
ANALYSIS OF MICHAEL PORTERS STRATEGIC MODELS

Porter's Five Forces is a business analysis model that helps to explain why in Michael E. Porter's book, "Competitive
Strategy: Techniques for.

Bargaining power of buyers On the other end, you also need to determine whether buyers have the power to
drive your prices down. Threat of new entrants: Large capital costs are required for branding, advertising and
creating product demand, and hence limits the entry of newer players in the sports apparel market. This is why
it becomes imperative to develop this model separately for every industry even if the same company is
competing across different markets and industries. Complementors are known as the impact of related
products and services already in the market. Because of a lack of alternates, they may be able to withhold
quantities or increase prices without losing sales. It looks at the number of competitors, how their prices and
quality compare to the business being examined and how much of a profit those competitors are earning,
which would determine if they can lower their costs even more. For instance, Kevin P. There are not many
alternates that offer the breadth of options that are available at IKEA. We have already identified the most
important factors in the table below. When do suppliers have power? According to Michael Porter there are
four Generic strategies: 1. Through sound corporate strategies, a company will aim to shape these forces to its
advantage to strengthen the organizations position in the industry. Frequently used to identify an industry's
structure to determine corporate strategy, Porter's model can be applied to any segment of the economy to
search for profitability and attractiveness. To be the lowest-cost producer, a firm is likely to achieve or use
several of the following: High levels of productivity Use of bargaining power to negotiate the lowest prices for
production inputs Lean production methods e. This force is the major determinant on how competitive and
profitable an industry is. The basis was formed by three strategies, namely cost leadership, differentiation and
focus. If a substitute is priced lower or fulfills a need better than it may end up attracting consumers towards it
and reduce sales for existing companies. Some aspects to keep in mind are: Before Understand the goals of the
analysis and expectations from it Understand the scope of the analysis and who are the potential beneficiaries
Allow open and honest brainstorming session regarding these questions. Kim, E. It was later detailed in his
book on Competitive strategy. The less time and money it costs for a competitor to enter a company's market
and be an effective competitor, the more a company's position may be significantly weakened. How do their
prices compare to your current supplier? Journal of Business Strategies , 21 1 ,  Additional reporting by
Katherine Arline and Chad Brooks. Although, Porter originally introduced five forces affecting an industry,
scholars have suggested including the sixth force: complements. Buyers exert strong bargaining power when:
Buying in large quantities or control many access points to the final customer; Only few buyers exist; They
threaten to backward integrate ; There are many substitutes; Buyers are price sensitive. Their business and
brands are built on persuading customers to become brand loyal and paying a premium for their products.
Such an organisation is focused on the outside world and has a creative approach. Bargaining power of
customers This force examines the power of the consumer and their effect on pricing and quality. On that
basis, determine which strategy offers you the best starting point and profit potential. An assessment of how
easy it is for buyers to drive prices down. An example of this is that for a boxed juice producer, fresh juice,
water and soft drinks are all substitutes though they exist in separate categories. While an unattractive industry
will be one where the collective impact of the forces will drive down profitability potential. Analyze the
results and display them on a diagram Step 3. This means that there is usually a need to maintain strong steady
relationships with suppliers. Microsoft discontinued the Zune in  It is thus argued Wernerfelt [8] that this
theory be combined with the resource-based view RBV in order for the firm to develop a sounder framework.
So, what does strategy mean? Look at Facebook. The Generic Strategies can be used to determine the
direction strategy of your organisation. Answer these questions: How many buyers control your sales?
Remember the GiGo lesson from math: garbage in, garbage out.


