


1.0 Introduction
1.1 Assignment brief
This report will review the marketing environment of the Hiut Denim Company by utilising a detailed analysis that focus on various traditional and digital marketing audit tools such as Porter’s Five Forces, the 5 M’s of Marketing, SWOT-analysis and PEST-analysis. A complete analysis of the internal and external audit will enable the author to assess the strategic options available to develop creative marketing strategies through segmentation, targeting and positioning. 
1.2 [bookmark: _Background_of_the]Background of the organisation
Up until 2002, Cardigan in West Wales, was the main hub for jeans manufacturing in Britain. Dewhirst Ladieswear was producing over 4,000 attires per day for Marks and Spencer, however, in November 2002 it was reported that Dewhirst was relocating their production from the small town of Cardigan to Morocco. (Morgan, 2014). Connor (2013) reported that Dewhirst Ladieswear moved their production to Morocco in order to take advantage of the low production costs, yet the closure of the factory doubled the area’s unemployment rate instantly. Due to the decline of manufacturing in Wales as a whole, there was little to no chance that the skilled workers at Dewhirst would get an opportunity to practice their craft again. (Connor, 2013). 
However, David and Clare Hieatt sold their clothing brand Howies to Timberland in 2006, and they believed that jeans production would have a future in Cardigan. Therefore, in 2011 they founded Hiut Denim Company to once again make Cardigan the jeans capital of Britain, with eight former employees of Dewhirst Ladieswear. (Connor, 2013). In 2017, their workforce had increased to 15 employees. 

2.0 External environment
In the external environment section of this report, the author will discuss the macro and micro environments as part of this analysis. Blythe (2009) stated that the external environment encompasses those elements which operates outside the company.  The macro-environment section will include a PEST analysis which will help the author analyse the changes in a business environment. The micro-environment section includes an analysis of those elements which affects the company and usually its industry, but which do not affect all companies in the specific industry. (Blythe, 2009)
Blythe (2009) created a figure which shows how all the factors relate to one another. Please see figure 1.1 below. It was noted that companies function within a series of layers of environmental factors, each of which has a greater or smaller influence on the company’s marketing strategies. Blythe (2009:32) noted that “the further out the layer is the more difficult it is for the firm to control what is happening: only the very largest firms have control, or even influence, on the macro-environment.”
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Figure 1.1 – Environmental Factors (Blythe, 2009:33)

2.1 Macro-environment
CIM (2002) states that “the macro-environment is concerned with general forces in the environment which may one day affect a company in its micro-environment”. In order to carry out a macro analysis of Hiut Denim Company, the author will include a PEST-analysis which is, according to Frue (2017), used to examine the influence of political, economic, social and technological factors of an organisation. However, it must be noted that the macro environment is often referred to as the external factors and are not part of the immediate surroundings of the organisation but still affects an organisation and cannot be controlled by them, according to Toppr (2019). Furthermore, Blythe (2005:40) stated that “the macro-environment tends to be harder to influence than the micro-environment, but this does not mean that firms should simply remain passive; the inability to control does not mean the inability to influence.”


2.1.1 Political
Blythe (2009) stated that political effects affect businesses in two key means: firstly, political parties have strategies which are frequently put into legislation, which evidently must be obeyed. Secondly, the governing party sets the general tone of behaviour in the country as a whole. 
A major political effect to the manufacturing industry in Britain is Brexit and financial arrangements due to lack of EU contribution once United Kingdom leaves the European Union. National Assembly for Wales (2018) reported that Wales is currently receiving £680 million per year in EU funding, considerably more per person than any of the developed nations and English regions. The main sources of funding are;
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Figure 1.2 – EU Funding to Wales (National Assembly for Wales, 2018)
It can be argued that when the UK leaves the EU, the Welsh Government need to find alternative funding, however, it will be a major cut in funding for Welsh businesses. On the contrary, Business Wales (2018) reported that the Welsh Government has launched a ‘Brexit Resilience Fund’ of £1 million, which is available for Welsh businesses to help them adapt to the changes in a post-Brexit economy. Brexit will mean a fundamental shift in the way many of the Welsh companies do business, and it is pivotal that the Welsh Government explores all options at their disposal and mobilise every possible resource to guarantee that businesses in Wales have access to the funding they need to thrive. Hiut Denim Company can, according to Business Wales (2019), apply for funding between £10.000 and £100.000, which will help them safeguard their current position in the fashion industry as well as keeping all their employees. 

