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Porter’s Five Forces Framework provides

a structured approach to analysing the
competitive dynamics of an industry. Use
this playbook to gain a competitive edge, fuel
your strategic planning process, and make
informed decisions that pave the Way to
sustainable success. "

PAUL MILLS (CHARTERED MARKETER, FCIM)
Founder, VCMO
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Introduction.

Purpose of the playbook

This playbook provides a user-friendly guide to Porter’s Five Forces framework, providing
business leaders with practical insights, examples, and best practices on how to use the model
for enhanced strategic planning.

What is Porter’s Five Forces framework?

Porter’s Five Forces framework is a strategic business analysis tool developed by Michael Porter,
arenowned Harvard Business School professor and strategy expert. It provides a structured
framework for assessing and analysing the competitive forces within an industry, which can help
businesses understand the competitive dynamics and attractiveness of a particular industry or

market.

The five forces in the framework include:

1.
2.

3.

4.

5.

Competitive Rivalry: The intensity of competition among existing firms in the industry.

Bargaining Power of Buyers: The ability of buyers to influence pricing and terms in the
industry.

Bargaining Power of Suppliers: The ability of suppliers to impact the supply of
resources or services to the industry.

Threat of New Entrants: The likelihood of new competitors entering the industry and
disrupting the existing market.

Threat of Substitutes: The availability of alternative products or services that could
potentially replace the offerings in the industry.
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Overview of its significance in business strategy

Porter’s Five Forces framework is a widely used and influential tool in strategic management
and business strategy. Its significance lies in its ability to help business leaders assess the
competitive dynamics of an industry and make informed strategic decisions.

Some key aspects of its significance include:

Industry Analysis: The framework provides a systematic approach for business leaders
to analyse the competitive forces within an industry, helping them understand the
industry structure, competitive intensity, and key drivers of competition. This analysis
can inform businesses about the attractiveness of an industry and the potential risks
and opportunities associated with it.

Competitive Positioning: Porter’s Five Forces can assist businesses in identifying
their competitive position within an industry. By understanding the bargaining power
of buyers, suppliers, and the threat of new entrants or substitutes, businesses can
strategically position themselves to leverage strengths and mitigate weaknesses. It
can help businesses identify areas where they can differentiate themselves and gain a
competitive advantage.

Strategic Decision-making: The framework can guide businesses in making strategic
decisions such as entry into new markets, pricing strategies, resource allocation, and
competitive positioning. It helps businesses consider the external factors that impact
their industry and make informed decisions based on the competitive forces at play.

Risk Management: Porter’s Five Forces can help businesses identify potential risks and
challenges posed by competitive forces in the industry. By understanding the threats
fromrivals, buyers, suppliers, new entrants, and substitutes, businesses can proactively
mitigate risks, prepare contingency plans, and respond to changes in the industry
environment.

Business Planning: The framework can be used as a tool in the strategic planning
process, helping businesses assess the competitive landscape and align their business
goals and strategies accordingly. It can aid in developing a robust business plan that
takes into consideration the external competitive factors that can impact the business’s
performance.
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Background on Michael Porter, the developer of the five
forces framework

Michael Porter is a renowned academic and business strategist who is widely recognised for
his contributions to the field of competitive strategy and his development of the Five Forces
Framework. Born in 1947 in the United States, Porter is a professor at Harvard Business School,
where he has been a faculty member for several decades.

Porter has made significant contributions to the field of strategic management and is considered
one of the foremost authorities on competitive strategy. He has authored numerous influential
books and articles, including the seminal work “Competitive Strategy: Techniques for Analysing
Industries and Competitors,” published in 1980, which introduced the concept of his Five Forces
Framework.

Porter’s work has had a profound impact on the field of business strategy, providing managers

and organisations with a systematic approach to assess the competitive dynamics of industries
and develop effective strategies for competitive advantage. His research and writings have been
widely cited and used by businesses, academic institutions, and policymakers around the world.

In addition to his work on competitive strategy, Porter has also made significant contributions to
other areas of business and economics, including value chain analysis, clusters and economic
development, and corporate social responsibility. He has received numerous awards and
honours for his contributions to the field of management and is widely regarded as one of the
most influential thinkers in the field of business strategy.

MICHAEL E. PORTER
(IMAGE CREDIT WWW.SOCIALFINANCE.ORQG)
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02.
Understanding the Five
Forces.

Explaining the Five Forces

Here’s a brief summary of each of the Five Forces:

1.

2,

3.

4.

5.

Competitive Rivalry: This force assesses the intensity of competition among existing
firms in the industry. Factors such as the number of competitors, their size, market
share, and competitive strategies they employ, all influence the level of competitive
rivalry. High competitive rivalry may result in price wars, aggressive marketing tactics,
and reduced profit margins, while low competitive rivalry may indicate a more stable and
less competitive industry.

Bargaining Power of Buyers: This force examines the ability of buyers to influence
pricing, terms, and conditions in the industry. Factors such as the concentration of
buyers, their purchasing power, brand loyalty, and the availability of alternative options,
allimpact their bargaining power. Buyers with significant bargaining power may demand
lower prices, better quality, or more favourable terms, which can affect the profitability of
businesses in the industry.

Bargaining Power of Suppliers: This force looks at the ability of suppliers to impact
the supply of resources or services to the industry. Factors such as the concentration of
suppliers, their unigueness, and availability of substitutes, and their ability to integrate
forward, can influence their bargaining power. Suppliers with higher bargaining power
may demand higher prices, better terms, or even limit the availability of critical inputs,
which can affect the cost structure and operations of businesses in the industry.

Threat of New Entrants: This force assesses the likelihood of new competitors
entering the industry and potentially disrupting the existing market. Factors such

as barriers to entry, including economies of scale, capital requirements, access to
distribution channels, and regulatory or technological barriers, can influence the threat of
new entrants. High barriers to entry can deter new competitors, while low barriers may
lead to increased competition and potential market share erosion for existing firms.

