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Porter’s Five Forces
“Competition in an industry is rooted in its underlying economics, and competitive forces exist that go well beyond the established combatants in a particular industry.” Porter, 1979, pp. 137-145
Michael Porter first published his description of the five forces that affect the position of a business in 1979, it went on to influence the course of academic study for the next generation (Crowther, 2008). This essay will look at the effect of those five forces upon the supermarket chain Sainsbury’s and how they react to the influence of these forces.Figure 1 - Porter's Five Forces (Porter, 2008, p. 80)


Probably the most immediately obvious of the five forces is the influence of rivalry within the industry. In these modern post-2008 economic crisis times, customers have become used to shopping around and travelling further to get good deals (Kotler & Armstrong, 2013). Supermarkets are driven to be far more focused on their prices as a key point of contention between brands in a mature market with little scope for further growth. They use any and all means available to them to lure in customers, as in the recent case of competing to reduce fuel prices in the hopes to attract customers who will then shop in their stores along with the purchase of fuel (Gill, 2018). While Sainsbury’s has  long differentiated themselves by being  the world’s largest Fairtrade retailer, recently it has been attempting to reduce costs by moving to their own “Fairly traded” brand which will be held to less strict standards than the original “Fairtrade” label, allowing for lower  production costs (Boland, 2017; Gwinnett, 2017) and to possibly  remain more competitive with others such as Tesco who have always taken more of a cost leadership approach. The influence of rivalry amongst it’s competitors upon Sainsbury’s is the single most significant of the five forces acting upon it.
[image: ]As the “Big 4” UK supermarkets are scraping for any advantage over their rivals they all lost market share towards the end of 2017, despite the moderate growth of the market as a whole (McCulloch, 2017). Where the large supermarkets, including Sainsbury’s, are losing out is to the force Porter identified as the threat of substitution. Not the substitution of the goods they provide but rather the substitution of the whole shopping experience. While the large chains are skirmishing over prices they are being supplanted by the discount brands of Lidl and Aldi. Long thought of as low quality and commensurately low price, these brands have, in recent years, been attempting to appeal to a more affluent customer base. With a growth in market share of nearly 80% since mid-2013 between them, entirely to the detriment of the “Big 4”, they are now becoming real threats to the market leaders. As figure 2 shows, the discount shops have experienced consistent growth of their market share over the last two and a half years in contrast to Sainsbury’s who have only experienced one short period of growth in their market share. By offering products perceived to be of similar value at a lower price thanks to their cost leadership strategy, consumers are quite happy to change their shopping habits away from their usual haunts (Gale, 2018).Figure 2 - The sustained growth experienced by the discount chains and the retreat of Sainsbury's. (Kantar Worldpanel, 2018)

The third of Porter’s forces is the bargaining power of buyers. In the case of the supermarket industry; due to the very large number of customers, each only making purchases of a relatively small value in comparison to the overall size of the business, the power afforded to each individual buyer is low. With research showing that in terms of marketing costs, existing customers are upto five times less expensive to retain that the cost of attracting new customers to a brand or product (Kotler & Armstrong, 2013), Sainsbury’s has long recognised this and has used their long time partners and recent acquisition Nectar Loyalty Ltd. to good effect by tying into a network of non-competing businesses to provide a function for customers to receive points on their purchases which can later be redeemed at any of the partner businesses to reduce the cost of a transaction (Davey & Croft, 2018; Nectar Loyalty Ltd., 2018). Despite the low power of the individual buyer, public relations are not something a supermarket can afford to ignore. The power of buyers is not one of the more powerful forces acting on Sainsbury’s.
The threat of new entrants is relatively low to Sainsbury’s as the market is already well established and new entrants would not have the same economies of scale as any of the larger supermarkets. New entrants would not perhaps have the large network of contacts and suppliers that existing businesses would and so would struggle to even procure the needed supplies to operate properly. In all, the threat of new entrants is insignificant in the face of the other threats faced by Sainsbury’s.
The bargaining power of suppliers varies between the types of suppliers. As Tesco has shown (Simpson, 2016), supermarkets have a large amount of power over small farmers who  supply them with their fresh produce, able to exploit them for the benefit of the supermarket. Only large suppliers are immune to this power imbalance due to the demand for their products. While Sainsbury’s could easily find a new supplier  for fresh vegetables the same cannot be said for branded products such as Coca-Cola which are demanded by customers and cannot be sourced elsewhere.
In summation, the forces identified by Porter differ in influence depending on the industry they are applied to. In the case of Sainsbury’s, it is the view of the author that the most significant forces are those of rivalry amongst their direct competitors and the possibly of substitution. The bargaining power of suppliers is of moderate importance to Sainsbury’s and the weakest of the five forces acting upon them are the power of buyers and the threat of new entry.
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