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NoFuss Consulting Porter's Five Forces Analysis

Management summary

This report presents the findings of the Porter’s Five Forces analysis facilitated for ACME Labs
GmbH between February and March 2026. The analysis examines the industry structure within
which ACME Labs competes, assessing the intensity of each of the five competitive forces and
the implications for ACME Labs’ strategic position.

The analysis finds that ACME Labs operates in an industry structure characterised by excep-
tionally high pressure on all five forces. This is unusual. In most industries, one or two forces
dominate while others are relatively benign. In the general-purpose Al assistant and founda-
tion model market, every force is currently high or very high, and the intensity is increasing.

Rivalry among existing competitors is very high. ChatGPT retains the consumer lead at approx-
imately 900 million weekly active users as of February 2026, but its share of global Al-chatbot
web traffic has fallen from 86.7% in January 2025 to 64.5% in January 2026 while Gemini has
surged from 5.7% to 21.5% to reach approximately 750 million monthly users. Anthropic’s
enterprise Al assistant share has risen from 12% in 2023 to 32% in 2025 while OpenAl’'s has
fallen from 50% to 25% over the same period (Menlo Ventures). The competitive dynamics
are shifting rapidly across segments, and direct confrontation on capability favours the best-
funded incumbents.
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Figure 1: Five forces radar

The bargaining power of buyersis high. Enterprise buyers have credible alternatives across five
to six comparable providers and conduct head-to-head evaluations with increasing sophistica-
tion. Consumer buyers face essentially zero switching costs. Developer buyers face API pricing
that has fallen approximately 280-fold since late 2022 for equivalent-quality output and now
ranges from $0.25 to $5 per million input tokens across frontier providers.
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The bargaining power of suppliers is very high. Nvidia's Blackwell B200 and GB200 are sold out
through mid-2026 with a backlog of approximately 3.6 million units. Senior Al research talent
has been repriced by Meta's 2025 offers reportedly exceeding $200 million over several years
for individual researchers. Data licensing relationships are concentrating into a small number
of high-value bilateral deals that further disadvantage late entrants.

The threat of substitutes is high. Open-weight models — led by DeepSeek and other Chinese
laboratories, with Mistral and Meta'’s Llama line as further reference points — deliver approxi-
mately 90% of frontier quality at roughly 2% of frontier cost. Self-hosting is commercially viable
for many enterprise use cases, particularly where sovereignty or data residency requirements
preclude hosted options.

The threat of new entrants is moderate to high despite substantial capital barriers. Well-funded
US entrants including Thinking Machines, Safe Superintelligence, and Anysphere have reached
valuations in the tens of billions of dollars. European challengers have continued to emerge.
The combination of open-weight foundations, falling inference costs, and available capital has
lowered the threshold for commercially credible entry.

For ACME Labs, the analysis confirms that differentiation on trust, sovereignty, and European
regulatory alignment is necessary rather than optional. The February 2026 rupture between
the Pentagon and Anthropic has opened political space for European providers in defence and
regulated sectors that has not existed at any point in the past three years. Whether ACME Labs
can convert this opening into commercial outcomes depends on execution against specific
buyer and supplier dynamics detailed in the body of this report.
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Introduction

Purpose

Porter’s Five Forces is a framework for analysing industry structure. It examines the collective
impact of five forces — rivalry, buyer power, supplier power, substitutes, and new entrants
— on the profitability and strategic latitude of firms operating within an industry. Its purpose
is not to predict outcomes for individual companies but to characterise the environment in
which those outcomes are determined.

This analysis applies the framework to the general-purpose Al assistant and foundation model
market in which ACME Labs operates. It complements the PESTLE analysis delivered alongside
this report. Where PESTLE examines macro-environmental forces that affect all industries,
Porter’s Five Forces examines forces specific to the industry ACME Labs competes in.

Defining the industry

Industry definition is the most consequential analytical choice in Porter’s Five Forces. Defined
too broadly, the analysis becomes diffuse. Defined too narrowly, it misses substitutes and
competitive dynamics.

For the purpose of this analysis, the industry is defined as providers of general-purpose con-
versational Al assistants and foundation models delivered via hosted interfaces — consumer
chat, enterprise chat, and developer APIs — competing on the basis of model capability,
product experience, and commercial terms.

This definition includes the direct competitors to ACME Labs’ ACME-1 product: OpenAl with
ChatGPT and its API, Anthropic with Claude, Google with Gemini, Microsoft with Copilot (as
distinct from its OpenAl integration), Mistral with Le Chat and its API, and Meta with its
Llama-based consumer products. It also includes several well-funded and active entrants
with meaningful market presence. The definition excludes specialised or vertical Al products
such as medical imaging, non-general-purpose code assistants, and industrial automation;
traditional enterprise software vendors integrating Al features as complements rather than
core products; and Al infrastructure and tools such as vector databases and training platforms,
which appear in the analysis as suppliers.