Threat of Substitutes: This force looks at the availability of alternative products or
services that could potentially replace the offerings in the industry. Factors such as the
availability of close substitutes, their price-performance ratio, and customer switching
costs, allimpact the threat of substitutes. High threat of substitutes may lead to
decreased demand for industry offerings and reduced profitability for existing firms.



[t’s important to note that the intensity of each of these forces can vary across industries and
markets, and they can change over time. Businesses need to carefully analyse and monitor these
forces to understand the competitive dynamics of their industry and develop effective strategies

to gain a competitive advantage.

PORTER’S FIVE FORCES MODEL
(SIMPLIFIED VERSION)
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Real-world examples illustrating how each force
operates in different industries

Competitive Rivalry:

Example 1: Smartphone Industry - The smartphone industry is characterised by intense
competitive rivalry among major players such as Apple, Samsung, and Google. These companies
constantly innovate and release new products to gain market share and maintain a competitive
edge. They engage in aggressive marketing campaigns, offer competitive pricing, and invest
heavily in research and development to outperform their rivals. The high competitive rivalry in

the smartphone industry often leads to rapid technological advancements, frequent product
launches, and intense price competition, all of which can impact the profitability of firms in the
industry.

Example 2: Fast Food Industry - The fast food industry, including major players like
McDonald’s, Burger King, and KFC, is also marked by high competitive rivalry. These companies
compete for market share by offering similar products, engaging in advertising wars, and
constantly expanding their menus and promotions to attract customers. They also compete
on factors such as location, convenience, and customer service. The intense competitive rivalry
in the fast food industry often results in price wars, aggressive marketing tactics, and frequent
product innovation to stay ahead of competitors and maintain customer loyalty.

Bargaining Power of Buyers:

Example 1: Automobile Industry - In the automobile industry, large automobile manufacturers
often have significant bargaining power over their suppliers. These manufacturers purchase
avast number of parts and components from suppliers, and their sheer volume gives them
leverage to negotiate favourable pricing and terms. They may also demand customised
components, just-in-time deliveries, and stringent quality requirements. This can put pressure
on suppliers to comply with buyer demands and affect their profitability.

Example 2: Grocery Retail Industry - In the grocery retail industry, major supermarket chains
often have significant bargaining power over their suppliers. These large retailers purchase a
wide range of products from food and beverage manufacturers, and their size and scale allow
them to negotiate favourable pricing, promotional allowances, and shelf space allocation.

They may also require strict compliance with their packaging, labelling, and sustainability
requirements. This bargaining power of buyers can affect the profitability and competitiveness
of suppliers in the grocery retail industry.

Bargaining Power of Suppliers:

Example 1: Airline Industry - In the airline industry, major airlines are highly dependent on
suppliers such as aircraft manufacturers and fuel providers. These suppliers may have significant
bargaining power due to their unique products, limited alternatives, and high switching costs.
Aircraft manufacturers may have the power to set prices, terms, and delivery schedules, while
fuel providers may have the ability to influence fuel prices, which can significantly impact the
operating costs and profitability of airlines.
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Example 2: Pharmaceutical Industry - In the pharmaceutical industry, raw material suppliers
may have significant bargaining power over pharmaceutical companies. Certain raw materials
used in drug manufacturing may have limited suppliers or require specialised production
processes, giving the suppliers leverage in negotiating prices and terms. Additionally, stringent
regulations and quality requirements may restrict the number of approved suppliers for
pharmaceutical companies, further increasing the bargaining power of suppliers and affecting
the cost structure and profitability of the industry.

Threat of New Entrants:

Example 1: E-commerce Industry - The e-commerce industry has relatively low barriers to
entry, as itis relatively easy for new entrants to set up online stores and start selling products.
This has resulted in a high level of competition with numerous new e-commerce players regularly
entering the market. New entrants often try to gain market share by offering competitive pricing,
unique products, and innovative customer experiences. This high threat of new entrants has led
to intense competition, forcing established e-commerce players to continuously innovate and
adapt to changing market conditions.

Example 2: Renewable Energy Industry - The renewable energy industry, such as solar power
or wind power, has seen an increase in the threat of new entrants in recent years. With growing
awareness and support for renewable energy, many new players have entered the market with
innovative technologies and business models. These new entrants often disrupt the traditional
energy landscape and compete with established players. They may offer lower costs, better
efficiency, or more sustainable solutions, challenging existing companies in the industry. The
high threat of new entrants in the renewable energy industry has spurred increased competition,
technological advancements, and price pressures, affecting the profitability and market share of
established players.

Threat of Substitutes:

Example 1: Beverage Industry - In the beverage industry, there are numerous substitutes
available for various types of beverages. For example, consumers can choose among water,
juices, soft drinks, tea, coffee, and alcoholic beverages as alternatives. The availability of
substitutes creates a threat to the profitability of beverage companies, as consumers can easily
switch to alternatives based on taste preferences, health concerns, or other factors. Beverage
companies heed to constantly innovate, differentiate their products, and adapt to changing
consumer preferences to mitigate the threat of substitutes and maintain their market share.

Example 2: Transportation Industry - In the transportation industry, there are various
substitutes available for different modes of transportation, such as air travel, road
transportation, rail transportation, and sea transportation. For example, for long-distance travel,
consumers may choose between flying, taking a train, driving, or using sea transportation based
on factors such as cost, convenience, and speed. The availability of substitutes can impact

the demand for different modes of transportation, affecting the revenue and profitability of
transportation companies. Companies in the transportation industry need to understand the
factors influencing consumer choices and adapt their offerings accordingly to address the threat
of substitutes.

These real-world examples illustrate how each of the five forces in Porter’s Five Forces
framework operates in different industries, impacting the competitive dynamics and profitability
of firms. It’s important for business leaders to carefully analyse and understand these forces to
effectively formulate their business strategies and make informed decisions.
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03.
Applying Porter’s Five
Forces.

How to conduct a Five Forces analysis

Here’s a step-by-step guide on how to conduct a Five Forces analysis for a business using
Porter’s Five Forces Framework:

Step 1: Identify the Industry or Market of Interest

Determine the specific industry or market that you want to analyse using the Five Forces
framework. This could be the industry in which your business operates, or a market you are
considering entering.