2.1.2 Economic
Dibb and Simkin (1996) stated that the economic environments, recession or boom, will have a major impact on any market, as will customer demand and spending behaviour. These conditions are prone to dramatic changes, patterns and fashions. Macro-economic factors deal with the management of demand in the economy; the key mechanisms that governments use for this are interest rate controls, taxation policy and government expenditure. (Blythe and Martin, 2016). An economic recession can have a great effect on the business and some industries might be affected more than others which could result in both companies and private customer spending less, according to Sandiland (2019).




2.1.2.1 Increase in cotton prices
Three of the four largest global cotton producers; China, India and Pakistan, have decreased their levels of output the last couple of years, according to Michael Page Retail and Fashion (2019). In China, their cotton harvest dropped from eight million metric tonnes in 2008 to 6.5 million tonnes in 2010. This may arguably be draught-related as, according to Li et al (2017), more than half of the global cotton supply is harvested in regions with major water shortage. In 2010, Pakistan was hit by a flood that exacerbated the cotton shortage. Jagdish Parihar, the managing director of global cotton at Olam stated in Bokhari (2010) that the devastating flood in Pakistan created a scare of cotton shortage, however, before the disaster the supply-demand for cotton was tight. India restricted their exports in order to protect its own domestic supplies and price levels. However, in 2012, BBC News (2012) reported that the Indian Government lifted their ban on cotton exports. 
Due to the above issues and restraints, Cotlook, an independent analysis firm, forecasts a decline in the world’s stock of cotton by the end of 2019 (Ezhova, 2018). In addition, Jha (2019) reported that the price of cotton has risen by 6% in March 2019 alone. Companies such as Primark and Marks & Spencer saw a major profit loss in 2011 as a result of the changing conditions for raw materials sourcing, according to Michael Page Retail and Fashion (2019). 
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Figure 1.3 – Cotton Price Index (Trading Economics, 2019)
Hiut Denim Company was founded in 2011, when there was a great shortage and restriction on cotton, and it can be argued that the prices they charge for their jeans is a result of the increase in cotton costs. Instead of absorbing the cotton price so their customers won’t be affected by the high prices, they have found it necessary to increase their prices so they won’t be affected by profit loss. 










2.1.2.2 Exchange rates and Inflation
Ledbetter (2018) stated that inflation is the most commonly used term to describe an increase in the price of goods and services over time, which decreases the purchasing influence of the currency. If inflation rates rise above 5% however, they can be arguably be devastating to an economy and then especially small businesses such as Hiut Denim Company.
It was reported by Sutevski (2019) that the rise and fall in exchange rates has been a major problem for businesses the past months. This is due to two key issues; the vote of the UK to leave the EU and the presidential election of Donald Trump in the US. This has created a havoc in the currency exchange markets. Sutevski (2019) predicts that a period of uncertainty is set to continue, and the effects of inconsistent currency exchange rates will have a dramatic effect on businesses. It was further stated by Sutevski (2019) that the financial havoc is bad news for any company, regardless if they deal with overseas suppliers and customers or not. However, it is usually the small businesses that bear the impact of economic uncertainty and the related growth and drop in currency values. 
Riley (2019) stated that the changes in the value of key currencies may increase difficulties in making new deals and overseas contracts for businesses. These deals are pivotal in order to survive today’s market and continue to grow, however, an inconsistent exchange range can arguably mean that a deal that was profitable when made becomes a non-profitable deal.  
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Figure 1.5 – Inflation and the Exchange Rate for the UK (Riley, 2019)
A weak currency may make it more difficult for the Government to finance any budget deficits if overseas investors lose confidence in the company. However, it may also create an improvement in the equilibrium of trade and drive development of production in industries that serve export business, according to Riley (2019). 




