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· Each business operates in a specific industry, and each industry has different characteristics
· Helps managers analyze 5 important sources of competitive pressure competitive environment of industry
· Helps managers decide what their competitive strategy should be to exploit opportunities
· Competition affects price  affects bottom line (profits)
· The bargaining power (BP) suppliers have over buyers helps determine how competitive an industry is. 

Suppliers: 
· fewer suppliers or high switching costs (less substitutes) = more bargaining power for suppliers
· high switching costs: how much it costs you to switch from one product to another substitute
· Bargaining power increases costs of inputs
· Use strategic alliance with other buyers, or internal supply to reduce dependence on outside suppliers  increase BP; ex: buying shares, controlling interests or creating their own suppliers 

Potential entrants
· New entrants are usually not the same industry as other business 
· they enter with new ideas, models, better technologies change the rules of the game
· ease of entry = more intense competition  less attractive industry
· Some industries (automobile manufacturing) are capital-intensive and are thus difficult to enter
· Businesses should try to make it difficult for new entrants by using barriers: capital intensity, technology, know-how, regulatory approval, brand loyalty, etc.
· Secure technology or create new one that outsources others , or protect it with patents
· Create new drug and patent it  does not allow other companies to use same formula  if you use the formula, you have to pay royalties to the company
· Government can be your friend if they can regulate/restrict who can come in and who cannot. If you are already in, you’re good  ex: not everyone can be a doctor; there are regulations

Substitutes
· Many substitutes = increased competition
· Ex: glasses vs. contact lenses vs. laser eye surgery
· Puts ceiling on price that can be charged  lid on how big a price you can charge
· Pressure increases as price of substitutes and switching costs decline
· Consumers like to stick to what they know how to use already  less motivation to switch

Buyers
· Few/concentrated buyers, standardized products, low switching costs (not tied to you), discretionary purchases = increased BP for consumers more incentive to sell to them
· Standardized products: efficient method to reduce costs and increase quality. By minimizing the differences in your products, you increase production, streamline distribution, decrease raw material costs and reinforce product branding. The best product standardization strategies allow you to balance the need for targeted adaptation with the cost savings of standardization.
· Discretionary: Luxury vs. necessity  the more they need it, the more bargaining power 

Rivalry among existing firms
· Most powerful of 5 forces
· Amount of rivalry among companies varies across industries  seen in activities like price competition, increased costs, and an increased emphasis on customer service.
· perfect competition reduces prices whereas oligopoly or favourable conditions increase profitability
· Causes of rivalry:
1. Many competitors of equal size/capability
2. Growth rate of industry  supply should surpass demand
3. Consumers switching costs
4. Products are commodities or are perishable  perishability makes it desperate to sell
· Caveat: power and relevance of a force will vary by industry

Value of Five Forces Model
· Predicts industry profitability idea of the factors that drive profitability
· Helps determine whether a firm should enter a particular industry 
· Helps determine whether and/or how it can carve out an attractive position in that industry
· Manipulating/ taking advantage of/ changing some of the effects that the forces have on profitability  or at least making the product different/valuable in a way 

Questions new venture should answer through 5 forces analysis
1. Is the industry a realistic place for a new venture to enter? If yes, then…
2. Can we do a better job than incumbents at avoiding/diminishing factors that suppress profitability?
3. Is there a unique position we can pursue?
4. Is there a superior business model that incumbents would find hard to duplicate?

Video  Michael E Porter
· How competitive forces shape strategy  may be significant or benign depending on industry
· 5 forces is a holistic way of looking at any industry
· The underline structure is what drives profitability  model unveils underlined drivers of each force
· These concepts can be applied to any industry, products (high/low tech, developed economies, non-developed economies)  How would you apply this analysis to an industry? (complexity!)
· Ex: how do we understand where rivalry is positive or negative?  no competition means no choice for consumers positive means companies can compete and improve and gives consumers a choice 
· Distinguish between good and bad in industries, but the important thing is to understand the dynamics (how does the industry change you?)  how is the industry evolving, and how do you adjust in order to command a good profit? how can you reshape the nature of the industry structure
· Multiple rivals can be helpful if they understand each other  don’t mindlessly compete
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