Step 2: Identify the Five Forces

Understand and identify the five forces in Porter’s framework: (1) the bargaining power of
suppliers, (2) the bargaining power of buyers, (3) the intensity of competitive rivalry, (4) the threat
of new entrants, and (5) the threat of substitutes.

Step 3: Gather Information

Collect relevant data and information for each of the five forces. This may involve conducting
market research, analysing industry reports, examining competitor strategies, and
understanding the dynamics of the industry/market.

Step 4: Evaluate Each Force

Analyse each force individually to assess its impact on the industry/market and your business.
Consider factors such as market concentration, switching costs, industry growth rate, regulatory
environment, and technological changes.

The following pages give examples of questions you should ask to analyse each of the five forces.
This is just a guide and for a comprehensive analysis, you would typically ask more questions.
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Bargaining power of suppliers

s !
— HERE ARE 10 QUESTIONS YOU CAN ASK TO IDENTIFY THE

BARGAINING POWER OF SUPPLIERS IN A 5-FORCES ANALYSIS:

Ol.

Are there few or many suppliers in the
industry/market?

03.

Are there few or many alternative suppliers
available?

05.

Do the suppliers have significant control over
critical inputs or resources?

07.

Do the suppliers have the ability to integrate
forward into the buyer’s industry/market?

09.

Are there any regulatory or legal restrictions
that limit the number or type of suppliers?

02. g

Do the suppliers have unique or differentiated
products/services?

04.

Do the suppliers have strong brand
recognition or reputation?

06.

Are there any barriers to switch suppliers,
such as high switching costs?

08.

Do the suppliers have the ability to exert
pricing power or negotiate favourable terms?

10.

Do the suppliers have the ability to form
cartels or collude to control prices or supply?

SL

These questions will help you assess the bargaining power of suppliers and understand their
ability to influence prices, terms, and conditions in the industry/market. A higher bargaining
power of suppliers may result in increased costs, reduced profit margins, and limited flexibility
for businesses, while a lower bargaining power of suppliers may offer more favourable
conditions and opportunities for negotiation.
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Bargaining power of buyers

s !
— HERE ARE 10 QUESTIONS YOU CAN ASK TO IDENTIFY THE

BARGAINING POWER OF BUYERS IN A 5-FORCES ANALYSIS:

Ol.

Are there few or many buyers in the industry/
market?

03.

Are there few or many alternative products/
services available for buyers?

05.

Do the buyers have strong brand recognition
or reputation?

07.

Do the buyers have the ability to demand
lower prices or negotiate favourable terms?

09.

Do the buyers have the ability to form buyer
groups or alliances to exert greater bargaining
power?

02. g

Do the buyers have significant purchasing
power or influence in the industry/market?

04.

Do the buyers have the ability to integrate
backward into the supplier’s industry/
market?

06.

Are there any barriers to switch to alternative
products/services, such as high switching
costs?

08.

Are there any regulatory or legal restrictions
that limit the bargaining power of buyers?

10.

Do the buyers have the ability to exert
influence on product/service quality,
customisation, or other factors?

These questions will help you assess the bargaining power of buyers and understand their ability
to influence prices, terms, and conditions in the industry/market. A higher bargaining power

of buyers may result in increased price sensitivity, demand for favourable terms, and potential
reduction in profit margins, while a lower bargaining power of buyers may offer more pricing
flexibility and opportunities for businesses.
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Intensity of competitive rivalry

5!
— HERE ARE 10 QUESTIONS YOU CAN ASK TO IDENTIFY THE

INTENSITY OF COMPETITIVE RIVALRY IN A 5-FORCES ANALYSIS:

Ol.

Are there many or few competitors in the
industry/market?

03.

Is there intense price competition among
competitors?

05.

Is there high or low industry/market growth
rate?

07.

Do competitors have similar or varying levels
of market share?

09.

Is there high or low customer loyalty or
switching costs among competitors?

02. g

Do competitors have similar or differentiated
products/services?

04.

Are there frequent new entrants or exit of
competitors in the industry/market?

06.

Are there significant barriers to entry or exit in
the industry/market?

08.

Is there high or low product/service
differentiation among competitors?

10.

Are there frequent promotional activities or
marketing campaigns among competitors?

Ll

These questions will help you assess the intensity of competitive rivalry and understand the level
of competition within the industry/market. A higher intensity of competitive rivalry may result

in price wars, reduced profit margins, and increased pressure on market share, while a lower
intensity of competitive rivalry may offer more stability and less aggressive competition among
businesses.
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Threat of new entrants

s !
— HERE ARE 10 QUESTIONS YOU CAN ASK TO IDENTIFY THE

THREAT OF NEW ENTRANTS IN A 5-FORCES ANALYSIS:

Ol.

Are there low or high barriers to entry in the
industry/market?

03.

Are there economies of scale that provide
advantages to existing players?

05.

Are there regulatory or legal restrictions that
limit new entrants in the industry/market?

07.

Are there established distribution networks
or supply chain relationships among existing
players?

09.

Are there established patents, copyrights, or
other intellectual property rights that provide
advantages to existing players?

02. g

Is there significant capital investment
required to enter the industry/market?

04.

Is there established brand recognition or
customer loyalty among existing players?

06.

Is there a high or low level of technological
complexity or expertise required?

08.

Is there a high or low level of product/service
differentiation among existing players?

10.

Is there a high or low level of switching costs
or customer lock-in to existing players?

These questions will help you assess the threat of new entrants and understand the barriers
that may deter or facilitate new competitors entering the industry/market. A higher threat

of new entrants may result in increased competition, reduced market share, and potential
disruption to existing players, while a lower threat of new entrants may offer more stability and
less pressure from new competitors.
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Threat of substitutes

“ !
— HERE ARE 10 QUESTIONS YOU CAN ASK TO IDENTIFY THE

THREAT OF SUBSTITUTES IN A 5-FORCES ANALYSIS:

Ol.

Are there many or few substitute products/
services available in the market?

03.

Do the substitute products/services offer
comparable or better value to customers?

