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1.

EXECUTIVE SUMMARY:

“SOUND STRATEGY STARTS WITH HAVING THE RIGHT GOAL” - MICHAEL PORTER

In the discipline of strategic management, increasing trend have been noted in the adoption
and implementation of various business strategies since the foundation of strategic
management in recent decades. However, barriers and issues have also been noted in the
implementation of corporate strategic management regardless of the industry in which it
operates. Despite of the drawbacks, the significance of adequate strategic decisions in the
right direction have led successful growth and development in various companies. @ In this
research study, analysis of various strategies have been conducted which elaborates major
strategic challenges a company might face while sustaining a competitive position in the
market. Furthermore, this research will also determine the internal and the external issues by
using SWOT analysis for the selected organization. This paper will also discuss the strategic
options with the help of ANSOFF’s matrix in order to assess global development and
competitive capabilities required for international expansion. Based on the findings of the
analysis, recommendations are put forth for the organization in order to gain sustainable
competitive advantages.

INTRODUCTION TO STRATEGIC MANAGEMENT:

As per Thompson J. and Martin F. (2005), Strategic management outlines the process by
which organizations determine their objectives, decide on actions to achieve such objectives
in a timely manner, while operating in a volatile environment; implement related actions and
assess the results to ensure desired results are being achieved. @

According to Godfrey, strategic management guides the business owners how to succeed in
the target markets which includes early predictions on the attractiveness of certain markets
where organization can make a significant impact and provide value to the consumers in a
manner which is hard to imitate by their competitors.® As per Tapera (2016), there are 4 stages
of organizational strategy i.e. corporate strategies, business strategies, operational strategies
and functional strategies.® However, upon strategic analysis, three distinct but interrelated
and interdependent levels of strategy (as visible below) can be seen. While corporate strategy
decides how activities should be designed and managed, competitive strategy will be
concerned in maintaining a competitive advantage in each area of business. Meanwhile,
functional strategies are structured and managed in a coordinated fashion in order to interrelate
with each other while allowing competitive strategy to be followed properly. )

Corporate The strategic perspective
strategy (range, scope, diversity)
of the organization
The search for a
Competitive distinctive competitive

strategy advantage for each
business/product/service

The source of
competitive advantage
in the activities and
functions carried out by
the business

Functional
strategies

Levels of strategy ¥
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Since the last two decades, two different forms of strategy i.e. prescriptive and emergent have
been debated, where in the former, corporate objectives are laid out in advance while primary
elements have been developed before the actual commencement of the strategy, while the
latter supports a fluid strategy which continually develops and evolves by adapting to the
changing business environment and organizational needs. As seen in the figure below, the
corporate strategy comprises of 3 main elements i.e. strategic analysis, strategic development
and implementation.® Although some commentators have judged prescriptive strategy to be
a easy to implement, linear and logical process which is rigid but at times, fails to account for
ever changing environment, however issues also appear in emergent strategy which cannot
be easily summarized as the end objectives are not clear or predefined, which is not the case
in prescriptive approach. Therefore, for this study’s purpose, we will be taken a balanced
approach believe that both may complement each other as real world strategies contain
elements of both. ©9®©D

Prescriptive and emergent approaches to the three core elements
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IMPLEMENTATION ISSUES:

Sustainability and competitive advantages over the rivals can be gained with adequate
strategic planning which is seen in the wider of context of strategy creation, rather than
strategic management. However, many researchers and scholars have debated on the
causes of failure while integrating strategy into organizations. As per Mohammad, the process
of budgeting in organizations is not necessarily linked with the strategy as over 74%
organizations were not able to relate employee incentives towards business strategy.®
Moreover, over 85% of businesses (including senior management & Managers) spend less
time on concerns related to corporate strategies whereas more than 90% of the employees
within the organization are not clear about the organizational strategy.(” As per research,
primary issues in strategy implementation include resource limitation, political interference,
unpredictable international economic situations beyond the organizations’ control.
Furthermore, corporate strategies are not successfully implemented since 80% of
organizations are unaware of benefits of a successfully implemented strategy while 60% of the
organizations face failure due to ineffective execution of strategy.”
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Heracleous, argued that constant adaptability and innovation is the key success factor for
strategic sustainability, otherwise failure to adapt this may result in issues in the long run.®
Strategic implementation failure carries a high cost to the business, leading to trust erosion of
top management, morale reduction of employees, raised cynicism of employees leading to
less flexibility which might deter the company in achieving its objectives. Hence, integration of
organizational strategies depend on internal and external aspects of the organization. ® It is
also noted how management and their control measure may help the company in a dynamic
and competitive environment, such planning and control measures run by specialists who are
increasingly prominent, may reduce operational flexibility, thus affecting losing the momentum
of efficiency and innovation.® Therefore, analysis of business environment and timely decision
to plan and implement the strategy can protect the company from severe consequences.®

The business environment is highly competitive in the current era where competitors are
constantly trying to uphold competitive advantages in order to their raise market share and
maximize shareholder investment.®® This study will focus on a globally renowned apparel
company H&M where beneficial business strategies and constraints faced during strategic
implementation will be discussed while addressing tactics to help the organization achieve
sustainable competitive environment via successful strategic direction.

