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ABSTRAKT

Hlavnim cilem této bakalaiské prace je provést analyzu konkurencniho prostiedi kavaren
ve Zling. Prace je rozdélena na teoretickou a praktickou ¢ast. Teoreticka Cast je zaméiena
na zpracovani teoretickych poznatkti z oblasti ekonomie a marketingu. Nasledné vysvétluje
pojmy konkurence, SWOT analyza, Porteriv model péti sil a marketingovy mix. Prakticka
¢ast je zaméfena na analyzu dvou kavaren ve Zling, srovnani jejich konkuren¢nich vyhod

s pozadavky zakaznikli. Zavér prace pojednava o moznosti vzniku nové kavarny ve Zliné.

Kli¢ova slova: konkurence, podnikatelské prostiedi, konkuren¢ni vyhoda, marketingova

strategie, SWOT analyza, marketingovy mix

ABSTRACT

The main objective of this bachelor thesis is to analyze the competitive environment of
cafés in Zlin. The thesis is divided into the theory and the analysis. The theoretical part
comments on findings from economics and marketing. Subsequently, terms competition,
SWOT analysis, Porter five forces analysis, and the marketing mix are explained in the
theoretical part. The analytical part focuses on the analysis of two cafés in Zlin. It studies
whether their competitive advantage meets customers’ expectations. The end of the thesis

explores the idea whether the new café could be established in Zlin.

Keywords: competition, business environment, competitive advantage, marketing strategy,
SWOT analysis, marketing mix
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INTRODUCTION

Many people dream about starting their own business. People often talk about new
restaurants, hotels, and cafés. Zlin is a place with a number of cafés. Zlin is also a city that
Is known for its specific architecture. People from all over the country visit this place in
order to see something unique. This thesis studies whether Zlin is a place where the new
café could be established or if the market is already saturated.

This thesis is divided into two main parts, the theoretical and the analytical part. The
first part explains the basic terminology connected to competition and comments on
different types of competition. It also explains what is meant by market environment and
how it can be mapped and analyzed. For clarity, the terminology used for the first time is
in italics.

The analytical part begins with the explanation of the research technique called
Mystery shopping, a method that is used throughout the whole analysis. The introduction is
followed by the description of two cafés in Zlin: Mr. Coffee café and Kafirna Zlaté Zrnko
café. Each café is analyzed by three different marketing methods. These are Porter’s
Model, marketing mix, and the SWOT analysis. The Porter’s model looks at five forces
that influence company’s processes. Thanks to the marketing mix, product, place, price,
and promotion of each café could be examined. By the SWOT analysis, company can
evaluate its internal and external environment.

Since the aim of this thesis is to analyze the market environment and because
consumers are an important elements of the market environment, the last chapters also
discusses customer expectations and their influence on companies. The last part suggests
what could be done in order to improve the service provided in cafés. It also opens the

question whether a new café in Zlin would be beneficial or not.
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1 COMPETITION

1.1  Defining Competition

Comepetition is a complex and a broad topic, therefore there are many different definitions
and approaches how people perceive it. It may depend on the purpose of our study, as
Vodacek and Vodackova (2004, 57) suggest. For example, understanding competition
from the political, historical, sociological, or managerial point of view. Even though in
each sphere competition has its significant characteristics, the basic concept is the same.
Two sides (e.g. people, companies, countries, etc.) standing against each other in order to
achieve something better.

In managerial and also in some non-managerial areas competition is often
misinterpreted. In many cases it is presented rather as a negative element or even a threat.
In economics, competition usually means two or more businesses fighting for a better
position in the marketplace. People sometimes forget that without competition there would
be no variety of products and services, and no motivation for producers to improve their
outcomes.

This thesis focuses on the European market, therefore a definition stated by the
European Commission (2002, 10) in its Glossary of Terms Used in EU Competition Policy
will be taken as the key definition. It says that competition is “a situation in a market in
which sellers of a product or service independently strive for the patronage of buyers in
order to achieve a particular business objective, for example, profits, sales and/ or market
share.”

Competition is important in economics because it leads to better conditions in the
marketplace. On one side, customers have more options when deciding to buy. For
example if a consumer is willing to buy a cup of coffee, he or she would appreciate to
choose from the varieties of drinks different cafés offer. On the other hand, producers are

more motivated to expand their production, in order to attract their customers.

1.2  Forms of Competition

In economy there are many different models of competition. Before explaining each type,
it is necessary to clarify a term market structure. Brian (2009, 115) understands market
structure as a “way that suppliers and demanders in an industry interact to determine price

and quantity.” As he suggests, there are two important agents — suppliers and demanders
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who play the crucial role in the market and in the competition itself. This will be explained
in detail in chapter 1.2.2.