05.

Are there any regulatory or legal restrictions
that limit the use of substitute products/
services?

07.

Are there any technological advancements or
changes that may lead to the emergence of
new substitute products/services?

09.

Are there any economic or market trends
that may impact the demand for substitute
products/services?

02. g

Are the substitute products/services similar
or different in terms of features, quality, or
price?

04.

Are there low or high switching costs for
customers to switch to substitute products/
services?

06.

Is there a high or low level of customer loyalty
or brand preference for existing products/
services?

08.

Are there any environmental, social, or
cultural factors that may influence the use of
substitute products/services?

10.

Are there any price or cost differentials
between existing products/services and
substitute products/services?

These questions will help you assess the threat of substitutes and understand the potential
alternatives that may pose a risk to the demand or market share of existing products/services.
A higher threat of substitutes may result in increased competition, reduced customer demand,
and potential substitution of products/services, while a lower threat of substitutes may offer
more stability and less pressure from alternatives.
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How to conduct a five forces analysis (continued)

Step 5: Assess Overall Industry Attractiveness

After evaluating each force, assess the overall attractiveness of the industry/market. Consider
the collective impact of all the forces on the profitability, sustainability, and competitiveness of
the industry/market.

Step 6: Identify Strategic Implications

Based on the findings from the Five Forces analysis, identify strategic implications for your
business. Determine the opportunities, threats, strengths, and weaknesses that emerge
from the analysis. Develop strategies to leverage opportunities, mitigate threats, and address
weaknesses.

Step 7: Review and Update Regularly

Keep in mind that the business environment is dynamic and can change over time. It’s important
to regularly review and update your Five Forces analysis to stay informed about changes in the
industry/market and make informed strategic decisions accordingly.

By following these steps, you can conduct a comprehensive Five Forces analysis for your
business, which can serve as a valuable tool for strategic planning, decision-making, and gaining
a competitive advantage in the industry or market that you operate in.

However, it’s important to note that the intensity of each of these forces can vary across
industries and markets, and they can change over time. Business leaders need to carefully
analyse and monitor these forces to understand the competitive dynamics of their industry and
develop effective strategies to gain a competitive advantage.
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Practical tips on gathering relevant data for a five forces
analysis

Here are some practical tips for gathering relevant data from multiple sources, enabling you to
conduct a comprehensive and informed Five Forces analysis for your industry or market:

° Industry reports and market research: Utilise industry reports and market research
studies from reputable sources to gather data on industry dynamics, market size, growth
rates, trends, and competitive landscape. These reports often provide valuable insights on
the industry’s current state and future outlook.

o Company filings and financial statements: Review annual reports, financial statements,
and filings of companies operating in the industry to gain insights into their financial
performance, market share, competitive strategies, and key success factors. This
information can provide a clearer picture of the competitive landscape and the financial
health of industry players.

o Trade publications and industry publications: Stay updated with trade publications and
industry-specific publications that cover news, trends, and analysis related to the industry
of interest. These sources can provide valuable industry-specific information and expert
opinions on market dynamics, competitive forces, and emerging trends.

° Government sources and regulatory bodies: Access government sources and regulatory
bodies for data on industry regulations, policies, tariffs, import/export data, and other
relevant information. This information can shed light on the regulatory environment and
potential impacts on the industry’s competitive forces.

° Competitor analysis: Conduct thorough research on competitors in the industry, including
their products/services, pricing strategies, market share, distribution channels, marketing
campaigns, and customer reviews. This information can help you understand the strategies
and strengths of your competitors and assess their bargaining power.

° Customer feedback and market surveys: Gather feedback from customers, conduct
market surveys, and analyse customer preferences, needs, and perceptions to understand
their bargaining power and the demand for substitute products/services. This information
can help you identify potential threats and opportunities in the industry.

° Industry events and conferences: Attend industry events, conferences, and trade shows
to network with industry experts, gain insights on industry trends, and gather information on
competitors, suppliers, buyers, substitutes, and potential new entrants. These events can
provide valuable first-hand information and industry knowledge.

° Online research and databases: Utilise online research and industry-specific databases to
access relevant data, reports, articles, and statistics related to the industry. Many industry
associations, market research firms, and business publications offer online resources that
can support your Five Forces analysis.

° Interviews and expert opinions: Conduct interviews with industry experts, analysts, and
other stakeholders to gather insights, opinions, and perspectives on the industry dynamics,
competitive forces, and key factors influencing the industry’s future outlook.

° Internal data and analysis: Utilise internal data and analysis, such as sales data, customer
feedback, market share, and other relevant information from your own company or
organisation. This can provide valuable insights into your own position in the industry and
help you assess your own bargaining power.
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How the Five Forces results can inform business strategy
and decision-making

Analysing the results from a Five Forces analysis provides valuable insights that inform business
strategy and decision-making in several ways:

Identifying competitive forces: The Five Forces analysis helps identify the key
competitive forces at play in the industry, such as the bargaining power of suppliers, buyers,
competitive rivalry, threat of new entrants, and threat of substitutes. Understanding the
relative strength of each force allows businesses to prioritise their strategic focus and
allocate resources accordingly.

Assessing industry attractiveness: The analysis helps assess the overall attractiveness
of the industry by evaluating the intensity of competitive forces. This assessment provides
businesses with a clear understanding of the opportunities and challenges in the industry,

and guides them in making strategic decisions, such as whether to enter, expand, or exit a

particular market.

Understanding competitive dynamics: The analysis helps businesses understand

the competitive dynamics within the industry, including the strategies, strengths, and
weaknesses of competitors. This understanding allows businesses to develop effective
competitive strategies, such as differentiation, cost leadership, or niche positioning, to gain
a competitive advantage.

Identifying threats and opportunities: The analysis helps identify potential threats
and opportunities in the industry, such as emerging competitors, changing customer
preferences, regulatory changes, or technological advancements. This information allows
businesses to proactively respond to threats and capitalise on opportunities, leading to
more informed and effective strategic decision-making.

