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Abstract

As a consultancy firm specializing in reviewing on the business challenges of companies and proposing resolution plans, this report has been put together to evaluate the strategies for Li & Fung who is the largest intermediary agencies in Hong Kong over a century. Its sales revenue and profit margin have dramatically decreased in the past five consecutive years mainly due to customer turnover and customer bankruptcies especially in the U.S. and Europe (Zhang, 2019). With the evaluation of SWOT analysis, PESTEL analysis and the Five Competitive Forces tool, the recommendations are applying customer diversification to China & Asia domestic markets, reforming business model enhancement to include end-to-end supply chain plus distributor & retailing functions and product differentiation by originating own brand design & production through its digitalization and virtual design capability as action plans.    
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1	Introduction  
As a consultancy firm specializing in reviewing business challenges and opportunities, we have pulled together a Consultancy Report for Li & Fung (LF).  This document aims at evaluating LF’s company background, the problems identified, analysis & discussion of resolutions and conclusion & recommendations for future improvement.

1.1 Research Motivation
This project aims at reviewing on why Li & Fung (LF), a leading trading company, has been through their business downturn year on year in the past consecutive years and then provide resolutions to overcome the business drop problem.  
LF has been the giant in the sourcing and supply chain management industry for the past decades. Their business covers export trading, retailing (such as Toys”R”Us), logistics and Mergers & Acquisitions.  LF became publicly listed in 1973 and its shares were oversubscribed 113 times which was a Hong Kong record held for 14 years.  In 2011, LF’s stock price was HK$25.98 at the highest.  However, in March 2017, LF was removed from the Hang Seng Index (a globally recognized index of Blue Chip Hong Kong Companies), the stock price was HK$0.435 at the lowest.  It marked a deep decline of 98% of the stock price.  
LF’s business drop are mainly due to the competition of E-commerce (On-Line Shopping) business.  Big E-commerce platforms like Amazon and Alibaba are sharing the same customer base of LF.  Also, the trade war between Sino and the U.S. has caused the impacts to the business while China serves as the heart of sourcing and the U.S. serves as the company’s key customers. It is damaging the supply chain business of LF no matter on the customers’ or the suppliers’ side.  Besides, the COVID-19 has hurt the global supply and demand which affects the trading business as a result (Sun, 2020).
Even though LF is under deep business decline problem at present, the company has gone through a structural change to try and resolve the issue to focus on global sourcing, digitalization and virtual designs.  In 2010s, due to the uprising cost of China production, LF expanded their sourcing globally to Vietnam, India, Indonesia, Myanmar, Bangladesh, Cambodia and Latin America to better control the manufacturing costs.  However, the quality standard and the infrastructure of these developing countries were not up to the requirements which ended up causing manufacturing defects and hurt the profit margin and brand of the company.  Also, they embraced the digitalization process and virtual designs in the end-to-end supply chain to simplify the process and increase the efficiency.  In May 2020, LF went through the privatization and shareholders were paid HK$1.25 per share. They were delisted from the Hong Kong Stock Exchange.  The Fung family remained the controlling shareholder of 32.3% with 60% voting shares while Singapore Company GLP held 67.7% stake in LF (Li & Fung Limited, 2021).       
1.2 Research Methodology
 The method of literature review, LF’s website & annual reports and international statistics reports are used in this project. To facilitate, SWOT analysis is used to review on the internal strengths, weaknesses, opportunities and threats.  PESTEL analysis is applied to evaluate on the macro external factors of political, economic, social, technological, environmental and legal aspects.  Finally, the Five Forces analysis is used to analyze on the competitiveness and business plan recommendations.

 2	Company background
This section is to illustrate the company background of Li & Fung (LF) with its history, key milestones, business model and product portfolio.
LF was founded in 1906 by Fung Pak Liu, an English Teacher and Li To Ming, a merchant, to start the Trading and Export business to the West.  This two-person start up the business originally focusing on trading porcelain and silk from China, then exploring into bamboo, rattan ware, jade and handicrafts to the Western countries.  With the civil war in China, Fung Hon Chu, grandfather of the current CEO (Spencer Fung), moved from China to Hong Kong and set up LF’s first overseas branch in Central with 12 persons (Li & Fung Limited, 2021). 
Now, LF operates with more than 230 offices and distribution centers across 40 markets (mainly Europe, US, and Asia) with over 15,000 employees (Li & Fung Limited, 2021). 
LF is a Trading Agency model specializing in providing design and end-to-end sourcing & supply chain solutions for its customers mainly retailers and department stores in the world.  It consists of three parts of business namely supply chain solution (trading), logistics and onshore wholesale business.  It went through some key milestones as one of the biggest public listed company in the trading & distribution industry in Hong Kong and now become a privatized company starting in Mar 2020. Its product portfolio includes soft goods (garments and textiles) and consumer goods (furniture, home decorations, beauty, toys, electrical and consumer products). 
Belavina and Girotra (2012) said LF is a well-known sourcing intermediary which offers end-to-end sourcing solutions and supply chain management to key brands and retailers such as Walmart, Target, Zara and Levis.  They are best known for sourcing cost competitive products of garments and home consumer products with nearly 15,000 suppliers to their thousands of buyers across North America, Europe and Asia.