Substitutes to the industry — notably open-weight models that customers self-host, and tradi-
tional non-Al software — are treated within the Substitutes force.

About ACME Labs GmbH

ACME Labs GmbH is a German Al research and product company founded in 2024, headquar-
tered in Munich with a research office in Berlin. The company develops general-purpose
foundation models and delivers them through a conversational assistant and an API platform.
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Its principal product, ACME-1, is positioned against ChatGPT, Claude, Gemini, Le Chat, and
similar general-purpose Al assistants.

As of March 2026, ACME Labs has approximately 180 employees, closed a €420 million Series B
funding round in January 2026, and operates with a pre-money valuation of approximately €1.8
billion. The product is in closed enterprise beta with approximately 40 design partners, and
in consumer preview with approximately 80,000 waitlisted users. Public general availability is
planned for Q3 2026.

ACME Labs’ positioning emphasises European sovereignty, regulatory alignment, and trust.
The company operates exclusively on EU-based infrastructure, is governed under German
corporate law, and develops its products with explicit attention to EU copyright, data protec-
tion, and content standards.

Scope and boundaries

This analysis covers industry structure as of March 2026, with forward-looking observations
limited to developments reasonably expected within the following 18 to 24 months. The
analysis is bounded to ACME Labs’ current and near-term markets; geographic expansion
beyond Europe is noted but not analysed in depth.

Approach

The analysis was conducted through a series of facilitated workshops with ACME Labs’ CEO,
CFO, CTO, Head of Research, Head of Product, Head of Go-to-Market, Head of Legal & Policy,
and selected external advisers. Each force was addressed in a dedicated session, with pre-
reading prepared by the relevant functional lead. NoFuss Consulting facilitated the process,
structured the findings, and consolidated them into this report.
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Findings by force

Force 1: Rivalry among existing competitors

Assessment: Very high

The general-purpose Al assistant and foundation model market in early 2026 is among the
most competitively intense industries in modern technology. Rivalry is driven by multiple
reinforcing factors and shifting rapidly across consumer, developer, and enterprise segments.

On the consumer side, ChatGPT retains the lead with approximately 900 million weekly active
users as reported by OpenAl in late February 2026, but its dominance is eroding faster than
expected. Share of global Al-chatbot web traffic fell from 86.7% in January 2025 to 64.5% in
January 2026 according to Similarweb. Gemini's web share surged from 5.7% to 21.5% over the
same period, reaching approximately 750 million monthly users, boosted by the January 2026
Apple agreement — reported at roughly $1 billion per year — under which a custom Gemini
model will power the rebuilt Siri and Apple Intelligence. Meta Al exceeds one billion monthly
users through WhatsApp, Instagram, and Facebook, although standalone engagement is low.
Claude’s standalone consumer reach remains smaller at approximately 19 million monthly
web users plus seven million app users, but engagement per user is the highest across the
industry. Le Chat reached approximately one million downloads in two weeks following its
mobile launch and is ranked first in France’s App Store.

On the enterprise side, the dynamics are different and arguably more consequential for
ACME Labs. Anthropic's share of the enterprise Al assistant market rose from 12% in 2023
to 32% in 2025, while OpenAl's fell from 50% to 25% over the same period (Menlo Ventures).
Anthropic's 2025 revenue growth is the most aggressive in the industry, moving from $1 billion
in annualised recurring revenue at end-2024 to approximately $30 billion by March 2026
at a $380 billion valuation. The February 2026 Pentagon-Anthropic rupture, reportedly over
autonomous-weapons terms and mass surveillance, disrupted Anthropic’s US government
trajectory but triggered a pro-Anthropic consumer reaction in European markets, reportedly
pushing Claude to the top of App Store rankings in several EU countries.

On the developer side, pricing competition has been severe. Current per-million-token pricing
in March 2026 spans GPT-5 at $1.25 input and $10 output; Claude Sonnet 4.6 at $3 and $15;
Claude Opus 4.6 at $5 and $25, down sharply from $15 and $75 for the previous Opus 4.1;
Gemini 3.1 Pro at $2 and $12; Gemini 3.1 Flash-Lite at $0.25 and $3; and DeepSeek V3.2 at
$0.28 and $0.42 with a 90% cache discount. Inference costs have fallen approximately 280-
fold since late 2022 for GPT-3.5-equivalent quality. Developer choice is effectively frictionless
across providers, with vendor tooling explicitly designed to simplify migration.