Guiding resource allocation: The analysis provides insights into the relative bargaining
power of different stakeholders in the industry, such as suppliers, buyers, and substitutes.
This information guides businesses in making decisions related to pricing, supplier
selection, buyer negotiation, and product/service differentiation, helping them optimise
their resource allocation and maximise profitability.

Supporting risk management: The analysis helps identify risks associated with each

of the competitive forces, allowing businesses to develop risk mitigation strategies. For
example, if the analysis reveals a high threat of new entrants, a business may take steps to
protect its market share or diversify its offerings to minimise the risk of losing market share
to new competitors.

Informing strategic planning: The results of the Five Forces analysis can inform the
strategic planning process by providing a comprehensive understanding of the industry
landscape and competitive forces. This information helps businesses align their overall
business strategy with the industry dynamics, market opportunities, and competitive
threats, leading to more effective strategic planning and decision-making.

In summary, the analysis of the results from a Five Forces analysis provides business leaders with
valuable insights that inform their business strategy and decision-making processes. It helps them
understand the competitive forces at play, assess industry attractiveness, identify threats and
opportunities, guide resource allocation, support risk management, and inform strategic planning,
leading to more informed and effective business strategies and decisions.



[imitations of
Porter’s Five Forces.
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[imitations of Porter’s
Five Forces.

Porter’s Five Forces framework is widely used and recognised as a valuable tool for analysing
industry dynamics and informing business strategy. However, it also has some limitations and
has faced criticisms, which include:

1.

2.

3.

4.

5.

6.

Simplified view of industry dynamics: The Five Forces framework provides a
simplified view of industry dynamics, focusing on five key forces without capturing the
complexity and nuances of real-world business environments. It may not fully capture
all relevant factors that impact industry competition, such as regulatory changes,
technological disruptions, or cultural factors, which can affect the accuracy and
comprehensiveness of the analysis.

Static analysis: The Five Forces framework is typically conducted as a static analysis,
providing a snapshot of the industry at a particular point in time. However, industry
dynamics are dynamic and can change over time, which may render the analysis
outdated and less relevant in rapidly changing industries or markets.

Limited focus on external factors: The Five Forces framework primarily focuses on
external factors, such as suppliers, buyers, competitors, new entrants, and substitutes,
without considering internal factors, such as a firm’s capabilities, resources, and internal
dynamics. Internal factors can significantly influence a firm’s competitiveness and
strategic choices, which may not be fully captured by the framework.

Lack of clear guidance on weighting factors: The Five Forces framework does not
provide clear guidance on how to weigh and prioritise the different forces, leading to
subjectivity and potential bias in the analysis. Business leaders may struggle to assign
appropriate weights to each force, leading to inconsistency and variability in the results.

Limited guidance on strategic actions: \While the Five Forces framework helps identify
industry forces and their relative strengths, it provides limited guidance on specific
strategic actions to be taken in response. It may not provide clear recommendations or
actionable insights on how to address identified threats or capitalise on opportunities,
leaving businesses to interpret and implement strategic actions based on their own
judgment.

Industry focus: The Five Forces framework is most relevant for analysing traditional
industry structures with well-defined competitors, suppliers, buyers, and substitutes.
[t may be less applicable to emerging industries, highly dynamic markets, or digital
business models that have unique characteristics and may require different analytical
frameworks.
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7. Lack of consideration for synergies: The Five Forces framework does not explicitly
consider potential synergies, collaborations, or alliances among industry players, which can
impact industry dynamics and strategic choices. This may limit the comprehensiveness of
the analysis, as strategic collaborations or alliances can create new opportunities or change
the competitive landscape of an industry.

8. Overemphasis on competition: The Five Forces framework primarily focuses on
competition and may not fully consider other dimensions of business strategy, such as
innovation, customer value proposition, or strategic differentiation. It may not fully capture
the broader strategic elements that can impact a firm’s long-term success beyond
competition.

In conclusion, while Porter’s Five Forces framework is a widely used and recognised tool for analysing
industry dynamics and informing business strategy, it has limitations and criticisms that should be
considered when using it. Businesses should use the framework as a starting point and complement
it with other strategic analysis tools, consider the specific context and dynamics of their industry,
and exercise judgment in interpreting and applying the results to inform their strategic decision-
making process.

Insight into potential biases and overcoming blind spots

A Five Forces analysis, like any other strategic analysis tool, may be subject to potential biases and
blind spots that can impact the accuracy and comprehensiveness of the results. Some potential
biases and blind spots that may arise in a Five Forces analysis include:

Confirmation bias:

The tendency to interpret data or information in a way that confirms preconceived notions or
beliefs. This bias may lead to selectively considering or emphasising data that supports a particular
perspective or ignoring data that challenges it, potentially leading to a biased assessment of the
industry forces and theirimpact.

To overcome confirmation bias in a Five Forces analysis, it is important to approach the analysis
with an open and unbiased mindset. Avoid preconceived notions and actively seek out diverse and
conflicting information. Encourage a culture of critical thinking and constructive challenge within the
analysis team to minimise confirmation bias.

Anchoring bias:

The tendency to rely too heavily on the first piece of information encountered when making
judgments or decisions. This bias may impact the weighting or prioritisation of industry forces
if aninitial anchor is set without considering a broader range of factors, potentially leading to an
unbalanced analysis.

To overcome anchoring bias, it is important to avoid relying solely on the first piece of information
encountered. Encourage the team to consider a broad range of factors and perspectives before
drawing conclusions. Utilise multiple sources of data and information to avoid undue reliance on a
single anchor point.
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Over-reliance on available data:

The availability of data may impact the analysis, as it may be limited or biased, leading to incomplete
or inaccurate conclusions. Relying solely on readily available data without seeking diverse and
unbiased sources of information may lead to a skewed assessment of the industry forces.

To overcome the limitation of available data, strive to gather data from diverse and reliable
sources. Avoid cherry-picking data that supports a particular perspective and ensure that data used
in the analysis is up-to-date, relevant, and well-validated. Consider using multiple data sources and
triangulating information to ensure a more comprehensive and accurate analysis.

