Porter's Five Forces
 

Developed by Harvard Business School professor Michael Porter in his book Competitive Strategy, the Porter's Five Forces framework helps determine the attractiveness of an industry. Before any company expands into new markets, divests product lines, acquires new businesses, or sells divisions, it should ask itself, "Is the industry we're entering or exiting attractive?" By using Porter's Five Forces, a company can begin to develop a thoughtful answer. Consultants frequently utilize Porter's Five Forces as a starting point to help companies evaluate industry attractiveness. 


Take, for example, entry into the copy store market (like Kinko's). How attractive is the copy store market? 

Potential entrants: What is the threat of new entrants into the market? Copy stores are not very expensive to open - you can conceivably open a copy store with one copier and one employee. Therefore, barriers to entry are low, so there's a high risk of potential new entrants. 

Buyer power: How much bargaining power do buyers have? Copy store customers are relatively price sensitive. Between the choice of a copy store that charges 5 cents a copy and a store that charges 6 cents a copy, buyers will usually head for the cheaper store. Because copy stores are common, buyers have the leverage to bargain with copy store owners on large print jobs, threatening to take their business elsewhere. The only mitigating factors are location and hours. On the other hand, price is not the only factor. Copy stores that are willing to stay open 24 hours may be able to charge a premium, and customers may simply patronize the copy store closest to them if other locations are relatively inconvenient. 

Supplier power: How much bargaining power do suppliers have? While paper prices may be on the rise, copier prices continue to fall. The skill level employees need to operate a copy shop (for basic services, like copying, collating, etc.) are relatively low as well, meaning that employees will have little bargaining power. Suppliers in this situation have low bargaining power. 

Threat of substitutes: What is the risk of substitution? For basic copying jobs, more people now possess color printers at home. Additionally, fax machines have the capability to fulfill copy functions as well. Large companies will normally have their own copying facilities. However, for large-scale projects, most individuals and employees at small companies will still use the services of a copy shop. The Internet is a potential threat to copy stores as well, because some documents that formerly would be distributed in hard copy will now be posted on the Web or sent through e-mail. However, for the time being, there is still relatively strong demand for copy store services. 

Competition: Competition within the industry appears to be intense. Stores often compete on price, and are willing to "underbid" one another to win printing contracts. Stores continue to add new features to compete as well, such as expanding hours to 24-hour service and offering free delivery. 

From this analysis, you can ascertain that copy stores are something of a commodity market. Consumers are very price-sensitive, copy stores are inexpensive to set up, and the market is relatively easily entered by competitors. Advances in technology may reduce the size of the copy store market. Value-added services, such as late hours, convenient locations, or additional services such as creating calendars or stickers, may help copy stores differentiate themselves. But overall, the copy store industry does not appear to be an attractive one. 