Ketrkovsky (1997) states that there are two main market structures: perfect competition
and imperfect competition. Imperfect competition could be further subdivided into
monopoly, oligopoly and monopolistic competition. Brian (2009) argues that these terms
are main idealized market structures used in the trade theory. It is important to highlight
that these models are only theoretical models and nowadays it is almost impossible to see
them functioning.

Even though many theoretical models do not exist in day-to-day life, it is essential to
know them because it helps to predict certain situations and behavior of interacting agents.
Following chapters concentrate mostly on these theoretical models in order to be familiar
with possible situations in the market.

There are certain criteria how different authors perceive competition. Three main
constructs will be now explained. Even though it was already mentioned, the first one
comments on perfect and imperfect competition. The second approach is competition from
the view of suppliers and demanders. The third differentiation is a price and a non-price

competition.

1.2.1 Perfect and Imperfect Competition

One of the criterion for classifying competition is the market environment. There are two
models: perfect and imperfect competition. Perfect competition is an abstract situation in
the market where all entrants have same conditions when joining the market. There are no
significant restrictions. Most of the producers make homogenous products, everything
produced is the same. No one has a crucial ability to influence the market price. Although
perfect competition is a construct that is not visible in European economy, there are some
examples that have similar features like perfect competition, as Tuleja, Nezval, and
Majerova (2011, 42-43) state. One of them is a commodity market. To be more concrete it
will be demonstrated on the example of fish markets in Spain. If the owner of a restaurant
wants to buy some fresh fish, s/he should come to the fish market. There are many sellers
who all offer fish. There could be some small distinctions when selling different types of
fish but it will be still considered as homogenous products. They also all sell under similar
conditions. Some quality and price standards are generally given but they affect all sellers.
Price can be negotiated by both sides and that is the feature significant rather for imperfect
competition, as noted bellow.
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Imperfect competition according to Dohnalova (2008) is the situation when at least
one of the economic units can control the market price. Types of imperfect competition
were already mentioned at the beginning of chapter 1.2. Authors concerned with
microeconomics study them in larger extent but Adam (1986) gives brief and clear
description on each model.

Monopoly, as Adam (1986, 309) noted is a situation in the market when there is one
commodity being sold by a single producer. A few years ago a Czech Railways company
was the example of monopoly in the Czech Republic. It was the only company who offered
train transportation. But with the time, new competitors joined the market and nowadays
even it has the largest market share of rail transport in the country, it is not as strong as it
was before.

Oligopoly simply means small amount of firms in a market. Tuleja, Nezval, and
Majerova (2011) stress that those sellers are large enough to influence prices within the
whole sector. Therefore when deciding on the quantity produced for what price they must
respect other competitors. Regiojet and Leo Express, new entrants mentioned in the
previous paragraph, are now with the Czech Railways companies representing oligopolies
in the Czech Republic.

Monopolistic competition is the last form of the imperfect competition and is similar
to the perfect competition. There are many companies offering similar items but not
identical goods/ services as in perfect competition. By differentiating their production they
can set own prices. Dohnalova (2008) suggests that barriers for new entrants are not
difficult to be overcome.

Monopolistic competition and oligopoly are the most frequently occurring types of
competition in the European market. There are smaller companies offering similar
products/ services. They have same conditions for entering the market and they take
advantage of own product/ service differentiation. That is why the analytical part of this

thesis focuses only on these two types of competitors.

1.2.2 Suppliers and Demanders
Looking closer to what Brian (2009) claims in 1.2, not only suppliers but also demanders

are those who determine price and quantity. Therefore it is possible to subdivide
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competition a) between demanders’, b) between suppliers?, c) across the market (Tuleja,
Nezval, and Majerova 2011, 41-42).

In the first case — competition between demanders, consumers (demanders) usually
want the lowest price for the largest amount purchased. It often results in competing
among other buyers. That causes high demand for a certain product/ service and the
outcome is a higher price of the demanded product/ service.

A competition between suppliers is based on the desire to sell as much as possible in
acceptable conditions. Suppliers are competing for a better position in the marketplace and
therefore are trying to weaken a position of their competitors. If the supply is lower than
the demand, (people want more than is offered), sellers can take it as an advantage and
raise prices.