Hindsight bias:

The tendency to believe, after an event has occurred, that one would have predicted or expected
the outcome. This bias may impact the assessment of industry forces, as it may lead to an overly
confident and biased view of the predictability of industry dynamics, which may not necessarily be
the case in reality.

To overcome hindsight bias, approach the analysis with a forward-looking mindset, avoiding the
temptation to interpret data based on past events or outcomes. Utilise historical data as a reference
point, but critically evaluate the current and future dynamics of the industry without being overly
influenced by past events.

Groupthink bias:

The tendency to conform to group opinions or consensus, rather than critically evaluating
information independently. This bias may arise in a team or group setting where there is pressure
to conform to a particular viewpoint or where diverse perspectives are not adequately considered,
potentially leading to a biased analysis.

To overcome groupthink bias, encourage a culture of open discussion and debate within

the analysis team. Embrace diverse perspectives and encourage team members to challenge
assumptions and conclusions. Seek input from a diverse set of stakeholders, including customers,
employees, and industry experts, to minimise groupthink bias.

Timeframe bias:

The timeframe considered in the analysis may impact the assessment of industry forces. A shorter
timeframe may not capture long-term trends or changes, while a longer timeframe may lead to
outdated or less relevant conclusions. Choosing an appropriate timeframe for analysis is critical to
avoid potential biases and blind spots.

To overcome timeframe bias, carefully consider the appropriate timeframe for the analysis.
Consider both short-term and long-term trends, and their potential impacts on the industry forces.
Avoid relying solely on a single timeframe and ensure that the analysis captures relevant historical
data and future projections.
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Cultural or contextual bias:

The cultural or contextual background of the analyst may impact the analysis, as it may shape their
perspectives, assumptions, and interpretations of data. Different cultural or contextual lenses
may result in biased assessments of industry forces, as they may not fully capture the diverse and
complex dynamics of the industry in question.

To overcome cultural or contextual bias, be mindful of the backgrounds and perspectives of
the analysis team members. Encourage diversity in the team to bring in different viewpoints and
consider the potential influence of cultural or contextual factors on the analysis. Seek external input
from experts or stakeholders with diverse backgrounds to ensure a more comprehensive analysis.

Lack of diverse perspectives:

A Five Forces analysis may be limited by the perspectives of the individuals involved in the analysis.
A lack of diverse perspectives, including input from various stakeholders, such as customers,
employees, and industry experts, may result in biased or incomplete assessments of industry
forces.

To overcome the limitation of lacking diverse perspectives, actively seek input from a wide
range of stakeholders, including customers, employees, suppliers, competitors, and industry
experts. Consider viewpoints from different functional areas, levels of hierarchy, and perspectives to
ensure a more well-rounded analysis. Encourage feedback and input from outside the analysis team
to avoid insular thinking.

By being aware of these potential biases and blind spots and actively taking steps to mitigate
theirimpact, a Five Forces analysis can be more robust, comprehensive, and accurate, leading to
informed business strategies and decision-making.
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Where Five Forces can work alongside other frameworks

Five Forces analysis can complement several other strategic frameworks and tools, as it provides a
valuable perspective on the external competitive environment of an industry.

Some of the frameworks that can be used in conjunction with Five Forces analysis include:

1. SWOT Analysis: Five Forces analysis can be used in combination with SWOT (Strengths,
Weaknesses, Opportunities, Threats) analysis, which focuses on the internal strengths
and weaknesses of a company, as well as the external opportunities and threats in its
environment. The Five Forces analysis can provide insights into the external threats and
competitive dynamics that can inform the “Threats” component of SWOT analysis.

2. PESTEL Analysis: PESTEL (Political, Economic, Social, Technological, Environmental, Legal)
analysis is a framework that assesses the external macro-environmental factors that can
impact a business or industry. Five Forces analysis can complement PESTEL analysis by
providing a more focused and industry-specific view of the competitive forces at play, which
can help in identifying and assessing the key drivers of competition.

3. Value Chain Analysis: Value Chain analysis is a framework that identifies the primary and
support activities that a company undertakes to create value for its customers. Five Forces
analysis can help in identifying the key players and dynamics in the industry value chain,
including suppliers, buyers, and competitors, which can inform the company’s strategic
decisions related to its value chain activities.

4, Market Segmentation Analysis: Market segmentation analysis is a process of dividing a
market into distinct segments based on similar characteristics or needs of customers. Five
Forces analysis can provide insights into the competitive dynamics within different market
segments, helping businesses understand the attractiveness of different segments and
develop targeted strategies to address the specific competitive forces in each segment.

5. Business Model Canvas: The Business Model Canvas is a strategic tool that helps
businesses analyse and design their business models. Five Forces analysis can provide
inputs into the “Key Partnerships,” “Key Activities,” and “Customer Relationships™
components of the Business Model Canvas, as it provides insights into the external forces
that impact a business’s competitive positioning and relationships with suppliers, buyers,
and substitutes.

By combining Five Forces analysis with other strategic frameworks, businesses can gain a more
comprehensive and nuanced understanding of their competitive environment, identify strategic
opportunities and threats, and develop informed strategies to gain a competitive advantage.
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Best Practices for Using Porter’s Five Forces

Top 10 things to do right when conducting a Porter’s Five Forces analysis:

1.

2.

3.

4.

5.

6.

7.

9‘

10.

Do Conduct Thorough Research: Gather comprehensive and up-to-date data and
information about the industry, competitors, suppliers, buyers, and substitutes to ensure a
robust analysis.

Do Consider Multiple Perspectives: Evaluate each of the five forces from different
viewpoints, including those of customers, competitors, suppliers, and other stakeholders,
to gain a holistic understanding of the industry dynamics.

Do Focus on Key Factors: Identify the most significant factors influencing each force
and prioritise them based on their impact on the industry and the company’s competitive
position.

Do Validate Findings: Test the findings and conclusions of the analysis through
discussions, debates, and validation with relevant stakeholders to ensure their accuracy and
reliability.

Do Consider the Dynamic Nature of the Industry: Recognise that industry dynamics
can change over time, and regularly update the analysis to reflect the evolving competitive
landscape.

