
Lecture #2 

External Environment: Industry & Competitive conditions 

Number of competitors and the relative size of the market has an impact: 
These situations all lead to different strategies: 
If you’re in a growing industry with few competitors: leads to higher profitability, because you can control the prices,  
Growing but there’s a lot of competition: 
Steady,

Industry driving forces (airline industry) 
· Offer aircrafts that you can run more efficiently (more operationally efficient) 
· Example: lighter aircraft = lighter fuel 
· These driving forces the manufacturers of aircrafts (bombardier, boieng) to be able to try to be able to meet those needs of the industry (key success factors) 
· A lot quicker 
· Lighter aircraft= lighter fuel 

5 Forces model of Competition

· Must look at how all the factors impact everyone in the industry 

Middle box: THE INDUSTRY [key info about the industry] (9mins-11 mins, first recording)
· Everyone in the same industry competing 
· Craft beer industry *** looking at specific industry 
· Every single local little Italian café in Canada is in the space 
· Microbreweries: 
· A craft brewery or microbrewery is a brewery that produces small amounts of beer, typically much smaller than large-scale corporate breweries, and is independently owned. Such breweries are generally characterized by their emphasis on quality, flavour, and brewing technique
- 30 YEARS AGO, no one drank this type of beer 

· Potential new entrant can be: Mass producers: giant industrial brewers like Busch in Bev and Miller Coors were entering the segment and selling their own beers, wine producers, soft drink producers  

The higher the barrier of entry the threat of new entrant is low 
The higher you can create barriers (not easy for people to get in) the potential threat of new entrants will be low 
The lower the barrier of entry, the higher the potential threat of new entrants 

· The new entrants will only be a threat if they think the industry is somewhere they can make money in, that its profitable 

Analyze whether the threat is low, moderate, high 

- Summary of results of your industry: Make an overall conclusion of the industry, how attractive is it to be in this industry? 

-  It’s a very attractive industry provided you can do x,y,z 
- Or it’s not an attractive industry to be in because it’s matured, there’s not enough growth, few competition, too many competitors, too many substitutes   


Coffee bars industry: example key info on industry:  
Characteristics by:
Franchises: available franchises 
High demand: everyone needs their coffee, many locations 
Differentiation: one of its key to success is how they can differentiate themselves (their coffee)
Different price points: 
Markups: good markups 

Key things: 3Billion dollar industry.. 3 %.. year growth rate 
Highly profitable industry 

What is the threat of the competitors in the same industry?
EXTREMELY HIGH: extremely competitive industry because the margins go from low to high, high demand everyone needs coffee or goes to these coffee bars, theres always going to be the demand for it= very aggressive 
Substitutes to the industry (of firms in other industries):
 
· Davids tea
· Instant coffee
·  If one of the reasons why you chose to go to a coffee shop was to hang out and have a drink where else can you go hang out?
· A bar = substitute 

Impact/Threat of substitute:
LOW 
The industry in general, the impact is 
If you go back and say 

If theres a report that comes out and says that coffee has the same risk to ur health as smoking that external factor that might be the biggest threat to the industry 

Suppliers (key inputs):
· Coffee bean suppliers 
· Human Capital (workforce) = too much demand from companies not enough supply (human capital) 
· Wholesales 

· Starbucks controls their entire value chain* 

What type of threat do they have?
· the supplier of coffee bean has a huge impact, because the industry will not thrive without adequate 
· impact is low because the big companies control them 

Because they realized the impact that the suppliers had on their strategy, profitability, business . that they decided to control their entire value chain ***** 

LOW/MODERATE 

Why aren’t people coming to me to buy my products? = The company must redefine the strategy 


Buyers: 
US 
What is the threat/ what is the possibility that this group on its own can greatly impact how companies in this industry compete? 
· Moderate threat
· All of us for the next 7 days we wont drink coffee at any of these stores, will this effect the 3B dollar industry? Nope we don’t impact 