As Dohnalova (2008, 37) explains, across the market competition means that the
supply clashes with the demand. Profit-making organizations come to the market with the
aim to maximize their profit whereas consumers want to satisfy their wants and needs for
the lowest price. Dohnalova suggests a solution for this tension in the way of a trade-off
(compromise). Both sides agree on an equilibrium price that means “when the total
demand is just satisfied by the total supply” (Adam 1986, 178). In other words, demand
and supply are in balance.

1.2.3 Price and Non-price Competition, Competitive Advantage

“Competitive rivalry between firms may take place in terms of price, quality, service or
combinations of these and other factors which customers may value” (The European
Commission 2002, 10). According to this quotation and based on what Tuleja, Nezval, and
Majerova (2011, 42) claim, sellers can choose from two main strategies in order to be in a
better position compared to other competitors. In other word, they can select what will
form their competitive advantage. One strategy is called a price competition and the other a
non-price competition.

Starting with a non-price competition. It is “a market situation where rival sellers are
competing for trade not by price but by offering attractions such as better quality of
product and packaging, free installation, servicing, etc.” describes Adam (1986, 113). On

the other hand a price competition represents the situation when producers cut prices of

! Not same as competitive demand (Adam 1986, 147-148).
2 Not same as competitive supply (Adam 1986, 428).
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their products/ services with the aim to attract broader range of customers. As it was
already mentioned at the beginning of this chapter, companies can “mix” their strategies
and be both price and non-price competitors. This idea is mainly supported by customers
who prefer lower prices for the best quality.

Previously mentioned term competitive advantage is “a set of unique features” (Lamb,
Hair, and McDaniel 2014, 23) of a firm and its products/ services. Customers distinguish
that firm from other competitors based on those unique features. Therefore it must be
something “significant and superior” compared to other businesses.

Lamb, Hair, and McDaniel (2014) identify cost competitive advantage, product/
service differentiation competitive advantage, and niche competitive advantage. As
Kermally (2003, 27) states “winning competitive advantage is not enough; you have to
sustain it.” She believes when producers differentiate their products/ services they are close
to win and maintain competitive advantage. According to Dustin, Bharat, and Jitendra
(2014), two main approaches (a structural and a resource based view) concur that

innovation is crucial in achieving and keeping competitive advantage.

1.3 Dealing with the Competition

As the European Commission (2012) specified a term competition, a word independently
in 1.1 cannot be overlooked. Sellers can either choose to compete or be passive to their
competitors. Based on Vodacek and Vodackova (2004) some modern economists
recommend three following solutions to deal with the competition.

The first one is when a company tries to be better than other businesses and through
certain means starts fighting. The second approach is simply being aware of the existence
of own competitors but deciding not to intervene. Another option is choosing to cooperate
with the competitors. Each of the mentioned suggestions has its advantages and
disadvantages, but as the authors propose, modern economists see potential if some of
them, or all together, are interconnected.

Kermally (2003, 41) claims that nowadays some firms use “very sophisticated
technology” for assembling information about the customers. Next step is to use this
knowledge in order to win and retain competitive advantage. According to her studies,
Michael Porter in his Competitive Advantage: Creating and Sustaining Superior
Performance interprets the attaining competitive advantage as grounded in understanding

company’s value chain and also in adapting to the whole value system (2003, 65).
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1.4  Summary

As discussed above there are several perspectives how to classify competition. One main
view is based on who sets prices and quantity of the produced goods and services, whether
suppliers or demanders. Deciding if a company influences market by price or finds non-
price strategies is another aspect how to differentiate from other competitors. Further
categorization is according to conditions given in the marketplace. Important factors are
the number of entrants, their strength and position among other businesses, and type of
their production. When a firm concludes to compete with its competitors, they should not
only create a strategy for winning, but primary for maintaining competitive advantage.
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2 ANALYZING COMPETITION

As Parasuraman, Grewal, and Krishnan (2006) claim, marketing research is essential for
understanding consumers and their position in the competitive environment. Before
providing examples of ways how to analyze market and competition, it is important to
describe business environment and look at some factors that influence companies, in order

to improve their production.

2.1 Business Environment

Business environment is understood by everything that surrounds company and directly or
indirectly influences its outputs (Dvotacek and Sluncik 2012, 1). Business environment
includes internal environment and external environment.

Just as Dvoracek and Sluncik (2012) state, internal environment represents forces that
directly determine processes in the company e.g. goals that company sets, resources
business uses, organizational structure, etc. On the other hand there is the external
environment that is represented by forces that influence not only processes within the
company but also company as a whole. That is for example political forces, economical
factors, demographics and so on.