Do Think Strategically: Utilise the findings of the Five Forces analysis to inform strategic
decision-making, such as market entry, product development, pricing, and competitive
positioning.

Do Collaborate with Cross-functional Teams: Involve representatives from different
functional areas, such as marketing, finance, operations, and supply chain, in the Five Forces
analysis to gain diverse perspectives and insights.

Do Consider External Factors: Take into account external factors, such as regulatory
changes, technological advancements, economic trends, and social-cultural influences,
that can impact the industry dynamics and the company’s competitive position.

Do Monitor Competitors: Continuously monitor and analyse the strategies, actions, and
capabilities of competitors to anticipate their moves and respond proactively.

Do Review and Update the Analysis: Regularly review and update the Five Forces analysis
to ensure its relevance and effectiveness in guiding strategic decision-making.
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Watchouts for Using Porter’s Five Forces

Top 10 “watchouts™ when conducting a Porter’s Five Forces analysis:

1.

2.

3.

4.

5.

6.

7.

9‘

10.

Don’t Rely Solely on Assumptions: Avoid making assumptions without proper evidence
and validation. Base the analysis on reliable data and information to ensure its accuracy and
reliability.

Don’t Overlook Small Players: Do not underestimate the impact of small or emerging
players in the industry, as they can disrupt the competitive dynamics and influence the
company’s competitive position.

Don’t Ignore Customer Needs: Do not overlook the importance of understanding
customer needs and preferences in shaping the industry dynamics and the company’s
competitive position.

Don’t Focus Only on the Present: Avoid solely focusing on the current industry dynamics
and failing to consider future trends, technological advancements, and other factors that
canimpact the industry in the long term.

Don’t Overgeneralise: Avoid making overly broad or generalised assumptions about the
industry dynamics or the company’s competitive position without thoroughly analysing and
validating the specific circumstances.

Don’t Ignore Internal Factors: Do not ignore internal factors, such as the company’s
strengths, weaknesses, capabilities, and resources, that can impact its competitive position
in addition to the external factors.

Don’t Neglect Implementation: Avoid treating the Five Forces analysis as a standalone
exercise without considering the practical implementation of the findings and
recommendations in the company’s strategy and operations.

Don’t Disregard Collaborative Opportunities: Do not disregard potential collaborative
opportunities, such as strategic partnerships or alliances, that can positively impact the
company’s competitive position in the industry.

Don’t Ignore Changing Industry Dynamics: Do not assume that industry dynamics
will remain static. Continuously monitor and adapt the Five Forces analysis to reflect the
changing dynamics of the industry and the competitive landscape.

Don’t Overlook Competitive Intelligence: Avoid neglecting competitive intelligence
and not keeping a close eye on competitors’ actions, strategies, and capabilities, as this
information can be crucial in informing the Five Forces analysis and strategic decision-
making.
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Tips for adapting the framework to different business
contexts

Adapting Porter’s Five Forces framework to different business contexts may require some
customisation to suit the unique characteristics of the industry or market. Here are some tips to help
adapt the framework:

° Understand the Industry Dynamics: Gain a deep understanding of the specific industry
dynamics, including market structure, competitive forces, regulatory environment,
technological advancements, and other relevant factors that may vary across different
industries.

° Identify Relevant Stakeholders: |dentify and analyse the key stakeholders in the industry
or market, including suppliers, buyers, competitors, substitutes, and other entities that may
have an impact on the company’s competitive position.

o Customise the Factors: Tailor the Five Forces analysis by customising the factors under
each force to suit the specific business context. For example, in some industries, the
bargaining power of suppliers or buyers may be more significant, while in others, the threat
of substitutes or new entrants may be more relevant.

° Consider Internal Factors: Consider internal factors, such as the company’s strengths,
weaknesses, capabilities, resources, and strategic objectives, when assessing the
competitive forces. These internal factors can have a significant impact on the company’s
competitive position and should be integrated into the analysis.

° Use Relevant Data and Information: Gather and utilise relevant and up-to-date data and
information that are specific to the industry or market being analysed. This may include
industry reports, market research, competitive intelligence, customer insights, and other
relevant sources of information.

° Incorporate Industry Trends: Consider industry trends, such as technological
advancements, changing customer preferences, regulatory changes, and other market
dynamics that may impact the industry in the short-term and long-term.

° Adapt Analysis Techniques: Consider using different analysis techniques or tools that are
more appropriate for the specific business context. For example, in some industries, SWOT
analysis, PESTEL analysis, or other strategic frameworks may complement Porter’s Five
Forces analysis to gain a more comprehensive understanding of the industry dynamics.

° Involve Relevant Stakeholders: Involve relevant stakeholders, including internal teams,
industry experts, customers, and other stakeholders, in the analysis process to gain diverse
perspectives and insights that can help tailor the framework to the specific business
context.

° Continuously Update and Validate: Continuously update and validate the Five Forces
analysis as the business context evolves, and industry dynamics change. Regularly review
and update the analysis to ensure its relevance and effectiveness in guiding strategic
decision-making.

o Consider Competitive Strategies: Consider the implications of the Five Forces analysis
on the company’s competitive strategies and decision-making. Use the insights gained
from the analysis to inform the development of strategic initiatives, competitive positioning,
and other business strategies that are tailored to the specific business context.

Remember, Porter’s Five Forces framework may require customisation and adaptation to suit the
unique characteristics of different business contexts. It is essential to consider the specific industry
dynamics, internal and external factors, and involve relevant stakeholders to gain a comprehensive
understanding and effectively utilise the framework in different business contexts.
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How the Five Forces results can inform business strategy
and decision-making

The analysis of the results from a Five Forces analysis can provide valuable insights that inform
business strategy and decision-making in several ways:

Identifying competitive forces: The Five Forces analysis helps identify the key
competitive forces at play in the industry, such as the bargaining power of suppliers, buyers,
competitive rivalry, threat of new entrants, and threat of substitutes. Understanding the
relative strength of each force allows businesses to prioritise their strategic focus and
allocate resources accordingly.