2.1.3 Socio-Cultural
Blythe and Martin (2016) defined socio-cultural factors as “those areas that involve the shared beliefs and attitudes of the population”, and further suggests that people are taught how to behave in certain ways as a direct result of reactions from society. 
2.1.3.1 [bookmark: _Fashion_Trends]Fashion Trends

Online thrift store thredUp published a 2019 Resale Report, and it was noted that more customers are becoming more environmentally aware which often drives them towards more affordable second-hand items. Reints (2019) stated that the second-hand economy – a $24 billion market as of 2018 – is projected to grow nearly 1.5 times the size of fast fashion in the foreseeable future by hitting $64 billion. 
72% of consumers prefers to buy their clothing from environmentally-friendly brands and 60% would increase their loyalty to a brand if they offered a recycling program. On this note, Hiut Denim Company has created their own club ‘No Wash Club’, which is focusing on the quality of the jeans their consumers are buying and the planet. Hiut Denim (2019) stated that “It saves a bunch of water, which makes for a more beautiful jean in how it looks, and how it takes responsibility for its impact on the planet”, and they make their jeans in the most environmentally-friendly way they can. Alongside trying to be as environmentally-friendly as possible, they are bringing a small town of only 4,000 people back to its jeans-making roots, initially helping the local community by creating a workplace. (Hiut Denim Company, 2019). 

2.1.3.2 Online shopping versus City Centre shopping
As a continuum to section 2.1.3.1 – Fashion Trends, it has been reported by Retail Insight (2019) that fashion spending in town centres are expected to slump by 13.8% by 2023. From 2013 to 2018, online shopping has increased from 15.2% to 27.3%, and it expected to further increase to 34.5% in 2023.
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Figure 1.6 – UK Clothing and footwear spending (Retail Insight, 2019).
Regardless of the predicted future of online shopping versus city centre shopping, it was reported by Savills World Research (2016) that a total of 75% prefers to try on clothes in the store before they buy them. Therefore, shops still remain as relevant as ever, but retailers increase their revenue due to the development of online shops. Hiut Denim Company does not own a city centre shop and are mostly visible online. However, regardless of this, the business is thriving, and they continue to grow. This can be directed back to the increase in online shopping, and Hieatt stated in Smale and Brosnan (2017) that “the internet has changed only everything. The internet allows us to sell direct and keep the [profit] margin… it enables us to compete.” Yet, as Hiut Denim Company does not have a physical store, it has been reported by Hieatt in Smale and Brosnan (2017) that the company has to deal with a return rate of about 14% due to sizing issues. Regardless, Hiut Denim Company has increased their revenue solely based on an online shop, which underpins the research conducted by Retail Insight that online shopping is becoming the preferred mean for customers. 



2.1.3.3 Influencers 
Todisco (2017) stated that influencer marketing has been on the rise, and fashion and beauty influencers have changed people’s buying behaviour. Hieatt in Smale and Brosnan (2017) stated that Hiut Denim Company sends out free jeans to influencers in hope that they will write or talk about the brand. They are initially trying to build their brand credibility as they are a small business in a small town in Wales. It has been relatively successful for Hiut, as they have increased their sales in multiple destinations due to celebrity endorsement. Meghan Markle, the Duchess of Sussex, was seen wearing jeans from Hiut Denim Company during a visit in Cardiff. This spiked the interest in demand, and the company struggled to keep up with the continuous growth. (Sheffield, 2018)
2.1.4 Technological
Post (2018) reported that technology is a key part in business, and it may impact the business negatively or positively. One of the most noteworthy technological changes in this century is the rise of social media. Mangold and Flauds (2009) stated that customers use social media due to its immediate access to information and it is helping consumers to decide what to buy or to gather information about new products and brands. Hiut Denim Company is using social media effectively, having built a celebrity following which includes rock bands such as; The Stranglers and The Manic Street Preachers as well as UK presenters Ant and Dec. This has helped driving customers to their website. (Benady, 2014). Hiut Denim Company would, with the help of technology, be able to use valuable information-based metrics to improve production and targeting and to further maximise their revenue, according to Bush (2016)
Another major factor to consider is the continuous development of automation in the fashion industry in order to maximise efficiency and mass-production. Sherman (2017) stated that technology systems may reduce the need for humans to execute certain tasks and is set to alter global economy. It was further reported that even though handmade pieces may always be perceived as higher value and better quality, the automated sewing machines would radically reduce the need for human clothing workers. Hiut Denim Company (2019) stated they want to bring manufacturing home, to use all the skills that is available instead of using automated machines. However, it can be argued that automated manufacturing would drive greater on-demand production which leads to improved customisation and reduced inventory risk, alongside more reliability. 


