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INDUSTRY RIVALRY 

WORKBOOK


The purpose of this exercise is to assist you to understand the nature of the industry that you are currently operating in.  According to Michael E. Porter there are 5 forces that affect the nature of the industry which in turn affect the profit potential of businesses operating in that industry – substitute products or services, industry rivalry, the bargaining power of suppliers and customers and the threat of new entrants.










Potential New Entrants

The threat of new entrants to the market is generally considered to be a result of the level of the barriers to entry.  Examine the barriers to entry; are they high or low for this industry?

Barriers to entry are can be obvious or can become apparent after a business has entered the industry.  Barriers include:

The amount of capital required to start up a business in this industry;

· Licensing, regulatory policy or special skill requirements;

· The extent to which economies of scale or economies of experience are required in order to be profitable;

· The existence of strong brands within the industry;

· Proprietary designs, technology and patents;

· Existing distribution networks;

· Access to raw materials;

· Switching costs for customers; and

· Industry rivalry and the threat of retaliation.

Where barriers to entry are low, competition is likely to be intense.  It is also more likely that new entrants will attempt to gain market share based on price competition.  This generally affects the level of profitability available to all competitors as they battle for market share.

Barriers to exit also affect the industry, for example if the barriers to exit are high, competitors will be less likely to leave the industry.  Barriers to exit include things such as disposal costs of capital equipment and switching costs etc.

Suppliers of Raw Materials and Resources

When examining the attractiveness of the industry you must consider the amount of power that suppliers of raw materials and resources will have over you.

The following should be considered:

Your overall reliance on your suppliers.  Are there many you can choose with or a few?

· The importance of the raw material or resource to your business;

· The importance of your business to the supplier;

· The potential for you to backwards integrate;

· The potential for the supplier to forward integrate; and

· The switching costs you would experience if you were to change supplier.

If the balance of the power lies with the supplier, you will experience upward pressure on your costs.  

Substitute Products or Services

Substitute products (and services) can take many forms.  While some substitutes are obvious i.e. pizza instead of burgers, others are more subtle.  For example, a luxury car could be considered to be a substitute for a new swimming pool since both involve spending disposable income and both provide luxury and prestige.  

It should be noted, that once the “value” is perceived to have decreased (when compared to the price), customers will seek alternatives.

The effect of substitute products on the nature of the industry must be evaluated.  The following should be considered

· The number of substitutes;

· The availability of substitutes;

· The benefits of substitutes; and

· Customer switching costs.

Industry Rivalry

Industry rivalry refers to the intensity of competition between businesses within the industry.  There are many things that have an impact on industry rivalry, including:

· The number of competitors – the more there are the more likely it is that one of them will do something that will affect the entire industry such as starting a “discounting war;”

· Whether the actual market itself is growing or shrinking.  In a shrinking or stagnant market, rivalry will generally be intense as businesses fight to survive;

· The extent of customer switching costs.  If these costs are high, the industry is more likely to be stable;

· Barriers to entry – the lower they are the more intense industry rivalry will be;

· The degree to which costs are fixed.  If fixed costs are high, sustaining high volume sales will be important;

· The amount of differentiation of the product or service that can be achieved.  If differentiation is difficult, rivalry will be intense and more likely to be based on price;

· The requirement to move stock within a short period of time e.g. perishable goods, high fashion items or stock that has a large working capital requirement.  In order to move the stock businesses are more likely to use discounting tactics;

· The extent of interests within other industries.  If the industry is not the primary focus for a business, the competitor is less likely to do anything that destabilises the market;

· The amount of capacity left within the industry.  If many of the businesses are operating at full capacity levels it is less likely that they will fight hard to increase their market share if the required capital investment is high; and

· If the skills sets required to operate in the industry cannot be applied to any other industry, then the exiting barriers are increased and therefore it is less likely that spare capacity will actually leave the industry.  Where there exists spare capacity in an industry, it is more likely that gross margins will be driven down and competitors will compete for market share on the basis of price.

Customers

When examining the attractiveness of the industry you must consider the amount of power that the customers have over you.

The following should be considered:

The number of business the customer has to choose i.e. the number of competitors that you have offering essentially the same products and services;

· How important the product or service is to the customer – the more important it is, the more power you will have;

· The level of switching costs that the customer would face if they no longer dealt with you;

· The customer’s ability to backward integrate and therefore no longer have to buy the product or service from you;

· The importance of their custom to you.  If the customer is very important to you i.e. they are a particularly large customer, they will have more power in negotiations with you

Please think about the forces that are operating within your industry.  For each force please write down the 5 most significant issues.




Summarising the Industry Analysis

Please provide a brief summary below of the conclusions of your industry analysis:

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

What does this mean to your business?  What is the most significant force?  What must you focus on?

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

Attention should be focused on the most significant force.

Step 1

Analyse the profit potential of the alternative segments

Step 2

Position yourself against the profit squeeze

Step 3

Anticipate the market trends

Step 4

Develop a realistic mission

Step5

Link the strategy to your specific activities and jobs; and

Step 6
Learn along the way – measure and manage your business, adjusting your strategy when required.
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The information in this workbook is based on the work of Michael E. Porter in his book, “Competive Strategy: Techniques for Analysing Industries and Competitors”, Free Press, 1998.
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The information in this workbook is based on the work of Michael E. Porter in his book, “Competitive Strategy: Techniques for Analysing Industries and Competitors,” Free Pess, 1998.








