
GLOBAL BUSINESS ENVIRONMENT
Porter’s Five Forces – Assignment One – Task One





Introduction

In this essay I will be discussing the Porter’s Five Forces and how this analysis is useful for my company, Hollister. Hollister Co, is an American Lifestyle brand of which has been established for almost two decades. Hollister’s concept and target market are designed to attract consumers aged 14 to mid-20’s. In 2008, the company was ranked as the second most preferred clothing brand for teenagers in the United States. Hollister operates through both physical and virtual market places. 


Main Body

The Porter’s Five Forces is an effective tool for businesses to understand the competitiveness of their business environment and to identify their strategy’s potential profitability by assessing strengths and weaknesses. The framework overall helps identify the attractiveness of an industry. The Porter’s Five Forces was created by a Harvard Business School Professor Michael Porter in 1979. To this day, it has become one of the most highly regarded business strategy. The Five Forces include: threat of new entry, supplier power, buyer power and threat of substitution which all revolve around competitive rivalry. According to Harvard Business Review (2000), to sustain long-term profitability, the business must respond strategically to competition and keep tabs on established rivals. 
[image: ]


Competitive rivalry is a huge contributing factor to a business’s success. Hollister’s main competitors are companies that have the same target market and conduct in the same market. For example, New Look is a very popular retail brand with high fashion but affordable prices which is attractive to those in their market. So, Hollister will assess rivals such as New Look and look at how their quality or products compare with their own. Although, Hollister does have an advantage. Hollister’s unique selling point is that they are an American Lifestyle Brand, so their products differentiate to the average British fashion styles. Teenagers often like to purchase Hollister products as it is deemed very popular. So, with this advantage, where competitive rivalry may be minimal, this will gain the business good strength and many healthy profits. It is common for rivalry to increase when competitors are of equal size, when the market they are performing in a mature or declining market or when there is excessive need for seeking leadership making competitive rivalry more intense. Since Hollister has a strong brand image, they can charge higher prices and many consumers are willing to pay their prices to own a branded product. 
Suppliers are an external entity to the business of whom is the source for Hollister’s products although they are not a significant force in the retail industry. Powerful suppliers can reduce an organisation’s profits through many different factors including how easy it is for the suppliers to raise their prices, lowering quality or even reducing availability. In terms of the Porter’s Five Forces, bargaining power of suppliers is one if the forces that shape the competitive structure of an industry. Hollister’s products are mainly produced in third world countries such as Thailand, Bangladesh and India as they are major hubs for premium quality fabric production. This is commonly referred to as primary production which goes hand in hand with GDP as it is the total value of everything produced by all people and companies in the country. Even with supplier power, brands have purchasing power and can easily switch to a new supplier which overall means supplier’s bargaining power is insignificant. 

The bargaining power of buyers are an essential stakeholder role for Hollister’s strength and market position. Buyers are essentially immediate customers to Hollister and have immense power over the business in terms of pricing and product improvements by demanding cheaper prices or better/ different quality products which are liable to reduce profits. According to Strategic CFO, Buyer Power Definition (2013), the idea is that the bargaining power of buyers in an industry affects the competitive environment for the seller and influences the seller’s ability to achieve profitably, so for example stronger buyers, typically when a few large customers are those who account for a vast majority of the sales, buyer power increases but a weak buyer on the other hand, makes an industry less competitive and increases the seller’s profit potential. So, in for Hollister, when a customer browses their products, there is a lot of choice for the customer. Brands use many customer retention strategies such as discounts resulting in customer buying power to be a significant driving force in the retail industry and by continuing to develop their environmental awareness (CSR) and developing a better consumer understanding. 

Pearson (2014) describes substitutes as products or services that offer a similar benefit to an industry’s products or services but differentiate in nature. Hollister offers many substitute products of their own such as their own fragrance of which they now sell a compacted size bottle for on the go consumers. Although, threat of substitutes origins from inside the industry. Especially in retail, all brands have many competitors and the space is continuously becoming limited. Hollister has many times been under the spot light with their customers as customers started buying less from Hollister and more from other retail shops like Primark as they produce high end styles at lower prices. 

Its arguable that how easy it is to enter the retail industry influences the degree of competition resulting in a greater threat of entry. New entrants must overcome typical barriers to entry which mostly include how experienced they are, economies of scale and the high fixed costs, as well as finding access to supply and distribution channels and being aware of legislation and government restrictions. Since retail is a densely populated industry, threat of new entrants is a weak force which is why unique selling points are highly important for a company’s success. Putting aside the general infrastructure of a company, there are many investments being made in marketing, distribution chain and HR. Superdry was a huge hurdle for Hollister. Since Superdry gained their popularity, increasingly more people started looking at Superdry the way they did with Hollister as it was renowned as being a popular brand of clothing to own but Hollister always still had one advantage of their American brand and their beach themed stores. 
To conclude, with this analysis, it is apparent that the retail industry is attractive for incumbent firms whereas it is not for new entrants. Competition relies solely on competing for quality and to do this, Hollister needs to continue establishing relationships with suppliers. Many buyers don’t have the traditional switching costs but many loyal to companies like Hollister which results in it becoming more difficult for firms to gain recognition and a strong customer base. 
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