In this essay a Porter’s 5 forces analysis will be carried out on Tesco to see how good of a position it is in currently. Porter (2008) identified the 5 forces to help businesses  widen their view on who their competitors were. He had noticed that most were looking at the area too narrowly. It is important for Tesco to be aware of their situation due to their size and the nature of them being in the tertiary sector. It also makes them better able to manage their competitive position with other major retailers.

Tesco already has a number of competitors that are of a similar size, such as Asda and Morrisons, meaning that Tesco is forced to find a competitive advantages. In such a market the most common practice is intense price wars, where Tesco and other supermarkets keep reducing prices to undercut each other. According to Sotigu (2015) these price wars do not help increase profitability of these large chains until everything settles and prices return to normal. Heerde (2014) however, discusses how price wars could be potentially damaging to a business’ overall price image. Rivalry also increases due to there being little differentiation between competitors as most would have similar if not the same suppliers and sell the same products, putting more emphasis on price as the determining factor. The exit barriers for Tesco and its competitors are so high due to the amount invested in setting up and maintaining these large chains that they cannot just simply leave when they please but are forced to keep going and become competitive in a fight for survival.

The barriers to entry for new comers are considerably high, this is due to economies of scale. Large chains such as Tesco can buy in huge quantities, thus potentially getting stock for a much lower cost by buying in bulk. This allows them to more easily undercut any potential newcomer that isn’t already well established elsewhere, for example Lidl or Aldi who are able undercut even Tesco due to selling more own brand products thus reducing costs from reliance on suppliers, which ends up driving them out of the market before they even have a chance (Flensted, et al, 2008), yet, according to Guy (2005) it is extremely difficult to quantify the effects of economies of scale have. The experience required to get into this sector however is low but would have to know the right people for suppliers to be able to compete with Tesco who have easy access to suppliers with their contacts. The cost of penetrating the market would be considerable as the market is already saturated and brand names well established. Due to the products being primarily food based strict laws must be adhered to (Food Safety Act 1990 c.16) which could be a deterrent to potential new comers.

Due to Tesco generally dealing in groceries there is not much threat of substitution although people without the time to cook their own meals may go for a fast food option at Mc Donald’s or Subway for example instead as well as more businesses dedicated to online groceries setting up such Ocado and Amazon joining the fray. However, threat of substitution should be considered quite low due to a fast food lifestyle being expensive to maintain. Tesco already having a foothold in online shopping however Ocado and Amazon can dedicate much more resources to it.

Customer power can be seen as high due to how competitive Tesco has to be with the other supermarkets because the cost of its customers switching to shopping with one of the others is
negligible and so this could lead to Tesco or one of the other major retailers sparking a price war by reducing prices across a multitude of items in order to draw in customers from the other rivals, or to retain its own customers from the more than likely similar response as Tesco relies on large volumes of customers rather than a single big buyer (Elzinga and Mills 1999). However, the customers have very little direct influence over how Tesco changes their prices thus in that sense could be seen as low. Overall, I would consider buyer power as moderate.

[bookmark: _GoBack]There are differing viewpoints in regard to the power that Tesco’s suppliers have, taking price wars into consideration again Hegarty (2011) says that price wars would increase the demand for products of brand names such as Pepsi putting them in a better bargaining position with Tesco overall, however Maxwell (2011) says the opposite in the fact that due to price wars Heinz’s sales dropped by 13% in 2011 possibly due to stores like Tesco forcing less beneficial deals onto them in order to sustain their price war.  Tesco has been known to bully its less influential suppliers such as farms. They offer ludicrously unreasonable terms as reported in the Daily Mail (2016) where Tesco forced suppliers to wait two years before getting paid, this could potentially be biased and over exaggerated however. Although the government did step in to put a stop to this in the form of the Groceries Supply Code of Practice (Department for Business, Energy & Industrial Strategy, 2009) The cost of Tesco switching suppliers is also low due to the vast amount it has access to thus making it easier for Tesco to exert influence by threatening to take business elsewhere which smaller businesses cannot afford to lose.
Porters five forces, although still widely used, could be considered outdated as according to Dälken (2014) the five forces focus on the ‘’Old Economy’’ which has changed vastly due to the introduction of the internet, which is not taken into consideration, even though it has a considerable impact on buyer power due to the access to more information than previously. Dälken (2014) also believes that the threat of entrants is lower as businesses that want to enter the market and be competitive, have to also invest in the technological aspects as well.
In conclusion Tesco is well established in the market and the threat of entry is considerably low, however competition with those who have already secured a foothold within the sector is fierce and if laws and legislation are not enforced it could get worse and many suppliers could take the hit from their competitive nature. However, Tesco would be wise to keep that competitiveness in check as if laws are enforced they could face a considerable backlash making them lose more than they would have gained.
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