From the marketing point of view, business environment can be subdivided into micro
and macro environment (Foret, Prochazka, and Urbanek 2005, 45-46). A distinctive
criterion is whether factors that have impact on companies can be somehow controlled or
not. When we speak about the micro environment, customers, suppliers, competitors, and
even the company itself with its employees are elements, company can in some way
influence. The macro environment is considered to be as forces that have impact on firms,
but companies cannot influence them.

According to Lamb, Hair, and McDaniel (2014, 23), there are six main micro
environmental forces that have been studied for ages: social, demographic, economic,
technological, political and legal, and competitive. As Collins (2009, 266) points out:
“assess your company’s fit with its environment.” That is one of the steps in strategic
planning process. Another step is to examine company’s strengths and weaknesses and
compare them with other businesses. The following chapter therefore describes these

analytical approaches.
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2.2 SWOT Analysis

A SWOT analysis examines both internal (SW) and external (OT) environment (Grewal
and Levy 2008, 35). This method is often called an environmental analysis (Collins 2009,
266). SWOT is an acronym for the following words: S stands for strengths, W for
weaknesses, O for opportunities, and T illustrates threats.

Hill and Westbrook (1997, 46) believe that among the large quantity of methods
analyzing “company’s strategic position, one of the most straightforward is the SWOT
analysis.” Because the practical part of this thesis maps strategic positions of different
cafés in Zlin, portfolio of each café includes the SWOT analysis.

According to Dyson (2002, 631), a SWOT analysis helps formulate company’s
competitive strategy, and as Lamb, Hair, and McDaniel (2014, 23) suggest, also “identify
their competitive advantage.” Therefore each company should be able to evaluate its
market position in order to discover its competitive strategy, and consequently work on its
competitive advantage.

A problem with a SWOT analysis could be seen in its subjectivity. Dvofacek and
Sluncik (2012) argue that those who conduct the analysis must respond objectively and not
being subjective. It is well known that people are formed by the social environment, by
own values, beliefs, etc. Even though people are trying to be objective, the question is
whether their evaluation could be, in fact, objective.

Kermally (2003, 143) explains that despite some marketers see a problem in an
incorrect classification of strengths as being weaknesses, and seeing opportunities as
threats, the only thing that matters is the “careful identification of these external and

internal factors” and their further assessment.

2.2.1 Conducting a SWOT Analysis

Lawrence (2009) claims that when conducting SWOT analysis, the most important is to set
clear objectives of the analysis. In other words, know the reason why to analyze. Collins
(2009) proposes to start with the analysis of external factors. A person formulating a
SWOT analysis should think about what factors have either a positive or a negative impact
on an observed company. A process of collecting and interpreting data from the external
environment is called an environmental scanning (Lamb, Hair, and McDaniel 2014, 22).
Collins is being specific with examples of external forces: “customers’ expectations”,

“economic conditions” or “emerging technologies” (266).
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Lamb, Hair, and McDaniel (2014) mention six larger areas that are connected with
analyzing external forces (see 2.1). They also consider information about events and
relationships in the external environment as relevant to the company’s long-term
functioning and therefore important in the opportunity/ threat analysis.

After analyzing external factors, company must focus on the internal forces such as
management and workforce as Collins (2009) describes. As Lamb, Hair, McDaniel (2014)
claim also marketing skills, company image, resources, production expenses, and historical

background, etc. are internal factors that should not be overlooked.

2.2.2 Competitive Strategies According to the SWOT Analysis
Dvotacek and Sluncik (2012, 16) conclude the SWOT analysis with four basic strategies
company can choose from. These strategies (listed below), of course, depend on the
evaluation of the internal and external forces and their relation.
a) SO —a company is in a strong position, benefits from internal strengths and takes
advantage of given opportunities, acts proactively.
b) WO — a company uses market opportunities in order to overcome its weaknesses,
acts rather carefully and its decisions are usually reserved.
c) ST — a company is capable of overcoming external threats by own strengths. A
strategy is to daunt other competitors.
d) WT — a company is in a weak position. The goal is to minimize internal
weaknesses and to avoid threats. Vodacek and Vodackova (2004) see the cause of

a weak position in stronger competitors, unstable situation in the market, etc.

2.3 Porter’s Model
Next to the SWOT analysis is also a different method for analyzing market position of a
company. It is named after the professor Michael Eugene Porter. Kermally (2003, 58)
summarizes Michael Porter’s model with words: “in any industry the rules of the
competition are governed by five competitive forces.” These are according to Michael
Porter (1998, 4): threat of new entrants, rivalry among ex