Alternative Porter
Competition

Although perhaps the most obvious force and one of which most businesses are aware, it is still often underestimated. The degree of rivalry that operates in the market (within which any given business operates) can drive prices, trade patterns and sales, due to:

· the size and saturation of the market;

· whether the industry is in a state of growth or decline;

· the differences between the competitors - there needs to be clarity that even though similar products or services are provided, different businesses may well be servicing different groups of clients or markets;

· how different are the products within the industry?

The ultimate purpose of assessing the competitive forces is for the customer (the business) to develop a strategy to position itself with a competitive advantage. For example, where the industry is highly competitive due to businesses offering very much the same product, a company might achieve an edge by offering something that other products fail to deliver.
Threat of new entrants

Porter recognized that a market rarely stands still. If it has potential, then others will be attracted to it and this will result in an intensified level of competition.

It may be that there are barriers to new entrants joining the industry and these may be either 'natural' ones or placed by existing businesses to protect their position. Barriers could include set-up costs, training, need for fixed assets or infrastructure or licensing. The lower the barriers, then the more likely it is that new entrants will join. This should also be closely linked to barriers to exit: if it is easy to leave an industry with little risk of loss, then the initial appetite to join may be higher.

Threat of substitute products

Assessing this threat will require some lateral thinking. It is where the competition comes from what appears to be a different industry or marketplace and where different products will satisfy either similar needs or take advantage of their customers' 'discretionary spending power'.

Bargaining power of suppliers

Suppliers represent a competitive force because they have a degree of bargaining power. If, for example, the supplier has the capacity to raise the cost of goods, then the business has to absorb the rise or pass it on to its customers. This will mean a price rise and could put it at a disadvantage compared to its competitors.

The power of suppliers is determined by:

· the number of suppliers;

· whether a supplier depends upon volume sales;

· cost to the business and supplier of changing to a different supply source.

When considering this aspect it is also appropriate to assess the terms of trade and pricing that are available. Additionally what would happen if levels of guarantees, aftercare service and product or raw material specifications were to change?
Attempts to gain competitive advantage will depend upon the individual circumstances but may include negotiation of better terms than competitors on grounds of loyalty, volume sales, exclusivity or payback benefits.

Bargaining power of buyers

Similarly, the power of buyers should be considered. This is where there is power to barter for a better price or capacity to shop elsewhere at little or no extra cost.

The level of buyers' power is determined by:

· the volume of buyer consumption;  
· differences in products;

· availability of substitute products.

The classic way of achieving advantage is to offer something unique that the buyers will value sufficiently to purchase - examples include: additional features, level of service, guaranteed after-sales support.