ABOUT H&M

Inspired by American business model of selling clothes, Erling Persson, a Swedish native
founded H&M (popularly known as “Hennes & Mauritz”) during 1947 in Vasteras, Sweden.
The company initially planned to gain a stronghold in Europe as a modern apparel designer
and manufacturer, but rapid success in Sweden led to expansion to many other European
nations (Denmark, Norway, etc.). The company by 2000 was operating in almost all European
nations and opened their first store in the US.®Y Due to significant investment in marketing
and effective pricing policy, H&M expanded its worldwide operations experiencing increase in
customer praise and brand worth. During 2007, company successfully launched and acquired
other popular brands such as (COS), Cheap Monday, Weekday and the Monki.*?

As per Statista, H&M group’s total gross sales globally have crossed over USD 23 billion for
the year 2018.%® H&M also supports corporate social responsibility (CSR) by starting the H&M
foundation which helps in bringing positive changes to the society through the implementation
innovative and creative concepts as outlined in the H&M Foundation’s resolution.¥ Since
2015, H&M also supports innovative sustainability by granting a prize of EUR 1 million as part
of the yearly “Global Change award” and further supports individuals who provide innovative
ideas to the organization.®®

PORTER FIVE FORCES

Porter's Five Forces helps in determining an industry's weaknesses and strengths while gives
an outlook who holds the balance of power in a certain market or industry in order to determine
corporate strategy.*® Porter five forces model assists in understanding the general business
environment , organization’s strengths, the analysis of buyers, competitors and suppliers.®?
Hence, by the application of Porter five forces on H&M, it could provide us with a clear view of
how H&M’s current edge in providing quality clothing/apparel within reasonable costs can be
further leveraged while thoroughly analysing the competition, buyers, customers and substitute
products for sustained profitability.
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Porter's five forces outlines the main forces that organization faces while conducting business
such as the organization might face threats of new entrants, from the supplier due to supplier
bargaining power, the bargaining powers of the buyer, the threats of product/service
substitutes and the nature of intense competition.*® Clothing, being a basic need for people,
makes the apparel industry highly lucrative yet competitive for both small and large apparel
firms.?9 The recent recession have lowered apparel demand which intensifies the competition
resulting in firms continuously trying to improve pricing, renewing and recreating items to
increase product appeal and increase customer loyalty. The bargaining powers of the suppliers
were found relatively less due to availability of various suppliers with slight differentiation.®
International trade further provides options to organizations for outsourcing materials from
manufacturers globally, which tends to hike of cotton prices.?? Buyers have maintained higher
bargaining power because of overabundance of retailers in the market.®® The switching cost
of the industry is quite lower as the buyers are free to switch to another Seller.?? However,
due to H&M’s element of cost leadership tends with the good quality products acts as a
differentiation source for H&M.?» E-commerce and online shopping websites has increased
stiff competition and provides a substitute for buyers resulting in increased threat of substitutes.
Lastly, there are high threats of new entrants, as online shopping stores and websites pose a
huge threat for retailers of apparel industry as they can be operated with low capital investment
with a wide scalable business model with easy access to consumers. Regardless of the new
entrance threats, distribution, advertising and the cost of overheads increases the burdens for
the constant presence in the market continuously.

CHALLENGES

The core barriers in the apparel industry are mostly achieving economies of scale, capital
requirement, distribution channels and awareness of the brand. Intense competition in the
industry has been noted due to import quotas tariff reduction and ease of import via worldwide
sourcing.® However, H&M follows a very unique strategy which focuses on production
outsourcing through vertical integration with more than 800 suppliers, resulting in more
concentration on core operations which aids them in differentiating themselves.® High
volume of production results in low cost per unit benefitting H&M, while such new entrants
gives cost disadvantage to the new entrants.?® The cost leadership along with the
differentiation  develops sustainability and competitive advantage.®® For H&M, customer

5
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loyalty can be enjoyed as brand recognition is high in the market which automatically acts as
a barrier for new entrants. New entrants require heavy investment to attract consumers and in
spite of utilizing e-commerce and virtual stores, requirement of capital still remains as a big
challenge for such new players. They also face difficulty to invest in R&D, advertisement etc.
which relatively has been attainable by large brands like H&M which had spent more than EUR
10 million (2014) on the research and the development including advertisements.?"