3	Project Aim & Objectives
3.1	Project Aim
The aim of the project is to evaluate on the key problems of the business strategies of LF and suggest resolutions for optimizing the business strategy direction in short run and long run.
For the past twenty years, LF as an agency has been negotiating with suppliers to make close to zero profit margin.  As margins dropped to zero, suppliers are not willing to commit to LF’s business.  With the competition on fast-fashion retailers like Zara, H&M and Uniqlo, they are emphasizing on quick lead time over just squeezing on profit margins and directly sourcing with factories which causes LF’s business significantly decline (Kaiser and Sheng, 2014). 
	Also, LF’s customer bankruptcies have also been affecting the scores of LF with the increase competition of Amazon’s e-market share.  LF has been through major restructuring to embrace the digitalization with $150 million investment and to privatize its sweaters, cosmetic and furniture business in a sale to the Fung Group and Hony Capital to overcome the challenges facing (Ap, 2020).  
According to Li & Fung’s Annual Reports (2015-2019), LF’s sales turnover and margin have decreased year on year significantly in the last five consecutive years which has raised an alarm for problem investigations and resolutions.

Table 1 shows LF’s Business Results of Sales Turnover, Profit Margin and Sales Market Split:

	Year
	Sales Turnover US$ million
	Profit Margin 
US$ million
	US
	EU
	Asia
	Rest of World

	2015
	$17,907 (-2.8%)
	$1,909 (-4.7%)
	62%
	17%
	15%
	6%

	2016
	$15,857 (-1.4%)
	$1,650 (-3.5%)
	64%
	17%
	12%
	7%

	2017
	$10,989 (-6.2%)
	$733 (-5.5%)
	76%
	12%
	4%
	8%

	2018
	$9,933 (-9.6%)
	$647 (-11.8%)
	78%
	12%
	2%
	8%

	2019
	$8,834 (-11.1%)
	$534 (-17.5%)
	78%
	14%
	1%
	7%


[bookmark: _Hlk68884670] Source: Li & Fung Limited, Annual Reports (2015, 2016, 2017, 2018 & 2019) 



3.2	Project Objectives
The objectives are to review on three areas:
First, Trading Network Geographical Market - Customer Base Analysis:  review on the current customer geographic splits and their sales turnover contributed to the company respectively and how to increase the sales turnover by geographic customers diversification with short-term, medium to long-term plans.
Second, Business Model Review:  review on the business model as an intermediary agency and its business model optimization going forward.   
Third, Supply Chain Management: focus on the SWOT analysis to review on the current strengths and weaknesses and thus suggest opportunities for future growth.  

4	Analysis and Discussion
[bookmark: _Hlk66723487]This is to analyze on the company using the analytic tools to contribute to the discussions. The scope is to focus on LF’s supply chain solutions (trading) business.
[bookmark: _Hlk68915685]4.1	SWOT Analysis
SWOT analysis is used to evaluate on the Strengths, Weaknesses, Opportunities and Threats.  The tools are to capture the Strengths (things are good at present), Weaknesses (things are bad at present), Opportunities (things are good for future) and Threats (things are faults for future) of a company or an organization (Humphrey, 2005).   It helps identify the current situation and thus implement action plan for future improvements.                                
Table 2 shows LF’s SWOT analysis:
	Strengths
· Robust process & commitment:  long operating track records and capabilities of trading & intermediary business model to provide one-stop professional end-to-end supply chain service to customers.
· Strong supply chain & global sourcing: geographical diversification of global sourcing in China, Bangladesh, Vietnam, India, Cambodia & Indonesia to reduce cost & lead time and provide quality products & service to customers.
· Digitalization: great investment in innovation and technology to create seamless digital supply chain to deliver speed and satisfaction to customers.