Mistral is Europe’s only frontier-scale private Al company and the most direct competitor
to ACME Labs’ European sovereignty positioning. Mistral’s funding trajectory has been excep-
tional: €105 million seed in June 2023, €385 million Series Ain December 2023 at approximately
$2 billion, €600 million Series B in June 2024 at approximately $6 billion, and a €1.7 billion Series
Cat€11.7 billion post-money on 9 September 2025, led by ASML's €1.3 billion investment for an
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11% stake. ASML is now Mistral's largest shareholder. Annualised revenue grew approximately
twenty-fivefold year-on-year to approximately €300 million in September 2025. CEO Arthur
Mensch has publicly targeted annual revenue above €1 billion in 2026. November 2025 added
€723 million in debt financing from BNP Paribas, Bpifrance, and five other lenders for a 13,800-
GB300 data centre in Bruyeres-le-Chatel, due to operate in the second half of 2026. Anchor
deals include BNP Paribas, AXA, Stellantis, Capgemini, SAP, Orange, Helsing, CMA CGM (a €100
million five-year deal in April 2025), and Singapore’s Ministry of Defence. The defining event
is the 8 January 2026 French armed forces framework agreement — a three-year deal that
anchors Mistral's position as a Member-State champion in a way that no German Al company
currently enjoys.

Aleph Alpha has abandoned the frontier. Following its 2023 Series B at approximately $500
million with investors including Bosch, SAP, Schwarz, HPE, Burda, and Deutsche Bank, Aleph
Alpha pivoted in mid-2024 to PhariaAl — a sovereign Al operating system comprising Phari-
aAssistant, PhariaStudio, PhariaOS, and PhariaCatch, optimised for EU Al Act compliance,
explainability, and on-premise or air-gapped deployment. Founder Jonas Andrulis moved to
Chairman in October 2025; Co-CEO Reto Sporri, formerly of Schwarz Digits, runs operations.
The Pharia-1 model architecture features tokenizer-free design that the company claims deliv-
ers up to 70% compute savings on AMD Instinct hardware, co-developed with Schwarz Digits.
Anchor contracts include BWI (the Bundeswehr IT operator), the Federal Employment Agency,
and STACKIT's sovereign cloud. In January 2026 the Schwarz Group moved to acquire Bosch
Ventures' stake, consolidating German retail and industrial control. Aleph Alpha is the leading
cautionary tale and the leading comparator for any German sovereign-Al play: evidence that
frontier training is not a viable European strategy, and proof of concept that regulated-sector
and government positioning can sustain a business at reduced scale.

Rivalry dynamics affecting ACME Labs fall into three categories. Against US frontier labs,
ACME Labs cannot compete on raw capability; competition must be on dimensions where
US competitors cannot or will not match, principally sovereignty, European legal alignment,
and customer intimacy in European enterprises. Against Mistral, ACME Labs faces its sharpest
competition, because the strategic positioning overlaps almost entirely and Mistral is further
along in scale, revenue, and Member-State anchor contracts. Against Aleph Alpha and other
European peers, the competitive terrain is adjacent but not directly overlapping given Aleph
Alpha’s shift to enterprise-sovereign deployment rather than general-purpose consumer or
developer markets.

The combination of intense rivalry, fast-moving segment shifts, and strategic entrenchment of
incumbents means that no competitor can exit the market under ordinary commercial logic.
Major competitors — OpenAl, Anthropic, Google, Microsoft, Meta, Mistral — each have strate-
gic commitments that preclude exit even under adverse financial conditions. This produces
what economists sometimes call “rational irrationality” in competitive behaviour: competitors
can sustain losses longer than ordinary commercial logic would predict.

Force 2: Bargaining power of buyers

Assessment: High
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Buyers in this industry exercise high bargaining power, with the degree varying substantially
by segment.

Enterprise buyers of Al assistants and APIs are generally sophisticated, conduct multi-vendor
evaluations, and have credible alternatives. Large enterprises typically evaluate three to five
vendors in procurement processes and deliberately maintain the option to switch. Buyer
power is elevated by the availability of alternatives — every major enterprise evaluation now
includes at least OpenAl, Anthropic, and often Google, Mistral, and at least one additional
European option. Procurement functions have developed Al-specific evaluation capabilities
through 2024 and 2025, with mature technical evaluation based on capability benchmarks
and use-case testing, commercial evaluation of pricing and contract terms, and compliance
evaluation of data handling and regulatory alignment.

