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Amgen – Five Forces 

Domains: Leadership and Organizational Management, Individual and Organizational Behavior 

Method of Research/Model: Case study, Porter’s Five Forces 

Overview: 

Utilizing Porter’s Five Forces (power of the buyer, power of the suppliers, power of rivalry, 
threat of entry, and the power of substitutes), we analyzed Amgen, a pharmaceutical company. 

Findings: 

Power of Buyers: We consider biopharmaceuticals to be neither a normal nor inferior good, as 
the decision of how much to buy and when is not influenced by income but by need (a person 
having a disease or illness).  We also consider biopharmaceuticals to be inelastic, possibly even 
perfectly inelastic, until a biosimilar medication comes on the market.  At that time, demand will 
be influenced by affordability (income) and price (both of Amgen’s goods and competitors’ 
goods).  Most importantly for the biopharmaceutical industry, buyer power is limited due to 
buyers’ limited product knowledge.  Identifying the “buyer” of biopharmaceutical products is 
complicated.  Buyers in the U.S. are primarily pharmaceutical wholesale distributers who then 
distribute the products through a variety of channels.  The decision to utilize a biopharmaceutical 
medication is influenced by individuals, providers, healthcare systems, and governments, all of 
whom possess different levels of knowledge. 

Power of Substitutes: Biopharmaceutical medications compete with each other and with other 
substitute products including generic medications, medical devices, surgeries, alternative 
therapies, and hospitalizations.  The Biologics Price Competition and Innovation Act (BPCI 
Act), part of the Patient Protection and Affordability Act (Affordable Care Act) of 2010, reduces 
the period of time a pharmaceutical corporation has  to recoup research and development costs.  
Competitors introduce biosimilar products using the FDA’s fast track approval process, only 
allowing the reference product developer 12 years of exclusive rights.  These regulations are an 
attempt to increase competition and help with cost containment.  Amgen’s competition from 
substitutes should be a growing concern for the company.  As patents expire and biosimilars 
come on the market, Amgen may be looking at decreased profits in the near future.  To combat 
this HL Consulting recommends that Amgen continue to invest in research and development of 
new biopharmaceuticals, engage in value-based pricing models, and develop biosimilars.  These 
recommendations will increase Amgen’s competitive position in the rapidly changing 
biopharmaceutical market. 

Power of Suppliers: Supplier power is directly influenced by the number of suppliers of input 
products.  Specialized inputs from limited manufacturers will have a greater impact on the 
negotiating power, in the manufacturers’ favor, especially if there are high costs associated with 
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switching input manufacturers.  These switching costs can include contract negotiation costs, 
specialized equipment for testing inputs, and any costs associated with finding a supplier.  In the 
biopharmaceutical field, Amgen deals with two distinct types of suppliers: 1) the suppliers of 
generic chemicals and 2) suppliers of more specialized inputs.  Amgen currently acquires most 
raw materials and undifferentiated chemicals from unaffiliated third-party suppliers.  These 
undifferentiated materials cause no concern based on the number of suppliers available with 
whom Amgen can contract.  However, several raw materials, medical devices, and components 
that are used in Amgen’s production lines are specifically cited in its drug applications with 
regulatory agencies.  This means that Amgen must obtain these supplies from this single source, 
until another supplier can be vetted by the regulatory agency involved.\ 

Threat of Entry: The threat of entry by new competition is low to medium for the 
biopharmaceutical industry because multiple barriers exist.  Traditional barriers identified by 
Porter including capital requirements, economies of scale, technological expertise, product 
differentiation, limited access to distribution channels, and government regulations restrict new 
market entrants.  The cost of entering the biopharmaceutical market as a new manufacturer of a 
novel biopharmaceutical agent is prohibitively high for small start-up biopharmaceutical firms.  
Established firms, having developed, manufactured, and marketed successful biologic 
medications, can more easily attract capital, or self-finance, to produce novel medications or 
biosimilars.  Large, established manufacturers benefit from economies of scale with respect to 
nearly all functions including manufacturing, distribution, marketing, sales, research, and 
development.  When trying to enter the market for developing new or bio similar medications, 
established companies can capitalize on previously implemented systems, decreasing their 
barriers to entry.   