	Weaknesses
· Customers’ negative impact:  over 80% of business are with US and Europe, big retailers like Walmart, Target, Next, Asda, Tesco and Marks & Spencer whose business declines or some even encounter bankruptcies have led to LF’s business decline.
· Response to change: the total end-to-end supply chain model is sophisticated and detailly structured which is difficult to respond and react to macro-environmental change.
· Global Sourcing in developing countries: the quality control and infrastructure of developing countries (e.g. Cambodia, Bangladesh, Indonesia) are to improve which have caused defects, profit margin loss and customers dissatisfaction.  

	Opportunities
· Geographic customers’ diversification: develop Chinese retailers and brands as customers to enhance the customer market split.
· Digital platform partnership: strategic collaboration with big e-commerce platform such as JD.com and VIP.com to accelerate the digital business on private brands for China domestic market.
· Business model enhancement: while keeping the strong front end supply chain on sourcing & production, LF to also explore the far end distribution and retailing business model. 

	Threats
· E-commerce platform’s competitions: end customers to buy products through e-channels for example Alibaba, T-Mall and Amazon.
· Retail model change: omni-channels to offer on-line and off-line service to facilitate the direct purchase. Intermediary business model is being challenged.
· Direct Sourcing: with technologies, retailers tend to source direct and go directly to manufacturers in China, Asia, Latin America & East Europe to eliminate the intermediary’s service charge to save cost and increase profit margin. 


Source: Li & Fung Limited, Company Website (2021)


4.2	PESTEL Analysis
PESTEL analysis (formerly known as PEST analysis) is used to evaluate on the Macro-environmental factors that affect a company or an organization.  It is especially useful for start-up company or a company is entering into a new market.  PESTEL stands for Political, Economic, Social, Technological, Environmental and Legal factors (Aguilar, 1967).
Table 3 shows LF’s PESTEL analysis:

	Factors
	Analysis of Change Drivers
	Cause
	Consequence


	Political
	· Customers: China-US Trade War (2018-21). 
· Suppliers: infrastructure & political environment of suppliers in Asia developing countries are not stable.
	China-US Trade War and political instability in Asia’s production 
(e.g. Myanmar, Vietnam, Cambodia & Bangladesh). 
	LF’s business & sales turnover decline with U.S. customers and product quality is not up to standard which impacts on LF’s profit margin.

	Economic
	Key customers of the U.S. and Western EU experienced Real GDP Growth slow down and higher unemployment rate compared to China (2021).
· Real GDP Growth: US 6.4%, West EU 4.5%, (China 8.4%).
· Inflation Rate: US 2.3%, West EU 1.4%, (China 1.2%).
· Unemployment Rate: US 5.8%, West EU N/A (China 3.6%).

	LF’s Business Strategy is heavily weighted on big retailers in the U.S. and EU in its Customer Strategy.
	US & EU Retailers business decline leads to LF’s sales revenue & profit margin drop in the past five consecutive years.

The long-term growth of Asia, especially China supported by economic advantages remain valid.

Action: to explore Asia including China domestic market as new customers. 

	Social
	COVID-19 Pandemic (end 2019-2021) exists for more than a year.
	Social distancing, quarantines, travel restrictions and retail shops lockdown.
	Retail customers business drop leads to LF’s purchase orders & business down in 2020-2021. 

	Technological
	Align the international technological requirement. 
	LF has spent great investment in innovation & technology to upgrade its digital supply chain solutions and virtual designs.
	LF’s speed and efficiency in supplier & production platform is increased to reduce lead time and increase profitability.

	Environmental 
	International risk assessment & social compliance standard for environmental protection.
	LF issues suppliers’ code of conduct and social accountability standard to ensure sustainability.
	LF meets customers’ requirement of sustainably sourced material and products. 

	Legal
	Legal and regulations with customers and suppliers properly applied.
	LF’s CFO and Legal Team comply with International standard.
	LF’s legal contracts and terms with customers and suppliers are properly implemented (close attention required with suppliers in developing countries).


Source: International Monetary Fund, IMF Data Mapper (2021) and Li & Fung Limited, Company Website (2021)