7. SWOT ANALYSIS

SWOT analysis is a tool which identifies “strengths, weaknesses, opportunities and threats” to
determine the organizational shortcomings, advantages, favorable aspects and external
threats. SWOT analysis is also regarded as the one of the most utilized tool in strategic
management Jobber.*Y The SWOT analysis of H&M is as below:

STRONG REPUTATION OF THE BRAND ABILITY TO CAPTURE NEW TARGETED MARKETS

COMPETITIVE STRATEGY OF PRICING ASSOCIATIONS OF FAMOUS BRANDS
INVOLVEMENT AND COLLABORATIONS OF FAMOUS DESIGNERS INTRODUCTION OF LOYALTY PROGRAMS

CAPABILITY TO CATCH AND ADAPT TOWARDS LATEST TRENDS ONLINE MARKET

SLOWER SYSTEM OF DISTRIBUTION CHANGES IN THE CONSUMER BUYING BEHAYIOR
QUALITY IS LOW HUGE COMPETITORS

POOR CUSTOMER CARE GOVERNMENT REGULATIONS

HIGH SWITCHING OF BRANDS BY CUSTOMERS SHORTAGE OF COTTON

SWOT of H&M (developed by Author)

A. Strengths

As identified above, H&M’s main strengths consists of a strong brand image and affordable
pricing. The organization is seen gaining advantages from consumers as they are globally
recognized with growing outlets worldwide along with their competitive pricing strategy.?”
H&M'’s pricing strategy in comparison to competitors is fair enough to attract customers. ?® In
the present era of fast changing fashion trends, H&M seems to be handling the financial
aspects and production to capture the latest trends and making it one of its strengths.

B. Weaknesses

H&M possibly trying to be cost savvy; distribution channel of H&M had issues in 2018 where it
costed the company $44 million leading to sales drop in the 3" quarter.?® It also has been

6
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noted to be slower for its product delivery which can be a weakness in comparison to its rivals.
Due to lower pricing strategy of H&M, it is facing issues with quality of goods production which
have been mainly outsourced. Another reason is due to less concentration on after-sales
services for the products, in which other fashion stores such as Louis Vuitton have been
successful in, could become a weakness in the long run and may reduce the image of the H&M
brand. The customers might feel that they are not given the priority and as an outcome,
customers may switch to other brands.?

. Opportunities

For H&M numerous opportunities for business development are highlighted in the figure above.
With the rise in the COVID19 pandemic, globally people are avoiding social contact and have
been hesitant to visit outlets, preferring to purchase products online which may cause a rapid
increase in the online purchasing.®? H&M should promote online sales, focusing on the e-
commerce sector due to competitors focusing on their e-commerce network. H&M has a good
opportunity to expand their business in the BRIC nations as well as to Asian region.® Being
a well-known brand, H&M can form associations with local fashion brands or stores to promote
and sell their products in order to capture more market and customers. Introduction of
membership cards, reward points and club gives H&M an opportunity to increase customer
loyalty and incentives to customer via rewards, thus increasing sales volume and profit. 28

. Threats

One of the critical threat for the company are government regulations, especially increase in
tariffs and taxes which poses a major threat to company’s financial and operational aspects.
Uncertainties such as the trade disruption, climate change, exchange rates, etc. can also act
as a threat.®® One of the major threat could be the shortage or downfall in the material as
H&M'’s main raw material for their product is cotton (especially organic cotton) where analysts
has forecasted for shortages due to growing demand and limited supply.G? and possibility
exists for deficiency of good cotton due to shortage of crop/yield due to unforeseen reasons
(flooding, locust attack, drought, etc.) for cotton exporting countries (such as Pakistan, India
etc.) which may arise as a threat.®

Companies such as H&M should use directional strategies for directing operational decisions
and business processes in achieving desired objectives. ®® The purpose of such strategies is
to focus on business's operational efforts and resources in order to reach higher growth
levels with a long term sustainable approach, aligned with the company goals and objectives.
The figure below shows possible corporate directional strategies whereby pursuing the
growth strategy would be the best choice for H&M. ¢4