Rivalry: Rivalry in a market is based on: 1) the concentration of the market; 2) price, quantity, 
quality, or service competition; 3) switching costs; 4) information; 5) degree of differentiation, 
and 6) government constraints.  Amgen faces direct producer-producer rivalry in the market as 
customers are limited to those who need the medication.  Due to patent laws, Amgen will be 
protected from direct competition for new biopharmaceuticals for several years (discussed 
below), but the competition to between producers is constant as all companies strive to produce 
the best, new medication the fastest.  Novel medications result in little direct competition, 
essentially a monopoly.  However, once a medication is introduced the doors open for additional, 
similar-but-new medications.  Sometimes, this will create price wars and impact Amgen’s 
profits.  Consumer-producer rivalry can also be seen in the biopharmaceutical market through the 
bargaining power of managed care organizations and Medicare.  Managed care organizations 
want to pay the least amount possible for medications and will aggressively negotiate with 
producers.  Managed care organizations can significantly impact Amgen’s profitability and 
market share if they choose not to add one of Amgen’s products to their formularies. 

Lessons Learned: 
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Application of the five forces to a real company allowed us to see how these different aspects 
actual affect an organization. 
  

3 
 



Lux, Becky  Managerial Economics EXSUM April 2015 

References 
 

Amgen. (2013, February 24). Letter to Shareholders. Retrieved July 2, 2014, from 

www.amgen.com: 

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&sqi=2&ved=0

CB0QFjAA&url=http%3A%2F%2Fwwwext.amgen.com%2Fpdfs%2Finvestors%2FInve

stors_2013_AnnualReport.pdf&ei=8lDUU6jMJcuYyATvp4HQBA&usg=AFQjCNFA4e

6VqBa69-OGMwMcAE4oYVx6lw&sig2=eqwdZH4O8b-AIfM 

Amgen. (2014). Biologics and biosimilars: An overview. Amgen. Retrieved July 26, 2014, from 

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&sqi=2&ved=0

CDAQFjAB&url=http%3A%2F%2Fwww.amgen.com%2Fpdfs%2Fmisc%2FBiologics_

and_Biosimilars_Overview.pdf&ei=UVHUU4jmHoynyATeuIIw&usg=AFQjCNFpfEX0

6NeWgk37rgGyU3slfRSqkQ&sig2=G8Iam35TPr3TYPhPVH 

Baye, M. R., & Prince, J. T. (2014). Managerial economics and business strategy. New York: 

McGraw-Hill Irwin. 

Castner, M., Hayes, J., & Shankle, D. (2007, April 15). The global pharmaceutical industry. 

Retrieved July 27, 2014, from Duke University: 

https://web.duke.edu/soc142/team2/shifts.html 

Chemical Manufacturing. (2011, 1 11). Retrieved August 15, 2014, from United STates 

Environmental Protection Agency: 

http://www.epa.gov/sectors/sectorinfo/sectorprofiles/chemical.html 

Decker, S. (2011, January 7). Amgen wins ruling blocking Teva's generic Sensipar. Retrieved 

July 25, 2014, from Bloomberg.com: http://www.bloomberg.com/news/2011-01-

07/amgen-wins-ruling-against-teva-in-generic-sensipar-fight.html 

4 
 



Lux, Becky  Managerial Economics EXSUM April 2015 

Dou, D., Felsen, P., Jansen, T., Song, D., & Soetjipto, C. (2008). Genetech: Whether to enter the 

pharmaceutical industry or stay in biotechnology industry with an updated strategy. 

Genetech. 

Ford, D., & Nelson, B. (2014). The view beyond venture capital. Nature Biotechnology, 12-23. 

Retrieved from Nature Biotechnology. 

Garde, D. (2014, July 24). FDA opens the doors for a Novartis biosimilar of Amgen's Neupogen. 

