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Michael E Porter's five forces of competitive position

model

Michael Porter's famous Five
Forces of Competitive Position
model provides a simple perspec-
tive for assessing and analysing
the competitive strength and po-
sition of a corporation or busi-
ness organization.

American Michael Porter was
born in 1947. After initially
graduating in aeronautical engi-
neering, Porter achieved an eco-
nomics doctorate at Harvard,
where he was subsequently
awarded university professor-
ship, a position he continues to
fulfil at Harvard Business School.
His research group is based at
the Harvard Business School, and
separately he co-founded with
Mark Kramer the Foundation
Strategy Group, 'a mission-driven
social enterprise, dedicated to
advancing the practice of philan-
thropy and corporate social in-
vestment, through consulting to
foundations and corporations'. A
prime example of someone oper-
ating at a self-actualization level
if ever there was one.

After his earlier work on corpo-
rate strategy Porter extended the
application of his ideas and theo-

ries to international economies and
the competitive positioning of na-
tions, as featured in his later
books. In fact in 1985 Porter was
appointed to President Ronald
Reagan's Commission on Industrial
Competitiveness, which marked
the widening of his perspective to
national economies. By the 1990's
Porter had established a reputation
as a strategy guru on the interna-
tional speaking circuit second only
to Tom Peters, and was among the
world's highest earning academics.

Porter's first book Competitive
Strategy (1980), which he wrote in
his thirties, became an interna-
tional best seller, and is considered
by many to be a seminal and de-
finitive work on corporate strategy.
The book, which has been pub-
lished in nineteen languages and re
-printed approaching sixty times,
changed the way business leaders
thought and remains a guide of
choice for strategic managers the
world over.

Aside from his innovative thinking,
Porter has a special ability to rep-
resent complex concepts in rela-
tively easily accessible formats,
notably his Five Forces model, in
which market factors can be ana-

lysed so as to make a strategic
assessment of the competitive
position of a given supplier in a
given market. The five forces
that Porter suggests drive com-
petition are:

Porter's five forces

Existing competitive rivalry be-
tween suppliers

Threat of new market entrants
Bargaining power of buyers
Power of suppliers

Threat of substitute products
(including technology change)

Typically this five forces model
is shown as a series of five
boxes in a cross formation, item
1 being central.

Porter's Five Forces model can
be used to good analytical effect
alongside other models such as
the SWOT and PEST analysis
tools.

Porter's Five Forces model pro-
vides suggested points under
each main heading, by which
you can develop a broad and so-
phisticated analysis of competi-
tive position, as might be used
when creating strategy, plans,
or making investment decisions
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Porter’s Five Forces of
Competitive Position

New Market Entrants, eq:

entry ease/barriers
geographical factors
incumbents resistance
new entrant strategy
routes to market

1

Supplier Power, eg: Competitive Rivalry, eg: Buyer Power, eq:
« brand reputation ¢ numberand size of firms « buyerchoice
s geographical coverage » industry size and trends *  buyers size/number
s productfservice level quality — o fixedvvariable costbases [ « change costffrequency
s relationshipswith customers s productfservice ranges » product/service impartance
* hidding processes/capahilitizs » differentiation, strategy s volumes,JIT scheduling

Product and Technology
Development, eg:

alternatives pricefquality
market distribution changes
fashion and trends
legislative effects

. .. infrastructure.
about a business or organization. Demand Conditions: extent and nature of demand
within the nation concerned for the product or ser-

Porter is also known for his simple identification of Vice.

five generic descriptions of industries: Related Industries: the eXiStence, extent and inter-
national competitive strength of other industries in

Fragmented (eg, shoe repairs, gift shops) the nation concerned that support or assist the in-

Emerging (eg, space travel) dustry in question.

Mature (eg, automotive) Corporate Strategy, Structure and Rivalry: the con-

Declining (eg, solid fuels) ditions in the home market that affect how corpora-

Global (eg, micro-processors) tions are created, managed and grown; the idea be-

. . . . ing that firms that have to fight hard in their home
And Porter is also particularly recognised for his arket are more likely to be able to succeed in in-
competitive 'diamond’' model, used for assessing ternational markets.

relative competitive strength of nations, and by
implication their industries:

Factor Conditions: production factors required for a
given industry, eg., skilled labour, logistics and
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