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Porters five forces model

To develop a comprehensive Porter's five forces model, try performing a SWOT analysis at the same time.


Porters five forces model - the big picture

Each element of a Porters five forces model is best considered in the context of other elements in the model. Examples: supplier power is increased if there is a high degree of rivalry between companies trying to obtain the supplies;  entry barriers are increased if there is a substitutes threat.

Porters five forces and SWOT analysis

The elements in a Porters five forces model complement the elements in a SWOT analysis. A SWOT analysis is an analysis of the strengths, weaknesses opportunities and threats affecting the company. Each element of a Porters five forces analysis can be looked at in the context of each element of a SWOT analysis, leading to twenty different ways of looking at the company. 

Porters five forces and other analysis techniques

Other corporate analysis techniques, like PESTLE analysis and Gap analysis, add further possibilities for understanding a company. PESTLE analysis can give you an impression of the political, economic, sociological, technological, legal and environmental factors that influence Porter's five forces. Gap analysis allows you to see the gap between where a company is and where it should be, and what forces need to be applied.

Porters five forces at Tesco PLC

The rest of this article looks in detail at how Porters five forces might be applied to the problems facing Tesco PLC, including an investigation of the threat of substitutes from other supermarkets, buyer power in relation to grocery purchases, grocery supplier power, and the power of the customer at the till.

Classical economics predicts that rivalry between companies should drive profits to zero. This is partly down to the threat of substitutes. For instance, Tesco has competition from companies like Sainsbury that can provide substitutes for their goods. This drives the prices of groceries down in both companies. 

Buyer power also acts to force prices down. If beans are too expensive in Tesco, buyers will exercise their power and move to Sainsbury. Fortunately for Tesco, there are few other large supermarket companies. This means the market is disciplined — the supermarkets have a disciplined approach to price setting. Discipline stops them destroying each other in a profit war. 

Supplier power is an important part of the Porters five forces model. Implications for Tesco are many. Supplier power is wielded by suppliers demanding that retailers pay a certain price for their goods. If retailers don't pay the price, they don't get the goods to sell. But large supermarkets, like Tesco, have an overwhelming advantage over the small shopkeeper—they can dictate the price they pay the supplier. If the supplier does not reduce the price, they will be left with a much smaller market for their produce.

Tesco, Asda, Sainsbury and other supermarket chains put up considerable barriers to entry. Anyone starting up a new supermarket chain has barriers imposed on them, implicitly or explicitly, by the existing supermarkets. For instance, Tesco may have cornered the market for certain goods; the new supermarket will not be able to find cheap, reliable suppliers. Tesco also has the advantage of economies of scale. The amount it pays suppliers, per-item, is a lot less than the corner shop. It achieves this, partly, through buying large volumes of goods. A small supermarket chain can only buy a relatively small volume of goods, at greater expense. 

Porter's five forces in other industries

Before developing a Porters five forces model of Tesco consider other industries, from real estate agencies to the bicycle manufacturing industry. This will give you the broadest picture of how Porters five forces can be used. Here we'll consider, briefly, two industries outside the supermarket sector.

Porters five forces and the auto industry

It is obvious that Porters five forces and the auto industry are well suited to each other. Any prospective auto company would do well to consider these forces. The rivalry, barriers to entry might make them think again. Established auto companies, though, are more powerful than their suppliers and have little threat of substitutes for an established brand that moves with the technology. Car industry analysis using Porters generic strategies is ubiquitous. Porters generic strategy has been used at Skoda & many other auto companies. There are many critics of Porters generic strategies, but more happy users.

Porters five forces model in the airline industry

If you were a Tesco executive you might want to lay your hands on the Porters five forces model of Sainsbury, Asda or other supermarket competitors. But you should not limit yourself to your own area of industry. Looking at the single most powerful company in another area, but the same political environment, might be very useful. By looking at Porters five forces and British Airways, a Tesco executive might get some useful insights. Also, British Airways might be more willing to reveal their Business model to a company that is not a direct competitor (on a quid quo pro basis). A downmarket supermarket company like LIDL might use Ryanair and Porters five forces model. This kind of knowledge sharing is under-utilised in industry, but could be used to great competitive advantage. 

The bottom line

A Porters five forces model provides a "bottom line" way of understanding a company. It considers economic rivalry to be of central importance, and suggests you should concentrate on factors affecting the company's profit in a systemic model defined by that rivalry. Critics of Porters five forces analysis suggest it is too limited, but it can be supplemented with other models like SWOT or PESTLE analysis. 

