Porter’s Five Forces

Porter’s Five Forces Framework is a tool for identifying the competitive forces surrounding a business. It allows a business to assess the competition in the industry. The five forces are ‘competition in the industry, potential of new entrants into the industry, power of suppliers, power of customers, and the threat of substitute products.’ (Investopedia, N.D.) I will be assessing the competitive environment of Apple, who are currently trading in 24 countries (Apple, 2018)

In terms of competition in the industry, Apple have a number of significant competitors. These include Samsung and Huawei, who are constantly aiming to gain market share. According to figures from gs.statcounter.com (2018), Apple held 19.64% of the market share in January 2018, while Samsung held 31.81%. Thus, Samsung are making a significant amount more sales than Apple and are gaining custom where Apple may lose custom. This is a sizeable issue for Apple because, ideally, they will want to be the biggest competitor within the industry. This issue could be solved by benchmarking. Apple could look at strategies used by Samsung and improve on their own in order to be more equipped to deal with fierce competition in the industry. Apple may also wish to use the Boston Matrix to analyse their product portfolio and decide which products are worth investing in. For example, older phones are less likely to be in demand, so the money and other resources that would otherwise be used for manufacturing these products should be invested in more popular products, such as the iPhone X.

The potential of new entrants into the industry could be an issue for Apple. However, I believe it is not an issue currently. According to Sloman et al (2016, p. 222), companies with a ‘strong brand identity will often attempt to use this form of product differentiation to restrict competition.’ Apple is known as one of the largest mobile phone manufacturers and suppliers throughout the world, alongside other industry giants like Samsung. For this reason, it would be unlikely for a new company to enter the industry, and then to strive due to the vast amount of loyal Apple customers. As stated by Mihajlović (2014), ‘Economies of scale can act as a barrier to the distribution, use, sales staff, funding, and almost all aspects of the business.’ For this reason, many companies will be deterred from entering the market. This will reduce the risk to Apple of new entrants to the industry.

Furthermore, the power of suppliers has a significant impact on the competitive aspect of the industry. Some may say that Apple is negatively impacted by the power of suppliers, as evidenced in a generalised statement by (The Veterinary Record, 2014, 174, p. 6.), companies are sometimes ‘powerless to influence the supplier.’ For example, if the company providing phone screens for Apple increased prices, there would be little Apple could do. Companies within the industry are constantly under pressure to use the best possible suppliers available. This ensures that products are of a high standard and that they have the best possible competitive advantage when it comes to the quality of their mobile phones. At the moment, Apple customers are used to high quality and high specification phones. If the company were to change suppliers, they may end up compromising quality, losing custom and gaining a disadvantage in the industry competition.

What is more, the power of customers has a very significant impact on Apple. I would say that Apple’s customers are concentrated buyers because of the vast amount of people buying iPhones. According to Johnson et al (2013, p45.), in circumstances where a product is ‘a high percentage of the buyers’ total purchases,’ they are highly likely to have a high-power position. They will be searching for the best possible quality available for an appropriate price, meaning Apple need to continuously improve their designs to satisfy current customers and potential customers. Also, they could easily switch to another company, such as Huawei, who provide quality for a more affordable price. Apple has built up a reputation which prevents most customers from switching in this situation, but they could encourage more repeat purchases by improving prices and quality. 

Something which is a huge worry for Apple is the threat of substitute products. Among Apple’s products are smartphones and laptops. One of the biggest issues with this is the wide variety of similar products available. For example, iPhones could be replaced with any of the Android phones, which are also able to connect to the internet, download games and contact people in the ways that iPhones can. MacBooks can be substituted by Acer laptops, which can also be used for work, school and other activities, such as using social media and playing games. Apple products are very replaceable, but the reputation of the brand lessens the threat. Having said that, the price and performance of products have a large impact on the threat. PC World’s (2018) cheapest MacBook is £849.00 on offer. The cheapest Acer laptop on the website is £169.99 on offer, which is a considerably more affordable price. This would mean that many people would feel more inclined to buy an Acer laptop than a MacBook. They would be buying a cheaper alternative which offers them the same benefits as a MacBook. Despite this, there is also a massive number of people who would prefer a MacBook as they are loyal to Apple as a company.

To conclude, I used Porter’s Five Forces to ‘identify the attractiveness of an industry in terms of five competitive forces’ (Johnson et al, 2013, p. 41.) At the start of 2018, the company competitively held the second-highest market share, only being beaten by Samsung. They will be hoping to improve this and once more become the largest mobile phone supplier. At the moment, the threat of new entrants to the market isn’t a massive concern. Apple has a brilliant brand reputation and this helps to lessen the threat. The power of Apple’s suppliers is greater than the power of Apple for the simple reason that supplies can easily impact quality. If a supplier changes prices, Apple does not have the power to impact this. Changing suppliers could mean sacrificing quality and therefore losing custom. Additionally, the power of customers is greater than Apple’s power. Customers must be encouraged to make repeat purchases by constantly improving quality and fair prices. One of the biggest threats is substitute products. For example, customers could buy any Android phone and get the benefits they would with an iPhone. In my opinion, Android is probably the biggest competitive concern of Apple.
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