Price sensitivity is high and increasing. API pricing has declined substantially through 2025 as
competitors have pursued market share, and enterprise buyers expect continued reductions.
The appearance of DeepSeek V3.2 at $0.28 input and $0.42 output per million tokens, and
Gemini 3.1 Flash-Lite at $0.25 and $3, has set the new floor for commodity inference. Enter-
prise contracts increasingly include benchmark pricing clauses that trigger renegotiation on
competitor price movements.

Concentration of buying power among large accounts is significant. Large enterprise deals are
concentrated in a relatively small number of accounts — major banks, insurers, public-sector
bodies, large industrial companies. Loss of any single strategic account has disproportionate
impact on a challenger’s revenue trajectory.

Regulated enterprise buyers flow compliance requirements down to suppliers. Financial
services customers under the Digital Operational Resilience Act impose specific resilience,
operational, and security obligations on their ICT third-party providers. Healthcare customers
impose medical device and patient data requirements. Public sector buyers impose sover-
eignty, national security, and procurement-specific obligations. ACME Labs must meet these
varied requirements to be a viable supplier across segments, and the requirements differ
meaningfully by customer.

Consumer bargaining power is high but expressed differently. Individual consumers lack
negotiating leverage, but their aggregate behaviour exercises power through zero switching
costs, low perceived differentiation for common tasks, and winner-take-most dynamics in
consumer Al markets that amplify the cost of failing to reach scale quickly. Consumer pricing
has bifurcated into a $20 mass-market tier (ChatGPT Plus, Claude Pro, Google Al Pro) and a
$100 to $300 prosumer tier (ChatGPT Pro, Claude Max, Google Al Ultra, Grok SuperGrok).

Developer buyers are the most price-sensitive and switching-capable segment. Developers
have access to multiple APIs, open-weight alternatives, and excellent tooling for multi-provider
integration. Pricing, latency, and capability are directly comparable, and developers make
switching decisions quickly based on observable metrics.

Several factors mitigate buyer power in specific segments. Sovereignty-sensitive buyers —
public-sector, some regulated enterprise, and buyers with specific European alignment pref-
erences — display lower price sensitivity and higher switching costs. For these buyers, ACME
Labs’ positioning is defensible. Deep-integration buyers, particularly enterprise customers that
have integrated an Al vendor into workflows, experience higher switching costs than API-only
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customers. Trust-sensitive buyers, particularly those that have experienced incidents or have
high brand sensitivity, place disproportionate weight on vendor trustworthiness.

Government procurement has become a material buyer segment. On 14 July 2025 the US
Department of Defense awarded four $200 million ceiling contracts, one each to Anthropic,
Google, OpenAl, and xAl, for agentic Al workflows. xAl launched Grok for Government through
the General Services Administration at $0.42 per agency for 18 months. The February 2026
Pentagon-Anthropic rupture demonstrates both the size of government revenue opportunity
and the political volatility attached to it. In Europe, the 8 January 2026 French armed forces
framework agreement with Mistral illustrates the scale of single-buyer sovereign contracts.
Similar Member-State opportunities exist in Germany through BWI, BSI, and the Federal
Employment Agency, currently served primarily by Aleph Alpha.

Force 3: Bargaining power of suppliers

Assessment: Very high

ACME Labs depends on a small number of suppliers with substantial leverage. Supplier power
is among the most constrained areas of the company’s strategic position and is the dimension
most resistant to short-term mitigation.

GPU hardware supply is dominated by Nvidia in a position approaching monopoly at the
frontier. Blackwell B200 and GB200 are sold out through mid-2026 with a reported backlog of
approximately 3.6 million units. B300 (Blackwell Ultra) shipments began ramping in the second
half of 2025. Rubin is expected in late 2026. Cloud B200 on-demand rates have nonetheless
fallen to $3.79 to $6 per hour as supply ramps, but dedicated allocation for training remains
tightly controlled by Nvidia. CUDA ecosystem lock-in has deterred adoption of alternatives;
AMD’s MI350 and MI355X have emerged as secondary supply, with an October 2025 agree-
ment to provide six gigawatts of capacity to Stargate, but enterprise adoption of non-Nvidia
silicon remains limited to specialised cases. US export controls further complicate the supply
picture: Huawei Ascend 910B, C, and D are now presumptively in violation of the Export
Administration Regulations worldwide under General Prohibition 10, and Huawei is unlikely to
exceed H200-level performance before Ascend 960 in the fourth quarter of 2027 according to
Council on Foreign Relations analysis.