· However, because of social economic trends= people back then didn’t go to starbucks to study or hang out but now people go to these places to study 
· Can you survive by just selling coffee?? 
· NO. 
· Must take a look at the consumer behaviour: 
· 1. I have to make more money per person  (more margin, more revenue out of you so you don’t buy just 1 coffee)  
· 2. Must expand brand of products that you offer (you want people to start attracting consumers and coming in more often) 
· 3. Try to stretch out 


Potential New Entrants: 

Coffee service in Canada: 

- If there was a us based restaurant  (not available in Canada)
- Coffee roaster that would want to open a new shop= already coming from the supplier section 
- Existing fast food restaurant that doesn’t have that type of café atmosphere right now (Amir, Souvlaki, I want to compete vs. a coffee service industry now)
- The bar is a real substitute because she just wanted to hang out (is not a new entrant, because it falls already in substitute box) 

Threat of potential new entrants:
LOW
This is already an industry that is already dominated by big players 
Yes its profitable but there isn’t that level of profitability that makes a new entrant to come in and say I actually want to start competing with these guys 


Cant just list the 5 factors and say high, low, moderate threats, what you have to do is: 
What does this mean? 
Is the retail industry in Canada Attractive ? or not attractive? 
Easy to get in but theres lots of competition so you have to distinguish yourself from the existing players 

It’s a very difficult industry to be profitable in because the margins are very low and its characterized by a lot of competitors

· not attractive unless I can do something to differentiate
· however, its still a 3 b dollar industry
you may not want to get in this industry even though its 3billion dollar industry unless you come up with a unique selling proposition that helps you compete

1. Highly competitive in the industry, the margins are not great

2. I have to find ways to increase the margins

a. Lowering your costs, increase the prices 
b. Demand might drop because of increased prices, you want to give the customer a perceived value that they consider valuable that they will pay more for 

3. The market size indicates that there is that demand is there, year-year growth is at 1%= not growing much

Lets say im operating in the states, and the market size is 3B, im not going to leave because its going to cost more to leave, year-year growth is stagnated 1%( not growing much) 
- If I’m in that space how do I grow my business/profitability wise?
a. Find new ways to lower your costs (tough) 
b. Start looking at consumer behaviour and start looking at find new markets and develop new products for your market, be able to expand and find that unique selling proposition that sets you apart = offer different  (expand product offering and expand market share) 
c. Consolidate buy one of the other guys  (easiest way to gain market share)

What is the goal the company wants to achieve? 
What does this analysis mean?
And only then you decide what strategy you want to go through 

Depending on what your goals and objectives are and analysis that’s the type of strategy you want to do 
 
What causes the rivalries to become stronger?
Slow growth market you are competing for the same customers = much more aggressive to compete in these markets 
· Lots of firms, more equal in size and capability
· Slow market growth
· Industry conditions tempt some firms to go on the offensive to boost volume and market share 
· Customers have low costs in switching brands 
· One or more firms initiates moves to bolster their standing at expense of rivals 
· Costs more to get out of business than to stay in
· Firms have diverse strategies, corporate priorities and resources and countries of origins 
· Price, quality, performance features offered, customer service, warranties/guarantees, ads/promotions, dealer networks, product innovation 

The seriousness of the threat of the new entrants? 
· The reactions to the firms existing firms to the new entries & the barriers to entry 
· Example: Walmart coming into Canada, what does Loblaws think? 

Barriers exist when
· Newcomers confront obstacles 
· Economic factors put potential entrant at a disadvantage relative to incumbent firms 
· Economies of scale 
· Inability to gain access to specialized technology 
· Existence of learning/experience curve 
· Strong brand preferences and/or specialized resource requirements 
· Cost disadvantages independent of size
· Access to distribution channels
· Regulatory policies, tarifs, trade restrictions 


Industry driving forces: (must find 3-4) 

