Industry Situation Analysis and Industry Attractiveness
Industry situation analysis is to probe the industry’s long-term profit potential and discover the factors that make the industry more or less attractive. Industry analysis needs to be focused on four questions:

1. How is the industry structured?

2. What driving forces are causing the industry to change and how important will these changes be?

3. What economic factors and business characteristics have the most influence on the requirements for competitive success in the industry?

4. What strategic issues and problems face the industry?

Industry Structure

Industry means a group of firms, whose products are so similar that they are drawn into close competition, serving the same needs of the same types of buyers. The criteria which determine the industry structure are:

· the number of sellers and their relative sizes

· identification of the market leaders

· the structure of the buying side of the market

· the channels of distribution from manufacturer to final users

· the prevalence of backward and forward integration within the industry
· the ease of entry and exit

· the size of the industry and its geographical boundaries (local, regional, national or global) and

· any other basic characteristics peculiar to the industry that shape the industry area in which firms compete

Importance of Industry Structure Factors

Some specific industry factors those are important for industry situation analysis:

1. Market size:

Small market don’t tend to attract big/new competitors

2. Market growth rate:

· Fast growth breeds new entry

· Growth slowdowns breed increased rivarly and a shakeout of weaker competitors

3. Capacity surpluses or shortage:

· Surpluses push prices and profit margins down 

· Shortage pull them up

4. Relative profitability:

· High-profit industries attract new entrants

· Depressed conditions encourage exit

5. Entry/exit barriers:
High barriers protect positions and profits of existing firms

6. Product is a big-ticket item for buyers:

More buyers will shop for lowest price

7. Rapid technological change:

· Raises risk factor

· Investments in technology, facilities, or equipment may become obsolete before they wear out 

8. Capital requirements:

· Big requirements make investment decisions critical

· Timing becomes important
· Creates a barrier to entry and exit

9. The products of sellers are standardized:

Buyers have more power because it is easier to switch from seller to seller

10. Vertical integration:
· Raises capital requirements

· Often creates competitive differences and cost differences among fully versus partially versus nonintegrated firms

11. Economics of scale:

Affects volume and market share needed to be cost competitive

12. Rapid product innovation:

· Shortens product life cycle

· More risk because of opportunities for leap-fogging

The Concept of Driving Forces

One popular hypothesis about the industries change that is they often go through observable evolutionary phases or life-cycle stages. The sequence of stages is usually early development, rapid growth and takeoff, competitive shake-out and consolidation, early maturity, saturation, and decline and decay.

But in practice, the hypothesis is debatable. There are cases where,

· industries have skipped maturity, passing from rapid growth to decline very quickly

· sometimes growth reoccurs after a period of decay

· sometimes the paths of different industries collide, causing them to reform and merge as one industry 

· sometimes the growth phase of the cycle can be lengthened by product innovation

Because of these facts, it is difficult to predict when the usual cycle pattern will hold, when it will not, and how long the phases will last. So, the forces causing these important changes are called driving forces because they have the strongest influence on what kind of changes will take place in the industry’s structure and environment.
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