Nvidia's circular financing of its largest customers is a structural factor. Nvidia has committed
up to $100 billion in equity or supply to OpenAl in September 2025, $10 billion to Anthropic
in November 2025, and strategic stakes in Mistral Compute, Thinking Machines, xAl, and
Anysphere. OpenAl's CFO Sarah Friar publicly conceded that this financing ultimately returns
to Nvidia in GPU purchases. Smaller competitors without equivalent strategic relationships
face harder access to allocation.

Compute infrastructure supply is bifurcated for ACME Labs. The French sovereign cloud part-
ner provides stable allocation for training under negotiated terms; European sovereign cloud
capacity remains limited relative to demand, although the Al Factories initiative has expanded
it materially. Deutsche Telekom'’s Industrial Al Cloud in Munich, launched in the first quarter
of 2026 with approximately 10,000 Blackwell GPUs in partnership with Nvidia and SAP, adds
German sovereign capacity. AWS Frankfurt provides inference, and switching costs from AWS
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to alternative hyperscale cloud providers are substantial even for inference workloads. AWS
European Sovereign Cloud entered general availability in Brandenburg on 15January 2026 with
a €7.8 billion investment and an EU-law parent entity, adding a further option for sovereignty-
constrained inference.

Senior research talent exercises substantial supplier power, both individually and collectively.
Meta's summer 2025 Superintelligence Labs push featured the $14.3 billion purchase of 49% of
Scale Al to acquire Alexandr Wang, reported nine-figure offers including a publicly referenced
package exceeding $200 million over several years for Ruoming Pang from Apple, and Sam
Altman’s claim on the Uncapped podcast of $100 million signing bonuses (disputed by Meta
CTO Andrew Bosworth as limited to a handful of senior roles). OpenAl responded with reten-
tion bonuses exceeding $2 million and equity grants above $20 million. The market-clearing
compensation for senior machine-learning engineers is approximately €120 to €180 thousand
in Europe against $350 to $700 thousand in the United States. Atomico’s State of European
Tech reports that European tech-talent inflows collapsed from approximately 52,000 in 2022
to approximately 26,000 in 2024. For ACME Labs, this translates into a structural difficulty
in matching US compensation for senior research staff, which must be addressed through
non-compensation factors such as research freedom, mission alignment, and relocation pref-
erences.

Data licensing is increasingly a supplier relationship with meaningful bargaining power. Major
bilateral deals include News Corp with OpenAl at more than $250 million over five years signed
in May 2024; Axel Springer with OpenAl at a reported tens of millions of euros over three years
signed in December 2023; the Financial Times with OpenAl at approximately $5 to $10 million
annually from April 2024; Reddit with Google at approximately $60 million annually from
February 2024; and further bilateral agreements with Condé Nast, Hearst, Dotdash Meredith,
Vox, The Atlantic, Time, Le Monde, Prisa, and Reuters signed through 2024 and 2025. The
New York Times litigation against OpenAl and a February 2025 publisher class action against
Cohere are notable holdouts. This pattern bifurcates data access: well-capitalised incumbents
lock in premium supply while late entrants face rising acquisition costs and elevated litigation
exposure. The Munich Regional Court’'s November 2025 GEMA v. OpenAl judgment, holding
OpenAl liable for training on 95,000+ composers’ lyrics, increases the legal exposure of training
without licensed data. The Hamburg Higher Regional Court's December 2025 Kneschke v.
LAION ruling cut the other way: it confirmed that dataset creation fell under the text-and-data-
mining exceptions and held the photographer’s natural-language opt-out invalid because it
was not machine-readable by the standards of 2021 — while noting that machine readability is
assessed against the technology available at the time of use, leaving plain-language reserva-
tions open for more recent uses. A further appeal to the Federal Court of Justice was allowed,
so German case law on training data remains unsettled rather than uniformly hostile; either
way, well-capitalised incumbents with licensed supply remain structurally advantaged over
late entrants.

Specialised tooling and software suppliers represent a further supplier power dimension,
although a lower-order one. Training frameworks, evaluation platforms, vector databases,
observability tools, and orchestration software are frequently supplied by a small number
of vendors per category. Dependency on these vendors is generally less consequential than
primary compute and talent relationships, but collectively contributes to the overall supplier
power environment.
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Energy suppliers exercise power at scale. European electricity prices — German business rates
averaged €0.238 per kilowatt-hour in September 2025, approximately 173% of the European
average and 2.5 to 3 times US industrial rates — create a structural cost disadvantage relative
to US competitors operating on lower-cost infrastructure. Grid capacity constraints, renewable
sourcing requirements, and the Middle East war's effect on TTF gas prices above €60 per
megawatt-hour since February 2026 further affect compute economics.