Retrieved July 25, 2014, from FierceBiotech: http://www.fiercebiotech.com/story/fda-

opens-door-novartis-biosimilar-amgens-neupogen/2014-07-24 

Goozner, M. (2013, Feb 4). A Little extra in the fiscal deal. Backroom deals are bad medicine 

and no way to set payment policy. Mod Health, 43(5), 24. Retrieved July 2, 2014, from 

http://www.ncbi.nlm.nih.gov/pubmed/23437488 

Hay, M., Thomas, D., Craighead, J., Economides, C., & Rosenthal, J. (2014). Clinical 

development success rates for investigational drugs. Nature Biotechnology, 32, 40-51. 

Humi, R., Chance, K., Baum, A., & Provost, E. (2013, August 19). Investment decisions based 

on biosimilar programs, part 1. Retrieved August 28, 2014, from Regulatory Affairs 

Professionals Society: http://www.raps.org/regulatoryDetail.aspx?id=9322 

Liao, J. J., & Heyes, J. F. (2010). Biosimilarity for follow-on Biologics. Statistics in 

Biopharmaceutical Research, 3(3), 445-455. 

Marketline. (2014, February 25). Company Profile Amgen, Inc. Retrieved July 12, 2014, from 

Marketline: http://marketline.com 

Mazer, J. (2014). Introduction to state biosimilar substitution laws. Federal trade Commission: 

Follow-on Biologics Workshop (pp. 77-86). Washington, D.C.: Federal Trade 

Commission. 

5 
 



Lux, Becky  Managerial Economics EXSUM April 2015 

Mehta, S. S. (2008). Commercializing successfuk biomedical technologies: Basic principles for 

the development of drugs, diagnostics and devices. Cambridge: Cambridge University 

Press. 

Mullins, J. (2007, August). A recent history of the pharmaceutical market - Based on all five 

forces. Retrieved July 15, 2014, from Venture Navigator: 

http://www.venturenavigator.co.uk/content/porters_five_forces_pharmaceutical_industry 

PhRMA. (2013). 2013 Profile: Biopharmaceutical research industry. Washington, D.C.: 

Pharmaceutical Research and Manufacturers of America. 

Pollack, A. (2012, March 27). F.D.A. approves new anemia drug. Retrieved July 2, 2014, from 

New York Times: http://www.nytimes.com/2012/03/28/health/policy/fda-approves-new-

anemia-drug.html?pagewanted=all&_r=0 

Porter, M. E. (1979). How Competition Forces Shape Strategy. Harvard Business Review, 137-

145. 

Roth, G. Y. (Ed.). (2013, July 16). Top 10 biopharma report. Retrieved July 26, 2014, from 

Contract Pharma: http://www.contractpharma.com/issues/2013-07/view_features/top-10-

biopharma-report-/ 

Schorsch, K. (2014, June 2). Experiments with a Ziplock led to this. Crain's Chicago Business, 

37(22), p. 4. 

Sherman, R. E. (2012). Biosimilar biologic products. U.S. Food and Drug Administration. 

Retrieved July 26, 2014, from 

http://www.fda.gov/downloads/Drugs/DevelopmentApprovalProcess/HowDrugsareDevel

opedandApproved/ApprovalApplications/TherapeuticBiologicApplications/Biosimilars/u

cm292463.pdf 

6 
 



Lux, Becky  Managerial Economics EXSUM April 2015 

The 10 best selling drugs of 2013. (2014, March 25). Retrieved July 25, 2014, from 

FiercePharma: http://www.fiercepharma.com/special -reports/enbrel-best-selling-drugs-

2013 

The industry handbook: Biotechnology. (n.d.). Retrieved July 20, 2014, from Investopedia: 

http://www.investopedia.com/features/industryhandbook/biotech.asp 

Walsh, G. (2010). Biopharmaceutical benchmarks 2010. Nature Biotechnology, 28, 917-924. 

Woolmore, A., Standing, M., & Wells, J. (2013). Pharma Industry, The Next Challenge - 

Improving Clinical and Economic Value. Retrieved from Monitor Deloitte: 

www.deloitte.com 

Ziskind, M. (2014, July 6). Director for Public Payer Policy, Strategy & Marketing at Centocor 

Ortho Biotech/Johnson & Johnson. (E. Harris, Interviewer) 

7 
 


