2015). 

Threat of substitutes – substitutes of milk and dairy products are all types of food 

replacing milk made of sunflower, rape, olives, nuts, soy, buckwheat, rice and other 

plants. Another alternative are products made of milk other than cow milk, although 

they are not very popular with Czech consumers (Kučera, 2008). Especially thanks to 

intense promotion of a “healthy lifestyle”, the position of substitutes in the market has 

been reinforced over the long term (Rodná, 2015), which affects negatively the demand 

for dairy products. The more developed a society is, the more significant determinant of 

human decision making a healthy lifestyle becomes (Čermák, 2013). 

From the perspective of quota abolition, dairy product substitutes are not a significant 

threat, but what cannot be ignored is the growing media pressure on the population, 

which is enhanced by measures taken by various institutions that, e.g., in case of life 

insurance favour individuals leading a healthy lifestyle that is linked, although 

questionably, with substitutes (Mašek, 2014). 

The abovementioned factors are not much affected by the quota abolition, which is why 

this force was assigned three points, same as before these legislative measures, meaning 

it is still medium significant. 
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Conclusion 

The article presents an analysis of Porter’s forces in the dairy industry after the removal 

of milk quotas on two entities: a producer and a processor from the Czech Republic. 

Results are shown in Table 1. 

 

Tab. 1: Porter's five forces model  

 Producers Manufacturers 

Rivalry among existing competitors 5 5 

Bargaining power of buyers 5 4 

Bargaining power of suppliers 4 2 

Threat of new entrants 2 2 

Threat of substitute products 3 3 

Source: Authors. 

 

As concerns milk producers, it was found that two forces have the greatest significance 

and they were assigned five points on a five-point scale. One of them is the existing 

competition in the industry which has increased after the abolition of milk quotas in 

combination with an embargo on Russia, which is why it is important for producers to 

focus particularly on production efficiency. The other one is the bargaining power of 

buyers. Their position has also gained significance due to a greater volume of global milk 

production. A slightly less important was the bargaining power of suppliers that was 

assigned four points. Suppliers in many cases influence significantly producers’ costs, 

while costs are crucial for producers to stay in a highly competitive market. Threat of 

substitutes is of medium significance with three points: it is influenced, in particular, by 

modern lifestyle linked with massive promotion of vegetable products and growing 

number of food allergies. The least significant force was the threat of new entrants in the 

industry with two points: its influence is currently considered less significant in the 

Czech market. 

As for milk producers, it was found that the existing industry rivalry, assigned with five 

points, is of the greatest significance, which is why it is necessary for processors to keep 

watching their competitors and adapting to the changing situation in the market. The 

second most significant force is the bargaining power of buyers with four points: if a 

milk producer loses some of its important buyers, it can only hardly sell its production 

on the existing market. What we found of medium significance was the threat of 
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substitutes with three points, significantly influenced, as the case is with substitutes 

concerning milk producers, by a modern lifestyle and consumers’ health issues. Two 

forces were assessed to have rather insignificant influence, i.e. they were assigned with 

two points. One of them is the threat of new entrants when a prospective competitor 

would have to be able to face very high costs linked with entering the industry, the 

second one being the bargaining power of suppliers who find it hard to sell their 

production. 
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