Porters Five Forces – Zara

This is an essay that will include an overview of Porter’s Five Forces in relation to Zara. The tool was created by Harvard Business School Professor, Michael Porter, to analyse an industry’s attractiveness and likely profitability, since 1979, when the tool was published it has become one of the world’s highest regarded business tools. (MindTools, 2014) 

“The Five Forces Model is not merely of use to commercial organisations. It can also be used by organisations in the public and not-for-profit sectors to better understand their customers, suppliers and other organisations with whom they may be competing for support.” (Graham Hooley, 1993)

Zara is one of the largest international fashion companies. It belongs to Inditex, one of the world’s largest distribution groups. The customer is at the heart of our unique business model, which includes design, production, distribution and sales through our extensive retail network. (inditex, 2018)

Zara are a Spanish retailer who have become a worldwide company since they launched in 1974 (inditex, 2016). Zara showed British high street rivals how they are such strong competitors in the market making strong sales and profits in their UK stores. Sales rose by 8% to £535m in 2015 and made a pre-tax profit of £58.3m in 2016, up from £49.2m in 2015. (Wood, 2016)

A prime source of competition in any industry is among the existing occupants. This is a rivalry which is the most intense where a number of conditions can prevail. 

“Where the competitors in the industry are roughly evenly balanced in terms of size and/or market share.” (Graham Hooley, 1993)

Wherever rivalry is often powerful, organisations gain and attract customers with heavy cost cuts and high-impact marketing campaigns. Also, within markets which possess many rivals, suppliers and buyers have the ability to go elsewhere if they feel they aren’t gaining a positive deal from that particular business. (MindTools, 2014)

Zara, being one of the world’s best middle class clothing brand obviously has many competitors, brands like H&M, Topman and River Island all try to compete with the Spanish giants. There are hundreds of retail stores around the globe attempting to compete with Zara for the low price and high-quality products on the market but companies are struggling to keep up with the progress of Zara. The competition between these companies creates an intense battle for extra percentage points on the market, this then leads to high levels of advertising spend, strong price competition and continuous launch of new products. 

Supplier power is, 

“an assessment of how easy it is for suppliers to drive up prices. This is driven by the number of suppliers of each essential input; uniqueness of their product or service; relative size and strength of the supplier; and cost of switching from one supplier to another” (CGMA, 2018)

Zara have a great outlook on their supply for their stores and ensure products are manufactured fairly and environmentally friendly. Zara show great initiative within their supply as they will only work with suppliers who fit in with their requirements, this is a unique way of creating a supply as many other stores do not think of the sustainable approach to manufacturing. This shows that Zara are leading the way when it comes to the sustainability, the cost as their suppliers are cheap and the unique ways of supplying their stores.

“To guarantee that our entire production chain respects workers' labour conditions, product safety levels and the environment, we work with a system that allows us to know where and how all our products have been cut, dyed, washed and manufactured.” (Zara, 2016)


Zara are in a league of their own when it comes to clothing stores in the UK, they have the best quality for the best prices. 

“Porter’s Five Forces of buyer bargaining power refers to the pressure consumers can exert on businesses to get them to provide higher quality products, better customer service, and lower prices.” (Wilkinson, 2013)

Customers of Zara tend to be customers of store like H&M and Topman also. H&M have the lowest prices but the quality of their clothing is horrendous, Topman has the highest prices products but also, the quality is very bad and products fit starts to stray after a few washes. Zara have a high price which is close to Topman but their stores have the best customer experiences and the best quality of the products with items lasting years and years. This proves reasoning to why Zara have had the increase in sales in which they’ve had.

“Porter’s threat of substitutes definition is the availability of a product that the consumer can purchase instead of the industry’s product. A substitute product is a product from another industry that offers similar benefits to the consumer as the product produced by the firms within the industry. According to Porter’s 5 forces, threat of substitutes shapes the competitive structure of an industry.” (Wilkinson, 2013)

H&M are the biggest threat in the market for Zara, they have very similar products for cheaper prices, although their quality is lower. Many customers don’t think of quality when buying clothing, they just regard how it looks when they buy it. 

“In Porters five forces, threat of new entrants refers to the threat new competitors pose to existing competitors in an industry. Therefore, a profitable industry will attract more competitors looking to achieve profits. If it is easy for these new entrants to enter the market – if entry barriers are low – then this poses a threat to the firms already competing in that market.” (Wilkinson, 2013)


An example of products that affect Zara are products from companies such as North Face, OFF White and Supreme. These brands release their products very rarely in small batches causing the demand to be very high and the prices of the products to inflate very highly. This causes these brands to increase in market value very quickly and effect street brands such as Zara. 

[bookmark: _GoBack]To conclude this essay, Porters Five Forces are a great way to analyse an industry, each force looks at a different sector and you are able to find strengths and weaknesses of organisations within each one. You can also look at the industry on a whole and compare different companies while locating strengths and weaknesses, which proves, this tool is great to use within all types of industry. 
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