Supplier power mitigation is limited. Multi-sourcing is possible in some categories, including
cloud and some tooling, but not in others, including GPUs and top research talent. Long-
term contracts reduce short-term supplier power but concentrate long-term risk. Open-weight
ecosystems reduce some forms of software supplier dependency but do not address the
primary supplier power concerns around compute and talent.

Force 4: Threat of substitutes

Assessment: High

Substitutes to the hosted general-purpose Al assistant exist in meaningful forms and exert
real pressure on the industry.

Open-weight and open-source models are the most significant substitute category. Customers
— both enterprises and developers — can choose to run open-weight models instead of
subscribing to hosted assistants. The capability gap with frontier closed models has narrowed
markedly through 2025 and early 2026. Mistral's open-weight releases have remained a
reference point. Meta's Llama 4 Scout (109 billion total and 17 billion active parameters,
mixture-of-experts, ten-million-token context) and Llama 4 Maverick (400 billion total and 17
billion active, one-million-token context) shipped in April 2025 to a mixed reception; by early
2026, Chinese open-weight releases had overtaken them on most benchmarks and Meta had
shifted its frontier effort away from open weights. DeepSeek V3.2 delivers approximately 90%
of GPT-5.4 quality at roughly 2% of the cost. GLM-5 sits within three points of Claude Opus
4.6 on SWE-bench Verified. Kimi K2 Thinking leads the open SWE-rebench benchmark. For
many enterprise use cases, a well-deployed open-weight model is functionally adequate and
strategically preferable.

Self-hosting is attractive where data residency, sovereignty, or privacy requirements exceed
what hosted providers can offer; where cost structures favour self-hosting at scale; where
customisation exceeds what hosted providers permit; or where regulatory and contractual
constraints preclude third-party hosting. The substitution dynamic is particularly visible in the
German Mittelstand, public sector, and financial services, where sovereignty preferences align
with self-hosting economics. BaFin's late 2025 and early 2026 35-page Al guidance for financial
entities requires board-approved Al strategy, cloud due diligence, data integrity controls, and
full lifecycle cybersecurity, which has driven many German financial institutions to prefer on-
premise or sovereign-hosted deployments.

Traditional software and non-Al workflows remain substitutes for many enterprise use cases.
Al assistants replace manual work or traditional software in many contexts; substitution in
the reverse direction — reverting to non-Al workflows — is always an option. Customers
experiencing Al failures, compliance difficulties, or cost overruns may de-adopt. Deepfake
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incidents, hallucination liability, and the seven lawsuits filed in November 2025 alleging that
ChatGPT contributed to user suicides or delusional states have reinforced the caution of some
enterprise buyers.

Specialised Al products substitute for general-purpose assistants on specific tasks. Code-spe-
cific assistants (GitHub Copilot, Cursor, Windsurf, Devin), customer-service-specific Al, medical
Al products, and similar specialised offerings compete with general-purpose assistants for
specific enterprise use cases. Cursor in particular — at approximately $2 billion annual run
rate, raising up to $5 billion at $50 to 60 billion in early 2026 following Series C at $9.9 billion
in June 2025 and Series D at $29.3 billion in November 2025 — has demonstrated that appli-
cation-layer builders atop frontier models can capture enormous value without training their
own foundation models.

Hybrid approaches are increasingly common. Enterprises combine hosted assistants for some
tasks with self-hosted open models for others. This pattern reduces dependence on any single
vendor and effectively substitutes partial adoption for full adoption, which affects revenue
capture per enterprise relationship.

Human labour remains a substitute for Al assistance on some tasks. This is particularly relevant
in Europe, where labour market conditions and cultural attitudes toward workforce displace-
ment affect the pace of Al adoption and the willingness of enterprises to replace established
processes.

Several factors affect the practical intensity of substitution. Open-weight model price-perfor-
mance has improved sharply, and self-hosted deployments on owned or leased infrastructure
can be cheaper than API calls at scale. Switching costs from a hosted assistant to a self-hosted
model require infrastructure investment, expertise, and operational capability — a meaningful
barrier for smaller organisations but manageable for larger ones. Hosted assistants provide
vendor support, managed updates, and accountability structures that self-hosting does not,
which matters for risk-averse organisations. In some regulatory contexts, self-hosting may be
required or preferred; in others, vendor-provided attestations simplify compliance. The direc-
tion of travel, on balance, is toward lower switching costs and greater viability of substitution.

Force 5: Threat of new entrants

Assessment: Moderate to high

Barriers to entry in the general-purpose Al assistant and foundation model market have fallen
substantially since 2022 but remain meaningful at the frontier. The threat of new entrants
varies by segment.

