
Competitive Situation Analysis

The five forces model of competition

The model was developed by Professor Michael E. Porter of the Harvard Business School. 

Even though each industry has its own particular set of competitive characteristics and “rules of the game” there are enough similarities in the nature of competitive forces from market to market to allow the use of a common analytical frame work. Generally speaking, competition in the market place is a function five competitive forces:

1. The jockeying for position among rival firms that flows from their strategic moves and countermoves to gain competitive forces.

2. The competitive intrusions and threats from the substitute products of companies in other industries.

3. The potential entry of new competitors.

4. The economic power and bargaining leverage of suppliers.

5. The economic power and bargaining leverage of customers.

The ‘Five Forces’ model of competition





                                                   The ‘center ring’ of competition







Discussion about Model

1. The competitive force of rivarly between firms:

The real challenge in formulating a winning competitive strategy is how to gain an edge over rivals. The success of any one firm’s strategy depends on its rival’s strategy. While many factors influence the strength of rivarly between firms, certain one seems to crop up again & again:

· The number of competitors and their size and capability:

The greater the number of competitors the greater the probability fresh, creative strategic initiatives, in addition, greater numbers reduce the effects of any one rivals actions on the others.

· Demand for the product grow slowly:

In a rapid expanding market, there tends to be enough business to support growth in all competing firms. But when growth slows, expansion minded firm with excess capacity usually initiate price cuts and thereby ignite a battle for market share that often results in a shake-out of the weak and less efficient firms.

· Rivarly is stringer when the products and services of competitors are so weakly differentiated that customers incur low costs in switching from one brand to another.

· The higher costs in exit:

The higher the exit barriers, the stronger the incentive for firms to remain and compete as best they can even though they may be earning low profits or even incurring a loss.

· Rivarly is increased when strong companies out side the industry acquire weak firms in the industry and launch aggressive, well-funded moves to transform the newly acquired competitor into a major market contender.

2. The competitive force of potential entry:

New entrants to a market bring new production capacity, the desire to establish a secure place in the market, and sometimes substantial resources with which to compete. The competitive threat of entry is into a particular market depends on barriers to entry. A barrier to entry exists whenever it is hard for a newcomer to break into the market. There are several major sources of entry barriers:

· Economies of scale:

The presence of important scale economies deters entry because the potential entrant is forced to enter the market on a large scale basis.

· Brand preference and customer loyalty:

When the products of rival sellers are differentiated, buyers usually have some degree of attachment to existing brands.

· Cost disadvantage independent of size:

Existing firms may enjoy cost advantage. The most typically sources of cost advantage include access to the best and cheapest raw materials. Possession of patents and proprietary technology, favorable location and lower-cost access to financial capital due to a strong income statement and balance sheet.

· Access to distribution channels:

When a product is distributed through established market channel, a potential entrant may face the barrier of gaining adequate distribution access.

· Government actions and policies:

Government agencies can limit or even bar entry by instituting controls over licenses and permits.

3. The competitive force of substitute products:

Firms in one industry are quite often in close competition with firms in another industry because their respective products are good substitutes. Such as:

· Soft drink producers are in competition with the sellers of fruit juices, mill, coffee, tea, powdered mix drinks, and perhaps some alcoholic beverage (beer).

· Sugar producers are in competition with firms that produce artificial sweeteners.

The competitive force of closely related substitute products impacts sellers in several ways.

· the lower the price of substitutes

· the higher their quality and performance 

· the lower the user’s switching costs

4. The economic power of suppliers:

The power of suppliers is an important economic factor in the market place. Powerful suppliers can squeeze the profits of a customer industry. An industry’s suppliers can also jeopardize industry profits through reduction in the quality of materials they supply. The potential impacts of suppliers are depends on a number of factors:

· when the input is important to the buyer

· when the supplier industry is dominated by a few large producers who enjoy reasonably secure market positions

· when the buying firms are not important customers of the suppliers

· when one or more suppliers pose a credible threat of forward integration into the business of the buyer industry

5. The economic power of customers:

Just as powerful suppliers can exert a competitive influence over an industry, so also can powerful customer. The leverage and bargaining power of customers tends to be relatively greater:

· When customers are few in number and when they purchase in large quantities.

· When customer’s purchase represent a sizable percentage of the selling industry’s total sales.

· When the supplying industry is comprised of large numbers of relatively small sellers.

· When customers pose a credible threat of backward integration, attracted by the prospects of earning greater profits or by the benefits of reliable prices and delivery.

· When the items begin bought is not as important input.

Competitor analysis
Competitor analysis is important for two reasons:

First, good strategy cannot be formulated without understanding rival’s strategies.

Second, because rival’s strategies are highly interdependent, the position and success of competitors have direct relevance to choosing one’s own best strategy.

In doing competitor analysis, one needs to follow the following steps,

1. Assessing whether the rival is under pressure to improve performance.

2. Listing to what the rival’s managers are saying about what they think is going to happen in the industry and what these managers think it will take to be successful.

3. Examining the rival’s current competitive strategy and how well it is working.

4. Studying the backgrounds and experiences of the rival’s managers for clues about what moves they may be inclined to make. and

5. Appraising the competitive capabilities of close rivals (their strengths and weakness, what they can and can’t do).
Firms in other industries whose products can serve as substitutes





Competitive forces arising from the availability of good substitutes which are competitive priced





Competitive forces arising from customers





Competitive forces created by the strategic moves and customer moves of rival firms.


Each firm employs its own style of competitive strategy in an effort to jockey for position and gain a competitive edge





Competitive forces arising from suppliers
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Exercise of bargaining power and economic leverage








Exercise of bargaining power and economic leverage





Competitive forces and constraining pressure arising from the threat of entry





Potential new entrants
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