· Can be positive or negative that impact the entire industry 
· FUEL PRICES – if they go up then their operating costs go up, price of tickets go up = negative effect 
· On time departures (legislations: on time departures are impacting how the industry is operating) 
· Safety 
· Increasing globalization of industry
· Changing in cost and efficiency
· Market shift from standardized to differentiated products 
· New regulatory policies/ government legislation
· Changing in societal concerns, attitudes and lifestyles 
· Changes in degree of uncertainty and risk  

Key success factors:  (3-5)
What are they doing do be able to meet the needs of the industry 
What do you need to do well in the industry to be successful 

· Customer service (being on time, being respectful, no cancellations) 
· Asset management (make sure to have the most fuel efficient aircrafts in your fleet so you have better margins= new equipment don’t require much maintenance)= brewery has new equipment that makes efficient = allows for  larger profit margin 










What would drive Walmart to enter the Canadian grocery industry (competitive market)? 
· Industry growth 4%
· Increase in stores 30% 
· Market saturated in U.S looking for more growth opportunities (natural expansion because their market is currently saturated) – theres a walmart near everyone in residential areas (closer distance) = just like the case, they became over populated 

· Consumers are similar to the U.S = similar purchasing behaviour 

For the midterm case: 
(the customers in Europe aren’t the same as north America, they have different tastes and preferences) 

Why wouldn’t it be attractive?
· Walmart has to find a way to improve their private label and perishables (internal weakness)
· look at the industry perspective =  Loblaws has the lowest prices => low margins 


Five Forces for Supercenter industry (a store that’s large that sells food & non food)

Suppliers = how much leverage does the suppliers have for the supercenter industry? 
- Low for everyone else 
- All the large supermarkets have enormous control of control over their suppliers =low 
- Unless its major brands, you need to include them in your store 


Buyers= extremely low, because we need the food to survive

Substitutes= restaurants, food delivery services never have to get groceries again = LOW 

New Entrants= 
Entry barriers are low, because as long as you have the pocket for it you can build supplier relationships & if ur a u.s company, german, French company you can compete in the states 

If you know that another giant is coming to compete in your industry, what can you do? 
· To protect their position loblaws need to increase the barriers of entry, to make it more difficult to get in 
· What strategies can Loblaws do to make that threat higher to entry? 
· Customer loyalty 
· Membership programs 
· Customer experience 
· Private Label = differentiation that loblaws has vs. walmart 
· Further strengthen your supplier relationships (you know that walmart is coming in and they need to build their supplier relationship and the best way to choke them and kill them off, is too make it very difficult for them to make those relationships – defensive strategy, how do you do it? 
· Loblaws needs find a way to strengthen loblaws and their supplier relationship to prevent walmart from getting in 
· Warchest/Capital requirements = making sure that you have cash in the bank that you have cash in the bank for when Walmart comes in you are ready to aggressively fight with them, you need money $$$$ 

Competitor Analysis (Size, Strategy, etc.): 

· What drives the competitor? [Future objectives] 
· How do our goals compare with our competitors goals?
· Where will emphasis be placed in the future? 
· What is the attitude toward risk? 
· 
· What the competitor believes about the industry, as shown by its assumptions
· Do we assume the future will be volatile? 
· Are we operating under a status quo?
· What assumptions do our competitors hold about the industry and themselves? 
· What the competitors capabilities are, [Strength & their Weaknesses] 
· What are our strength & weaknesses 
· How do we rate compared to our competitors? 




Your Loblaws, and you know Walmart is coming in, what is Walmart known for?
· Their low prices (everyday, low prices= their strategy) [What the competitor is doing? = their current strategy] 

· What should Loblaws do before Walmart comes in? 