Capital barriers are substantial but not prohibitive for well-funded entrants. Training a com-
petitive foundation model at frontier capability requires capital in the hundreds of millions to
billions of euros. Several well-funded entrants have emerged or are emerging. Thinking Ma-
chines, founded by Mira Murati, raised a $2 billion seed at $12 billion in July 2025, is reportedly
raising $5 billion at $50 to $60 billion, and signed a March 2026 Nvidia strategic partnership
for one gigawatt of Vera Rubin capacity; its trajectory has been complicated by the January
2026 departure of cofounder Barret Zoph and three key researchers. Safe Superintelligence,
founded by llya Sutskever, raised $1 billion in late 2024 and a further $2 billion at a $32 billion
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valuation in 2025; it has no public product. Poolside has raised at the $2 to $3 billion range
targeting code generation for the Global 2000 and government sectors.

Technical barriers have softened. Building a competitive foundation model requires spe-
cialised talent, specific know-how in training infrastructure, data curation, and model evalu-
ation. These barriers have eroded as open-source contributions, academic publications, and
talent mobility have spread expertise. Building a “good enough” model is achievable by a well-
resourced team; building a frontier model remains substantially harder.

Distribution barriers are real but manageable. Reaching enterprise and consumer buyers
requires distribution. Established players have built distribution advantages that new entrants
must overcome: Microsoft through Office 365 and Azure, Google through Android and Search,
Meta through WhatsApp and Facebook, OpenAl through direct brand recognition and the
ChatGPT consumer franchise. European challengers including ACME Labs and Mistral have
partially addressed this through sovereign cloud partnerships and direct enterprise sales, but
distribution remains a meaningful challenge.

Regulatory and compliance barriers have grown. The EU Al Act, GDPR, the Digital Operational
Resilience Act, NIS2, the Cyber Resilience Act, the Data Act, the Product Liability Directive, and
national horizontal laws including Italy’s Law 132/2025 create substantial compliance obliga-
tions for any Al provider operating in Europe. For well-resourced entrants these are costs of
doing business; for smaller entrants they can be prohibitive. Over time, regulatory complexity
may increase barriers to entry, although the Digital Omnibus proposal of November 2025
suggests the Commission is responsive to simplification pressure.

Supply-side barriers are among the tightest in the industry. Access to GPUs and compute
is constrained by Nvidia allocation decisions and cloud provider relationships. Sovereign
compute capacity in Europe — the Al Factories programme, the Al Gigafactories initiative, and
Member-State sovereign clouds — adds capacity but is also gated by selection and procure-
ment processes. The Council regulation of January 2026 enabling up to five Al Gigafactories of
atleast 100,000 advanced Al chips each, with 76 expressions of interest worth more than €230
billion received, creates a specific selection window in 2026 that is particularly consequential
for European entrants.

Several categories of entrant warrant specific mention. Well-funded US entrants backed by
strategic capital or individual billionaire investment continue to emerge. Thinking Machines,
Safe Superintelligence, Poolside, and others have the resources to reach capability parity with
established players within 12 to 24 months, although execution remains uncertain. European
entrants continue to emerge: new German, French, and Nordic Al companies with various
positioning have raised funding rounds in the €50 to €200 million range through 2025, most
targeting specialised segments rather than general-purpose competition, but some overlap
with ACME Labs' positioning. National champions in non-European markets — including India,
the Middle East, and selected Asian markets — have begun to compete internationally; these
are not direct competitors in ACME Labs’ current markets but may become so within the 18
to 24 month horizon. Strategic entrants from adjacent industries — major European telecom-
munications companies, financial institutions with Al aspirations, industrial conglomerates —
are evaluating direct entry, and most conclude against it, though partnership arrangements
are common.
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The combined effect of lowered technical barriers and continued capital availability is that new
entrants remain a real threat even in a market as capital-intensive as this one. The specific
entrants that will matter for ACME Labs over the next 18 to 24 months are less likely to be
frontier foundation model competitors and more likely to be application-layer players captur-
ing value atop open-weight or commoditised frontier models — the pattern that Anysphere’s
Cursor has demonstrated at unprecedented valuations.
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Observed dynamics and themes

Several themes recur across multiple forces and warrant consolidated observation.

As noted in the management summary, ACME Labs operates in an industry where all five forces
are currently high or very high. This is unusual. In most industries, profit pools are defended by
at least one or two benign forces. In the general-purpose Al assistant market, profit pools are
contested and unstable. Competitors sustaining strategic commitment without commercial
returns is a feature of the industry, not an anomaly. Competitive advantage must be multi-
dimensional; single-factor differentiation is unstable; defensible positioning requires layered
advantages.

