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Michael E. Porter . To create high fences around their businesses, brewers couple brand identification with economies
of scale in production, distribution, and.

Thus Dr Pepper confronted competition in marketing but avoided it in product line and in distribution. Porter
makes clear that for diversified companies, the primary issue in corporate strategy is the selection of industries
lines of business in which the company will compete. In the producers of fiberglass insulation enjoyed
unprecedented demand as a result of high energy costs and severe winter weather. Companies compete away
the value they create. A company can improve its strategic posture by finding suppliers or buyers who possess
the least power to influence it adversely. They highlight the critical strengths and weaknesses of the company,
animate the positioning of the company in its industry, clarify the areas where strategic changes may yield the
greatest payoff, and highlight the places where industry trends promise to hold the greatest significance as
either opportunities or threats. Cost disadvantages independent of size Entrenched companies may have cost
advantages not available to potential rivals, no matter what their size and attainable economies of scale. Unless
it can upgrade the quality of the product or differentiate it somehow as via marketing , the industry will suffer
in earnings and possibly in growth. It is thus argued Wernerfelt [8] that this theory be combined with the
resource-based view RBV in order for the firm to develop a sounder framework. The same profit story has
been played out in industry after industryâ€”snowmobiles, aerosol packaging, and sports equipment are just a
few examples. Criticisms[ edit ] Porter's framework has been challenged by other academics and strategists.
The buying power of retailers is determined by the same rules, with one important addition. The collective
strength of the forces may be painfully apparent to all the antagonists; but to cope with them, the strategist
must delve below the surface and analyze the sources of each. The power of each important supplier or buyer
group depends on a number of characteristics of its market situation and on the relative importance of its sales
or purchases to the industry compared with its overall business. In this article, Porter undertakes a thorough
reaffirmation and extension of his classic work of strategy formulation, which includes substantial new
sections showing how to put the five forces analysis into practice. In such a situation, coping with the
substitute product becomes the number one strategic priority. Only by understanding them can a company
incorporate industry conditions into strategy. Finally, Dr Pepper met Coke and Pepsi with an advertising
onslaught emphasizing the alleged uniqueness of its single flavor. The Big Three auto producers and major
buyers of cars have often used the threat of self-manufacture as a bargaining lever. The products it purchases
from the industry are standard or undifferentiated. Switching costs are fixed costs buyers face in changing
suppliers. That uncertainty is low, allowing participants in a market to plan for and respond to changes in
competitive behavior. Intense rivalry is related to the presence of a number of factors: Competitors are
numerous or are roughly equal in size and power. Buyer power is highest when buyers are large relative to the
competitors serving them, products are undifferentiated and represent a significant cost for the buyer, and
there are few switching costs to shifting business from one competitor to another. The industry is not an
important customer of the supplier group. In the familiar product life-cycle pattern, for example, growth rates
change, product differentiation is said to decline as the business becomes more mature, and the companies
tend to integrate vertically. A version of this article appeared in the March issue of Harvard Business Review.
First, it changes, of course, as these conditions change. He then shows how a company can influence the key
forces in its industry to create a more favorable structure for itself or to expand the pie altogether.