S I T T ,
GROWTH STABILITY RETRENCHMENT
Concentration Pause/proceed Turnaround
Diversification T | with caution | Captive Company
No change Sell-out/Divestment
| J \ Profit | | Bankruptcy |
N e d Ree S S F

Corporate Directional Strategies. ¢4
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ANSOFF'S MATRIX:

Analyzing the developments with relation to global competitive positioning and along with the
growth strategies of H&M, Ansoff matrix will be utilized to identify competitive capabilities for
the business. Ansoff matrix is considered as one of the most extensively used tool for
businesses to select adequate growth strategies. ¢® H&M group have utilized intensive growth
strategies to increase its market share and sales and although one quarter of its fast fashion
stock products are designed in-house, others are outsourced to production factories which also
supports H&M'’s growth strategy. According to the Jenna & Martin,®® H&M motivates their
consumers to purchase more with the introduction of newer items to maintain their innovative
culture and encouraging customers for repeated purchases. This factor creates a unique
selling point for items that complement the techniques of product differentiation.

Products/ Services

Existing New
o
é Market Product
= Penetration Development
W
17
=
o
=
= Market . cpe e
g N Diversification

Development

Ansoff Matrix for Growth Strategies.*®

Market Penetration: As per Porter, strategy should be utilized to raise market share with
products that exists within the present market and to encourage more products of the
company.®” The major point for H&M is to attain its strategy of growth of providing cheaper
fashionable clothes in comparison with its competitors such as GAP, Zara, etc.®® As argued
by researchers that the basics for branding success and positioning are dependent on offering
good product quality, H&M currently maintains efficient systems for quality control.®” This
ensures satisfaction of consumers leading to repeated sales. H&M also drives a robust
campaign of commercials that improves worldwide recognition and branding and further aids
in market penetration. The capabilities of H&M in terms of technological advancements, the
major element has been the value chain for retail online shopping operations.®® Due to
increasing online sales, H&M has made over EUR 225 million in year 2014 ©®, which consist
of online shop that are 24/7 available in over 21 markets of Europe and America. One of the
particular reason is due to increasing mobile phone users who find H&M website’s user friendly
for navigation, enabling it to successfully break into global and local markets.®

Market Development: This includes segmentation of new targeted markets globally by
determining demand of new products offered by H&M.*® - H&M has been taking necessary
and timely action to respond to ever changing fashion trends that could trigger further
development of market, where H&M can leverage its competitive position by utilizing its
financially liquidity and brand image to successfully compete with rivals and further grow into
global markets. The target of the growth by HM is to raise operating stores by over 15% each
year and increase in comparable unit sales “® with 400 new planned outlets expected to open
in emerging markets (such as BRICS nations) that could account over 10% of its sale by the
year 2022. 8
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This will support in improving its financial position and market share position permitting H&M
to gain potential business and constant expansion opportunities while resulting in
sustainability, quality and increased profitability. The market strategy is based on entrance of
market via the cost leadership, internationalization and differential strategies “? and with such
strategic management, organization may be able to change and adapt to the new market
culture needs.®

Product Development: This can be elaborated as a strategy which offers new innovative
goods to the present consumer market.*® H&M have been successful to form strategic
alliances with fashion designers, such as Roberto Cavalli, Karl Lagerfeld and Madonna to
enhance the prestige of H&M globally. It offers products that are homogenous thus the
consumers prefer items because of the features, product pricing and the product mix being
offered.®® H&M is focused with R&D and innovation for their products to gain competitive
advantage, hence they have introduced environmental friendly cotton (organic cotton) in their
spring collection of the FY 2014.

Diversification: Itis a strategy to enter newer market with new products. H&M is in the fashion
retail industries since 1947 with a diversified product line such as shoes, clothes, accessories,
bags, etc. H&M have also decided to diversify its product portfolio by launching a new brand,
“Ardet”, positioned at a higher price segment market than H&M brand.“?

RECOMMENDATIONS:

Since H&M is seen to be following customer expectations and trends, it is eminent for the
company to review at competitor strategies who are operating in the retail business and have
significant market share (such as Zara, Amazon, etc).“® It has been noted that there had been
issues in the previous H&M market strategy from (2010-2016) where they were focusing on
brick and mortar stores while putting less emphasis on online stores. However, post 2016,
many existing stores had been shut down while new stores are being closed down (as seen
below).“