4.3	The Five Forces Analysis
The Five Forces analysis aims at understanding the competitive forces and their underlying causes of current profitability and anticipating upcoming competition of a company (Porter, 1980).  The five forces are namely: established rivals, customer power, supplier power, threat of substitutes and new entrants.  To evaluate on the competitiveness and attractiveness of the five forces in a company.  Knowledgeable customers can force down prices by working with one and another rivals.  Powerful suppliers can control and offer higher prices to limit the profit margin for buyers.  Potential entrants can go into the market and split the market share to affect the industry players.  Substitute products can convert business and grab the customers away (Porter, 1979).  
This model is applied to identify short-term deviation from strategic change.  For LF whose strategies have industry transforming change become clearer.  The deeper thinking about competition is a more powerful way to achieve real investment success than the financial projections.  Senior Managers and investors would both be focusing on the same fundamentals that drive sustainable profitability (Porter, 2008). 
	First, on the established rivals, LF has got key trading companies and importers as competitors such as Peter Black and Colby since 1970s.  LF has maintained their capability to compete in the market by maximizing their resources, upgrading their technology and digitalization in supply chain solutions and Mergers and Acquisitions.  LF acquired one of their key competitors Colby in 2000 to sustain their power among its key competitors (Sun, 2020).
	Second, on the customer power, this is one of the weakest forces suggested.  LF has got numerous trusted retailers as its major customers, for instance, Walmart, Target, Macy, Victoria Secret in the U.S. and Asda, Tesco, Next, John Lewis & Marks & Spencer in Europe.  Gong (2016) stated that LF demonstrates its high levels of customers and geographic diversification.  Also, they are strong in business and financial management.  However, LF’s business is constrained by the challenges in core sales markets of the U.S. and Europe.  Ap (2020) commented that LF’s performance is deteriorating due to the knock-on effect of customers’ bankruptcies and retailers’ sales revenue decline especially in the U.S. in view of the US-China trade war.  Approximately, 80 percent of LF’s sales revenue is generated by the U.S. which caused a significant impact to its business drop as a result.
	Third, on the supplier power, LF as an intermediary agent, it requires a certain amount of agent fee or trading commission contributed to the total product cost.  To be cost competitive, LF needs to squeeze suppliers to offer low cost or even no profit.  Due to the non-profitability, suppliers are increasingly walking away weakening their supplier base (Kaiser and Sheng, 2014).  Therefore, they are targeting sourcing in emerging countries outside China.  They were diminishing the total sourcing of China factories from 59 percent in 2015, to 51 percent in 2018 and 40 percent in 2019.  Then, its production outside China accounts for US$1 billion to US$2 billion in Vietnam, India and Bangladesh.  With US$250 million to US$1 billion in Indonesia, Cambodia, Myanmar and Latin America (Cheng, 2019).  In the production of emerging countries, the quality standard and social compliance has caused serious concerns to customers.  The product defects and the development needs in social accountability of developing countries’ production has damaged LF’s reliability and creditability to customers.        
	Fourth, on the new entrants, LF has faced challenges of the new entrants in 2000s.  The pressure from the new e-commerce entity of Alibaba and Amazon has made the change of buying habits of the customers.  From traditional offline retail shopping, customers turned into on-line shopping format and internet buying & sourcing in 2000s.  In view of the competition of the new entrants, LF has gone through a structure change to adopt into a digital age. In its 2017 to 2019 three-year plan, a US$150 million investment was spent in improving its digitalization, increasing the speed of its supply chain and supporting the customers switching to 3D digital end-to-end sampling process (Ap, 2020). 
	Finally, on substitutes products and service, there are other agents or suppliers can offer product substitution for off-shelf products and private label development.  Other factories can offer private label and own brand products in a more competitive cost and shorter lead time.  LF needs to investigate in own brand product uniqueness and differentiation to distinct themselves from their competitors.