Assessing industry attractiveness: The analysis helps assess the overall attractiveness
of the industry by evaluating the intensity of competitive forces. This assessment provides
businesses with a clear understanding of the opportunities and challenges in the industry,

and guides them in making strategic decisions, such as whether to enter, expand, or exit a

particular market.

Understanding competitive dynamics: The analysis helps businesses understand

the competitive dynamics within the industry, including the strategies, strengths, and
weaknesses of competitors. This understanding allows businesses to develop effective
competitive strategies, such as differentiation, cost leadership, or niche positioning, to gain
a competitive advantage.

Identifying threats and opportunities: The analysis helps identify potential threats
and opportunities in the industry, such as emerging competitors, changing customer
preferences, regulatory changes, or technological advancements. This information allows
businesses to proactively respond to threats and capitalise on opportunities, leading to
more informed and effective strategic decision-making.

Guiding resource allocation: The analysis provides insights into the relative bargaining
power of different stakeholders in the industry, such as suppliers, buyers, and substitutes.
This information guides businesses in making decisions related to pricing, supplier
selection, buyer negotiation, and product/service differentiation, helping them optimise
their resource allocation and maximise profitability.

Supporting risk management: The analysis helps identify risks associated with each

of the competitive forces, allowing businesses to develop risk mitigation strategies. For
example, if the analysis reveals a high threat of new entrants, a business may take steps to
protect its market share or diversify its offerings to minimise the risk of losing market share
to new competitors.

Informing strategic planning: The results of the Five Forces analysis can inform the
strategic planning process by providing a comprehensive understanding of the industry
landscape and competitive forces. This information helps businesses align their overall
business strategy with the industry dynamics, market opportunities, and competitive
threats, leading to more effective strategic planning and decision-making.

In summary, the analysis of the results from a Five Forces analysis provides businesses with
valuable insights that inform their business strategy and decision-making processes. It helps them
understand the competitive forces at play, assess industry attractiveness, identify threats and
opportunities, guide resource allocation, support risk management, and inform strategic planning,
leading to more informed and effective business strategies and decisions.
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05.
Five Forces
Conclusion.

Recap of key takeaways from this playbook

Porter’s Five Forces Model is a widely used and powerful framework for analysing the competitive
forces within an industry or market. It consists of five key forces: bargaining power of suppliers,
bargaining power of buyers, competitive rivalry, threat of new entrants, and threat of substitutes.
Here’s a recap of its main benefits:

Strategic Analysis: The Five Forces Model provides a structured approach for business
leaders to systematically analyse the competitive forces within their industry, helping them
understand the attractiveness and competitiveness of the industry, identify opportunities,
and mitigate risks.

Competitive Advantage: By understanding the dynamics of each force, business leaders
can identify areas where they have a competitive advantage or disadvantage, and develop
strategies to leverage strengths or address weaknesses to gain a competitive edge in the
market.

Decision-Making: The Five Forces analysis informs strategic decision-making, guiding
business leaders in formulating effective strategies, allocating resources, and making
informed choices about market entry, pricing, product differentiation, and other key business
decisions.

Industry Insights: The framework provides valuable insights into the overall industry
structure, competitive intensity, and potential threats or opportunities, helping business
leaders stay informed about industry trends, changes, and dynamics.

Holistic View: Porter’s Five Forces Model complements other strategic frameworks,
providing a comprehensive and holistic view of the business environment, incorporating both
external and internal factors, and helping business leaders make well-informed and data-
driven strategic decisions.

Communication and Stakeholder Engagement: The framework can facilitate
communication and engagement with stakeholders, such as investors, partners, and
employees, by providing a clear understanding of the industry dynamics and competitive
landscape, and supporting discussions and decision-making.

Flexibility and Adaptability: The Five Forces Model can be adapted to different business
contexts and industries, making it a versatile tool that can be applied in various settings and
industries to analyse and understand the competitive forces at play.

In summary, Porter’s Five Forces Model is a valuable and widely used framework that helps
businesses analyse the competitive forces within an industry, inform strategic decision-making, and
gain a competitive advantage by understanding industry dynamics, identifying opportunities, and
mitigating risks.
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Additional resources for further learning on Five Forces

HERE ARE SOME RECOMMENDED READINGS AND RESOURCES FOR
INDIVIDUALS WHO WANT TO LEARN MORE ABOUT FIVE FORCES ANALYSIS:

O1.

“Competitive Strategy: Techniques for
Analysing Industries and Competitors™
by Michael E. Porter - This book by Michael
Porter, the developer of the Five Forces
Model, provides in-depth insights into the
framework, along with practical guidance on
how to apply it in analysing industries and
competitors.

Getiton Amazon

03.

“Understanding Michael Porter: The
Essential Guide to Competition and
Strategy” by Joan Magretta - This book
offers a comprehensive overview of Michael
Porter’s theories, including the Five Forces
Model, in a clear and accessible mannet,
making it a useful resource for those looking
to deepen their understanding of the
framework.

Get it on Amazon

02.

Harvard Business Review (HBR) - HBR

is a reputable source for business insights
and management practices, and they have
numerous articles and case studies related
to Porter’s Five Forces Model that provide
practical examples, case studies, and best
practices.

Go to HBR (subscription required)

04.

Industry Associations and Marketing
Blogs: Industry associations and marketing
blogs often publish valuable resources and
articles on marketing strategies, including
the Five Forces framework. Websites of
marketing associations such as the American
Marketing Association (AMA), the Chartered
Institute of Marketing (CIM), are excellent
sources for insights, tips, and best practices
on marketing.

Please note that availability and accessibility of these resources may vary, and it’s always
recommended to verify the credibility and relevance of any learning materials before using

them for academic or professional purposes.


https://www.amazon.co.uk/Competitive-Strategy-Techniques-Industries-Competitors/dp/0684841487
https://hbr.org/
https://www.amazon.co.uk/Understanding-Michael-Porter-Essential-Competition/dp/1422160599
https://www.ama.org/
https://www.ama.org/
https://www.cim.co.uk/
https://www.cim.co.uk/
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