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Porter’s Five Forces

Porter’s Five Forces (Porter’s five forces model)
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Porter's Five Forces is a simple but powerful tool for understanding the competitiveness of
your business environment, and for identifying your strategy's potential profitability.

Porter recognized that organizations likely keep a close watch on their rivals, but he
encouraged them to look beyond the actions of their competitors and examine what other
factors could impact the business environment. He identified five forces that make up the
competitive environment, and which can erode  your profitability. These are:

Competitive Rivalry

This looks at the number and strength of your competitors. How many rivals do you have?
Who are they, and how does the quality of their products and services compare with yours?

Where rivalry is intense, companies can attract customers with aggressive price cuts and
high-impact marketing campaigns. Also, in markets with lots of rivals, your suppliers and
buyers can go elsewhere if they feel that they're not getting a good deal from you.

On the other hand, where competitive rivalry is minimal, and no one else is doing what you
do, then you'll likely have tremendous strength and healthy profits.

Supplier Power

This is determined by how easy it is for your suppliers to increase their prices. How many
potential suppliers do you have? How unique is the product or service that they provide,
and how expensive would it be to switch from one supplier to another?

The more you have to choose from, the easier it will be to switch to a cheaper alternative.
But the fewer suppliers there are, and the more you need their help, the stronger their
position and their ability to charge you more. That can impact your profit.

Buyer Power
Here, you ask yourself how easy it is for buyers to drive your prices down. How many buyers
are there, and how big are their orders? How much would it cost them to switch from your
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products and services to those of a rival? Are your buyers strong enough to dictate terms to
you?

When you deal with only a few savvy customers, they have more power, but your power
increases if you have many customers.
Threat of Substitution:

This refers to the likelihood of your customers finding a different way of doing what you do.
For example, if you supply a unique software product that automates an important process,
people may substitute it by doing the process manually or by outsourcing it. A substitution
thatis easy and cheap to make can weaken your position and threaten your profitability.

Threat of New Entry

Your position can be affected by people's ability to enter your market. So, think about how
easily this could be done. How easy is it to get a foothold in your industry or market? How
much would it cost, and how tightly is your sector regulated?
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