Further Reading

Michael E. Porter, "The Competitive Advantage of Nations" - Michael Porter introduces the Porter diamond of national advantage and the Porter value chain diagram. 

integrate it with a SWOT analysis.

· PESTLE analysis is a "Political, Economic, Sociological, Technological, Legal and Environmental" analysis. 

· SWOT analysis is a "Strength, Weakness, Opportunity and Threat" analysis.  

In putting their elements side by side, you can easily see that PESTLE analysis is orthogonal to SWOT analysis. That is, every element of PESTLE analysis can use very element of a SWOT analysis to create a vastly more powerful analysis technique.  

For instance, you can make an analysis of political strength and political weakness and political opportunity and political threat. In doing this you  use the full power of SWOT analysis to help analyse the political element of a PESTLE analysis. And, of course, you can repeat this for the other five elements.

· By combining a PESTLE analysis with a SWOT analysis you vastly increase the power of your analysis technique 

Tesco PESTLE analysis

A PESTLE analysis of Tesco examines the main external factors impacting on the company:

The political factors can be local, national or international. Many governments can be involved. For instance, Tesco might have to deal with British and Columbian politics in regards to its coffee supply. 

Economic factors have large impacts. Fluctuations in the stock market, or tax increases, can seriously affect the bottom line of a company like Tesco.

Sociological factors can vary from the impact of immigration, to changes in fashion.

New technologies have had a great impact. For instance, online shopping has become a major factor in Tesco's recent success. 

The changes caused by all the external impacts lead to many legal problems. 

Finally, any large organisation has an environmental impact. For instance, Tesco uses fossil fuel in its transport network. Reducing this demand is a major challenge. 

In summary, any Tesco PESTLE Analysis must consider external factors in detail, and examine how their impacts continually change.
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Business gap analysis and risk mitigation

Business gap analysis allows for risk mitigation through defining the present state, the desired state, and the gap that defines risk. 

Business gap analysis checklist

· Business gap analysis requires you to be clear about the present state and the required state.  

· Business gap analysis can only proceed when you understand the gap confronting you and its impact on risk mitigation. 

· Business gap analysis should start with the desired state, expressed in a requirement document.  

· Business gap analysis may require the services of a business analyst.  

· Business gap analysis for risk mitigation may involve detailed, backward-chaining through logical sequences of actions and intermediate states.  

· Business gap analysis procedures can show you how to reach a desired state from the present state, and the risks involved at each stage. 

Business Gap Analysis and Tesco

To illustrate how business gap analysis is used in the context of a major supermarket, we will illustrate how various forward and backward-chaining business gap analyses might be used in the context of Tesco PLC. 

Sales gap analysis report

Any business analyst working for a supermarket needs to know how to produce a sales gap analysis report in the general context of a business gap analysis. The business gap analyst should also stress how useful gap analysis can be in other areas, including team planning gap analysis, technical gap analysis, and educational gap analysis.

Customer loyalty gap analysis

In developing the Tesco Clubcard the desired state defined by the business gap analysis was greater customer loyalty. From there business gap analysis showed that loyalty could only be achieved if there is something to keep customers returning to Tesco. The Clubcard has two advantages here:

(i) It is a permanent, physical reminder in the customer's wallet.

(ii) The customer can only make significant amounts of Clubcard points by returning frequently to Tesco.

It is also important to determine the risks involved through using a business gap analysis. For instance, people dislike having to carry lots of cards around. Other supermarket firms, like Waitrose and Marks & Spencer, have missed a trick by not attacking Tesco in this area. An advertising campaign that stressed the irritation that people associate with Clubcards could hurt Tesco. Also, a negative advertising campaign could stress that money saved is used to reduce costs and improve the quality of products.

HR, skills sets, and business gap analysis

A high priority for senior management should be to find out how human resource management can use business gap analysis. For supermarkets, like Tesco, human resources (HR) are of the highest priority. Business gap analysis can be used to determine the gap between the current and desired skills sets of employees. This can be used to enhance employee development. Because Tesco has so many products and services, from grocery distribution to banking, the demands made on the HR gap analysts are many and varied.

The starting point for HR gap analysis is the CV of the staff member. This provides the best objective knowledge of the current state of the employee. For particular skills, from mental arithmetic to customer empathy, specific tests and questionnaires may have to be developed. These can supplement the information in the CV.