5	Conclusion and Recommendations 
In reviewing on the SWOT analysis of LF’s internal strengths, weaknesses, opportunities and threats, PESTEL analysis of macro external factors and the Five Forces of LF’s competitiveness and challenges, here comes the conclusion that the root cause of the business decline is the strategy of customers portfolio leaning heavily on the U.S. and European geographic areas while the U.S and European markets collapse, LF’s business falls simultaneously as a consequence.  LF needs to diversify its customers’ portfolio to be less reliance on the U.S. and European customers.  Also, LF needs to reshape their business model not just on intermediary sourcing agent but also as a distributor and retailer. Finally, to maximize their current strengths in supply chain to offer own brand products for market differentiation.  
Firstly, geographic customer diversification:  in view of the impact of the U.S.-China trade war, the business performance of the U.S. Retailers has been deteriorating.  However, in LF’s sales market split, it contributed 62%-78% in the U.S. market in the past five years which was one of the root causes of the business revenue decline.  Therefore, it is highly suggested to improve its growth portfolio by collaborating with emerging markets as a distributor of brands such as China and Asia (Kaiser and Sheng, 2014).  According to International Monetary Fund (2021), the real GDP growth in China is 8.4% and Asia is 4.5% respectively while the inflation rate in China is 1.2% and Asia 2.3% which shows that they are performing countries to participate.  Also, with the benefits of Greater Bay Development such as Shenzhen, Guangzhou, Dongguan, Huizhou and Zhuhai regions and One Belt One Road opportunities, the potential of growth in China domestic markets is expected to be remarkable.  LF’s participation in Asia was 15% in 2015 and 1% in 2019 which should have great room to seize the opportunity to grow. As a result, it is greatly recommended for LF is to grow its business in China and Asia for domestic markets business to accelerate the business growth.
Secondly, business model reform: it is recommended to reshape and tweak the business model form end-to-end sourcing to end-to-end sourcing plus omni-channel selling as a distributor and retailer.  LF is to focus on distribution and trading business to grow its business in China (Kaiser and Sheng, 2014).  Partnering with JD and VIP.com on private label initiatives for the China domestic market as distributor by leveraging its global network and digital supply chain.  JD and VIP.com are China’s leading technology driven e-commerce company after Alibaba who have created both digital retail and supply chain platforms fully integrated to facilitate omni-channel strategies which is in line with the company’s top priorities (Li & Fung Limited, 2021).  
Lastly, product differentiation: with LF’s expertise in innovation and technology, it is recommended to maximize their digitalization and virtual design capability to originate their own created designs for product differentiation from the market.  Not only to provide the supply chain solution of producing customers’ own private label and OEM products but also to initiate designs for own brands products with the intellectual property right directly sourced and produced with manufacturers.  
Therefore, recommendation of the short-term plan is to strategically partner with leading e-commerce pioneers like JD and VIP.com to compete with Alibaba on China local markets via on-line shopping platforms in retail 2021.  LF will be able to leverage its global network and digital capabilities to progress its path of creating end-to-end digital supply chain.
Then, the medium to long term plan is to launch LF’s own Omni-channel strategy of both offline and on-line shopping platform.  Identify good locations of retail shops in China and Asia to increase the sales revenue and market share in those countries.
To conclude, the recommendations are to implement geographic customer diversification in China & Asia domestic markets to make best use of the China economic advantages and their networks with the world for instance Greater Bay Development and One Belt One Road Opportunity.  Also, to tweak the business model to include end-to-end supply chain plus distribution & retailing functions to partner with leading e-commerce pioneers such as JD and VIP.com and ultimately to create its own omni-channels business model.  At the same time, to offer product differentiation by originating own brand design & production through its digitalization and virtual design expertise as action plans.  Consequently, the above measures should significantly grow the sales revenues and profit margin for LF and thus accelerate the business growth and performance.
Overall, it is strongly suggested to have continued follow up on full implementation plan of the short-term and long-term resolutions in the subsequent research. 
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	This section details the extent to which the assessment criteria are demonstrated by you, which in turn determines your mark. The marks available for each category of skill are shown. Lecturers will use the space provided to comment on the achievement of the task(s), including those areas in which you have performed well and areas that would benefit from development/improvement.Generic Assessment Criteria 
	Marks available
	Marks 
awarded

	1. Engagement with Literature Skills
.
	80%
	68

	· Conduct relevant literature and research review of the research focus areas.
· Discuss the recent/relevant consultancy models, framework or concepts of scholars and practitioners.
· Refer to text books, current news items and benchmark your chosen organization.
	15
	13

	
	
	

	2. Knowledge and Understanding Skills

	
	

	Consultancy Project Report - Consultancy and Content 
· Understanding of consultancy and the potentially positive contribution to aid an organisation’s ability to achieve and sustain competitive advantage through effectively managing change and embracing innovation. 

· Critically evaluate external and/or internal influences and impact upon the organization’s ability to serve and bring about outstanding issues, e.g. customer service, product and service innovation, process improvement, strategy or strategic change management.

Highlight the management problem/issue, relevant solutions and discuss what measures should be taken to improve the performance.
	20
	17

	
	



	

	3. Cognitive and Intellectual Skills

	
	

	·    Appropriate research design for the research problem(s) and objective(s).
·    Describe the sources, contents and collection methods of primary and secondary data.
·    Describe the samples, sampling techniques and data gathering.
·    Analytical skill of the data presentation.
·    Discussion of the findings
	15
	12

	
	
	

	4. Practical Application Skills

	
	

	Conclusion and recommendation are relevance to the project objectives.
·  Conclusion is justifiable and relating to the research findings.
·  Recommendation is practical to solve the problem/issue.
·  Project results are applicable to business organization.
	20
	18

	
	
	

	5. Transferable Skills for Life and Professional Practice

	
	

	
Writing style, logical flow, structure, presentation style, appendix and referencing (Harvard Referencing System).
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