Industry structure will evolve over the 18 to 24 month horizon. Some forces may moderate.
Supplier power on compute may ease as alternative silicon matures and Rubin and succes-
sor generations ramp. Some forces may intensify. Buyer power will increase as enterprise
procurement functions mature and comparison becomes easier. Substitutes will strengthen
as open-weight models continue to close the capability gap. The strategic question is which
forces are directional and which are cyclical.

Sovereignty as structural position is the defining opportunity for ACME Labs. It differentiates
against rivals where US incumbents cannot match; reduces substitution risk where customers
selecting sovereignty cannot readily substitute with US-hosted alternatives; addresses specific
buyer preferences; and aligns with concrete European industrial policy. The multi-dimensional
strategic value of sovereignty is the principal justification for the positioning despite its opera-
tional costs. But sovereignty as structural position depends on being credible, and credibility
depends on demonstrable substantiation in infrastructure, data handling, governance, and
supply chain.

The European challenger dynamic creates particular constraints. ACME Labs differentiates
against both US competitors — on sovereignty, alignment, and values — and European peers
— on capability, focus, and execution. The company benefits from the broad European sover-
eignty narrative but does not own it: Mistral has stronger claim to European champion status,
is further along in scale and revenue, and has anchor sovereign-defence contracts that ACME
Labs does not have. Political and policy goodwill accrues to European Al generally rather than
to ACME Labs specifically, and translating this into commercial advantage requires active work.

The February 2026 political dynamics have created an unusual opening. The Pentagon-
Anthropic rupture over autonomous-weapons terms, the deterioration of the transatlantic
political relationship, and the concrete European industrial policy response have collectively
created the most favourable political environment for European Al providers in at least three
years. Whether this environment translates into commercial outcomes depends on execution.

The structural cost disadvantage is permanent, not cyclical. Europe's electricity costs, talent
market dynamics, and regulatory compliance burden create a sustained cost disadvantage
relative to US peers. This shapes what is operationally possible and must be accounted for in
product, pricing, and operational design.

The pace mismatch is material. The technological pace of Al development is set by actors ACME
Labs cannot match. The company’s strategy is to compete on differentiated dimensions, but
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the threat and commercial landscape moves at the faster pace set by the frontier. Strategic
processes that assume stability over multi-quarter horizons will be consistently surprised by
capability and pricing developments.
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Appendices

Appendix A — Method

Porter’s Five Forces was applied as a framework for industry structure analysis. Each force
was addressed in a dedicated workshop session with relevant functional leads. The framework
was used descriptively rather than as a predictive model; the purpose was to characterise
conditions rather than forecast outcomes.

Industry definition was discussed in a dedicated preliminary session. The chosen definition is
pragmatic and reflects the boundaries of ACME Labs’ actual commercial strategy. Alternative
definitions — narrower, covering European Al assistants only, or broader, covering all Al
systems including vertical and infrastructure offerings — would yield different analyses.

Appendix B — Participants

The workshops were attended by ACME Labs' Chief Executive Officer, Chief Financial Officer,
Chief Technology Officer, Head of Research, Head of Product, Head of Go-to-Market, Head of
Legal and Policy, and one non-executive member of the supervisory board. Two external ad-
visers contributed to specific sessions: one specialising in European enterprise procurement,
and one in Al industry analysis. NoFuss Consulting facilitated the process.

Appendix C — Sources and references

The analysis drew on publicly available information on the Al industry, ACME Labs’ internal
strategic documents, and the subject-matter knowledge of participants. Public sources
included published capability benchmarks (Stanford HAI Al Index, Epoch Al, SWE-bench, GPQA
Diamond, ARC-AGI-2), industry analysis from Gartner, Forrester, and specialised Al industry
analysts, published financial information on competitors (OpenAl, Anthropic, Microsoft,
Google, Meta, Mistral, xAl), regulatory publications from the European Commission, national
competent authorities, and the US Department of Commerce, industry press reporting from
Reuters, the Financial Times, Bloomberg, TechCrunch, and Handelsblatt, and traffic and adop-
tion metrics from Similarweb and Sensor Tower.

Appendix D — Review and update

This analysis represents industry structure as understood in March 2026. The Al industry is
evolving rapidly; material structural changes warrant reconsideration. A scheduled review is
recommended on a twelve-month cycle, with interim reviews triggered by significant events,
including major new entrants, substantial capability or pricing shifts, material changes in
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supplier or customer dynamics, outcomes of the Digital Omnibus trilogue, or further escalation
of geopolitical tensions affecting compute supply or energy costs.
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