There are several kinds of documents, checklists and spreadsheets that would make the HR business gap analysis easier. These include:

· business gap analysis best practices 

· skills gap analysis tools 

Business process gap analysis

There are many paper and software tools that can be used for business process gap analysis on process improvement (see left margin for business gap analysis tools).

Many business gap analysis tools are available free on the internet. Also, try searching for useful business gap analysis techniques in Google by name. For example:

· Parasuraman Zeithaml business gap analysis model  

If you are planning an ISO business gap analysis, or a business gap analysis for CSAA, you should contact the body involved to see if you can obtain useful tools, documents or other items. Make sure to specify the standard number (e.g., ISO 140012004, ISO 17799,...).

Security controls gap analysis

Business gap analysis and risk mitigation go together like bread and butter. Sample requirements documents for security procedures can be obtained from security firms, or even the police. These often stress technology solutions, but don't forget the human side of security control. 

Other users of business gap analysis

Supermarkets like Tesco are not the only users of business gap analysis. If you are looking to perform a supermarket business gap analysis, don't just look at material on business gap analysis in supermarkets. Look at a wide range of material on gap analysis in completely different institutions (like  telecommunications or politics).

Kinds of gap analysis

· Duration gap analysis 

· EDI gap analysis 

· OD gap analysis 

Gap analysis definition

"Gap analysis determines the gap between the present state and the required state." 

See also

SWOT analysis 

PESTLE analysis 

Porter's Five Forces 

Tesco jobs 

Business gap analysis, tools:

· gap analysis duties list 

· gap analysis quick check 

· sales gap analysis report spreadsheets 

· gap analysis template 

· IT application gap analysis templates 

· Microsoft Project  

· Microsoft sample templates 

Business gap analysis, security:

· fire alarms and meeting points 

· emergency power supplies 

· safety programmes 

· security checklists 

· safety program gap analysis forms 

Business gap analysis users:

· drug & alcohol treatment services 

· banking and financial institutions 

· ERP and legacy systems operators 

· standards bodies 

· state and political departments 

· the stock market 

· sustainable development charities 

· telecommunication companies 

Tesco Analysis > Tesco SWOT Analysis

SWOT analysis reveals strengths, weaknesses, opportunities and threats.

SWOT Analysis - Strengths

Begin your SWOT analysis by producing a picture of Tesco's strengths using strategic marketing reports and other business resources. Specific analysis techniques to employ:

· Determine Tesco's main assets using online business directories, and offline sources like the company report.  

· Visit a Tesco store and look for strengths in Tesco's direct marketing. Compare Tesco with other stores. As questions like: Does Tesco have the best product line? Which supermarket group has the the best advertising?  

· Look at SWOT analysis case studies for Tesco, and for other companies. These can be found offline and online. Find online sources by pursuing a Google search. For offline sources of information use your local university and public libraries and ask for help from the librarians in finding what you need.  

SWOT Analysis - Weaknesses

In performing a SWOT analysis of Tesco's weaknesses, think about the weaknesses that other companies share with Tesco. For instance, comparing Tesco with British Airways might get you thinking about how dependent Tesco is on the UK market (73.8% of 2003 revenues.) Comparing Tesco with Amazon might reveal flaws in its attempts to move into new markets.

SWOT Analysis - Opportunities

Some of Tesco's main opportunities are on the internet. Look at the Tesco website, and compare it to the opposition. Ask yourself: What opportunities is Tesco missing? Which opportunities are Tesco exploiting? For instance, compare tesco.com and amazon.com. How do the prices of books compare? Which site has the best features? What opportunities can Tesco take that Amazon might be missing?

SWOT Analysis - Threats 

Having already investigated the strengths, weaknesses and opportunities facing Tesco you should have some good ideas about the threats facing it. Concentrate especially on strategic planning to counter threats from other companies. For instance, investigate how Tesco's financial products compare with those from more established providers. A SWOT analysis of Tesco must consider all the competition in detail.

S — strengths

W — weaknesses

O — opportunities

T — threats
Some Strengths

· Brand name 

· Customer base 

· Economies of scale 

· Store variety 

Some Weaknesses

· Too much diversity 

· Large capital expenditures 

· Negative media 

Some Opportunities

· Strategic alliances 

· New markets 

Some Threats

· Weakening economy 

· Unemployment 

· Monopolies board 