Loblaws what they did when they first entered quebec, they secured the places and bought the land so that they don’t have to worry about 
· Defensive mechanism, you lower prices on things that people purchase everyday (essential items) as much as you can, so when Walmart comes in and prices just a little lower people won’t find the price difference worth switching stores to go buy it at walmart= once you are a lower customer at Loblaws and theres a low difference, you still will choose loblaws 

· Take away that strategic advantage that your competitor had, so that you as a consumer don’t feel the difference and the need to switch 



WHY DID TARGET FAIL ENTERING CANADA? 
· The Canadians excepted to have the same pricing (low prices) as they were used to when they would go to the states but that did not happen = they did not have the same experience
· They were not able to develop/meet to the expectation that the consumer (us) had 
· They were too arrogant & thought that Canadians were like them & think that you can give Canadians anything and they’ll buy it and that was not the case 








Should Loblaws be afraid of Walmart? 

YES OR NO 
· Everyone should be afraid of walmart 
· Look at KEY PERFORMANCE INDICATORS (KPIs): COMPARE the NEW ENTRANTS to decide (loblaws vs. walmart) 
· Retail square footage compared to eachother (how big are the stores in relation to eachother) 
· # of stores 
· Net sales per sq feet = very efficient (loblaws is more efficient at using their space to sell products than walmart is) 
· # of employees 
· Sales per employee (return on sales) = explains efficient 







Lecture #3 

Competitor Analysis

Grouping together  (Direct Competitors)

Strategic grouping= target demographic, all the retailers that have this type of clothing (for the case: all the companies that have craft beer) 

The map in the notes, allows you to see where you are competing and where the spaces are if you wanted to grow

· Growing means you can make your bubble bigger but if there are markets that are not served or underserved in the white spaces, does it make sense for example, for the bay and Simmons to go more to the left & produce higher fashionable items and higher quality? If Zara & H&M are currently dominating the High fashion and med quality clothing, 
· Consider moving to an emptier space such as conservative 

Strategic group map is all about to see where you can take your business, where you can grow and where you can compete 

· You can see where is the most reasonable place to start competing in, you might be in a crowded sector
· Do you need to enter a new market, or do you need to enter a new market because its too crowded and you need to go somewhere else?  
· How can I make money in this segment in the market? If I can’t make money then you don’t go for it you don’t attack it 
· Map: Product features (x) VS. Price (y) = if you get more value for your money
· The closer the competitors are closer together, the more aggressive they compete against each other 
· Where are some of your competitors moving to next based on the market 

COMPARE YOU VS. THE OTHER COMPANIES 
· focus on what two dimensions (narrow the segments & focus on that) 













Internal Analysis 

What is unique proposition of the firms vs. their competitors ?
How is your company competing?
· Low-cost leadership-  walmart (supply chain controlled by them)
· Differentiation (Tesla, dyson) 
· Focus on particular market niche
How well is the firms present strategy working? 
· Are we happy with our current strategy and how were operating?
· Key indicators tell you that 
· Key indicators that tell you that your strategies 
· Your profit, your market share, if its growing year-year then you know that its working
· An situation that your company is experiencing growth however it is signifying that your strategy is not working is when: 
· Slower growth relative (compared) to the industry Ave. and the competitors, and slower growth than the year before
· Key indicators include:
· Trend in market share
· Trend in profit margins
· Trend in PROFITS, RETURN ON INVESTMENT (ROI) 
· Sales growth
· Credit ranking
· Image and reputation with customers 
· Leadership role(s)- technology, quality etc.
· Competitive advantages or disadvantages  


What are the companies’ resources strengths/weaknesses? What do we do well? 
- Based on my strengths, what are my opportunities I can grow with my business based on my strengths? 
- How strong am I? Do I have better margins than anyone else? Does the company have strong market share compared to its competitors? 
- What strategic issues do firms face? 

Why is underarmour brand in a deep decline? 
Underarmour lost their brand value and appeal
They started to sell there brand in department stores that were cheap and decreased their perceived value that the customers had for them 

PROBLEM (lecture 3 108”)They had good success focusing on the niche core true athletes, however wanted to see the growth of fashion wear for athletic wear, and their strategy is not good enough as they wanted to just put the brand in the stores that people would shop at (walmart etc) it wouldn’t be 

[bookmark: _GoBack]
Competitors are doing things that are more interesting (personalized customized shoes)  than what underarmor is doing? 
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