Il New stores [l Closed stores

500
300

100

1999 2005 2010 2015 2018

Source: H&M financial reports

H&M stores closed during 2016-18 ¢

Being a fast fashion juggernaut giants, H&M, might have struggled in the past as competition
from digitally active fast moving brands have challenged H&M’s traditional approach of mostly
brick-and-mortar sales network, however recent study shows that loyal consumers have taken
much of their shopping online at H&M. At that time, the CEO of H&M also reiterated that the
digital transformation strategy, especially their ‘data project’ which relies on analyzing online
trends to forecast inventory and calculate pricing, has been very effective in increasing their
business opportunities. “®
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H&M should continue to focus on increasing their digital strategy as their main competitor, Zara
had been successful in utilizing their online sales strategy and it is recommended that H&M
should continue to focus on their e-commerce advancement. As per below graph, although
H&M reached their highest sales revenue in 2017 ($27 billion), however they faced a huge
profit dip of roughly USD 2.6 Billion due to less foot traffic on its physical stores but profit from
online sales reduced the overall impact.“” Moreover, H&M saw a decline in their brand worth
post 2017 due to many reasons, notably being less visible online presence due to lack of
Search Engine Optimization (SEO) and their digital marketing strategy while being involved in
a public outrage sentiment over an advertisement seen as racist towards the black
community.“®

nnnnn

nnnnn

@ Additional Information Show source @

Sales Trend for H&M (2008-2019) — Statista “9 H&M brand worth (2016 — 2020) — Statista &%

It is recommended that H&M should focus on its brand by building collaborations with
celebrities, promoting ethical values by being a corporate responsible citizen and consider
initiatives that effectively transform societal, ethical and environmental challenges into factors
for great brand recognition and corporate growth.“® Technologies are playing a vital role for
retail businesses and Amazon is a successful example, especially utilizing Artificial
intelligence, e-commerce, augmented reality, smart apps. For instance, US luxury store owner
Neiman Marcus have installed ‘memory mirrors’ at their outlets where customers can record
an eight second video of themselves wearing their outfit in 360 degree view which is replayed
for customers to see how they look.®? Such tactics are required, as customers are seven times
more likely to purchase if they try their outfit in dressing rooms rather than browsing the sales
floor, indicating how technology can have a direct impact on sales and profitability.?

Moreover, Utilization of the QR codes, RFID systems within the supply chain may assist H&M
in faster processing of orders through e-commerce, as identified in this study paper, distribution
system needs to improve for H&M; it is highly recommended for H&M to improve and adopt
distribution channels and strategies such as Amazon. ®3 In H&M, product quality may suffer
due to low pricing strategy, therefore, H&M must take good precautions in terms of maintaining
guality of both in-house and outsourced goods by properly vetting vendors who adhere and
implement international standards for quality, health and safety standards as issues have been
noted where Suppliers bypass such mechanism to save costs. ¢

Similarly one click payment systems initially introduced by Amazon and Apple have
significantly increased ecommerce sales which can be introduced in H&M, since this avoids
the hassle of filling long customer details, especially when online shopping carts have an
abandonment rate of 70%.%% H&M must also control product price fluctuations for their
segment of customers as their past pricing strategy, especially in India, have been able to

10
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double their sales growth.®® Since, H&M had been fined in the UK for paying minimum staff
wage ©7, the organization should improve its remuneration structure and focus on non-
financial rewards such as improving relationships with staff/workers, promoting self-motivation
by delegating more responsibilities and autonomy to the workers to increase worker efficiency
and corporate bottom line. H&M, being a global brand where its operations dynamic in nature,
the entry barrier to the industry is low, therefore innovative practices must be instilled in the
present strategy to maintain quality and cost differentiation.

Lastly, it is recommended for H&M to perform environmental analysis as it is critical in
developing sustainable competitive edge by identifying opportunities for productive co-
operation with other organizations. However, due to degree of turbulence in the business
environment it may be difficult to forecast the business environment while significantly
impacting the prescriptive approaches to strategy development. ©

CONCLUSION:

In light of the literature above, it is understood that the formulation, implementation and
monitoring of sustainable strategy is significant for the organization to perform well in the long-
run, especially in order to expand market share and maximize profits.®® However various
challenges which H&M could face during strategic integrations have also been discussed in
the light of relevant theories and past events.® Furthermore, SWOT analysis conducted in the
paper shows how businesses can identify available threats, opportunities, weaknesses and
strengths and can align their plans accordingly. ¥ The analysis of porter’s five forces for H&M
conducted above gives a clear picture over the bargaining power of the buyer and the
suppliers, the ratio of the rivalry and other factors impacting the strategy. H&M needs to
analyze developments and relation of global competitive positioning along with growth
strategies of H&M by utilizing Ansoff matrix to identify business capabilities @3, as intense
competition has been noted in the fashion apparel industry.®°

11
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