2.2 Micro-environment
The researcher will use Porters five forces as a framework to look at the organisation’s current micro environment, in addition to resources and capabilities and previous performance (Woods, 2007). Porters five forces will help the author analyse the attractiveness and the success of this particular industry (Porter, 1979). Hooley et al (2012) further this by stating that the five forces help shape competition and with a systematic analysis of each force can assist managers identify the keys to competitiveness within that industry.

2.2.1 Competitive Rivalry
Wilkinson (2013) stated that competitive rivalry refers to how businesses within an industry put pressure on each other to limit the competitors profit potential. The Hiut Denim Company charge a relatively high price for their products with the lowest price for a pair of jeans being £150. Because they charge a higher price than retailers such as Primark and New Look, it means they are not targeting the same audience. Hiut Denim Company is seen to be competing with other well-established, high-quality brands such as; Diesel and Levi Strauss. Being a small business based in Wales, Hiut Denim prides itself with hand-made jeans created by masters with a true passion for the profession, which ultimately differs them from their well-known and well-established competitors. It is believed that they have a competitive advantage as their jeans are tailor made to the customers exact measurements.

2.2.1.1 Unemployment rates in UK
Partington (2019) reported that UK unemployment has dropped to its lowest levels in over 44 years, despite fears over Brexit. The Office for National Statistics (2019) stated that the unemployment rate fell to 3.9% in January, which was down from 4% a month previous. This is the lowest unemployment rates since 1975. 
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Figure 1.7 – Unemployment rate in UK (Partington, 2019)
Unfortunately, the vigorous picture of today’s job market may arguably hide several problems facing the UK economy in the future. Partington (2019) stated that the unemployment rate figures cover a period when the UK GDP growth cooled from the higher levels seen in the summer of 2018. It needs to be noted that organisations may have employed employees to meet demand rather than investing in productivity-boosting equipment, which is paving the way for weaker growth in the forthcoming future. Andrew Wishart in Partington (2019) stated that “this will add concerns that the Brexit-related fall in investment is having a detrimental effect on the economy, as firms have opted to hire workers to meet demand rather than invest. It must be noted that Hiut Denim Company have re-hired the skilled workers that used to work for Dewhirst Ladieswear due to effectiveness instead of mass-hiring unskilled and untrained staff which could possibly affect their efficiency and core beliefs. 

2.2.2 Supplier Bargaining Power
Suppliers with bargaining power can apply pressure on the business by charging a higher price as well as controlling the availability and the delivery times of the supply (Martin, 2014). Their main way of distributing their products is online, however, they are present at a few independent shops which understands the importance of great quality and great design. Furthermore, the imports of selvedge denim from Japan and organic denim from Turkey makes them heavily dependent on these suppliers in terms of providing them with high quality materials (Hiut Denim 2019). This gives Hiut Denim Company’s suppliers a high bargaining power as Hiut must be willing to pay a higher price for high-quality material. However, the most significant factor providing power to suppliers are in fact that there are no current substitute inputs for labour. Jeans manufacturing depend on labour due to the complications of automating precise cutting and stitching needed, according to Gheen et al (2012).
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Figure 1.8 – Supplier Bargaining Power (Gheen et al., 2012)

2.2.3 Buying power
This may arguably be one of the most important forces, as this comprises the bargaining ability of buyers who can choose to push down prices, not purchase products or change preferred retailers. 
The most central factor that weakens buyer power is buyer size. Each buyer is an individual consumer, and they offer a small amount of the total clothing industry revenue. In this case, buyers have therefore no power to negotiate price or services with Hiut Denim Company that maintains a moderately large customer base (Gheen et al., 2012). On the contrary, buyer independence is one of the factors strengthening the buyer power. There is great competition in the denim jeans industry and there are ample options, however, the only hindrance to total buyer independence is brand loyalty. This may arguably weaken retailers, nevertheless, Hiut Denim Company operate with the policy of not supplying their jeans to major retailers which strengthens the brand loyalty of its customers due to not having the option to purchase the jeans elsewhere. However, there is a risk of buyers engaging in backward integration as Hiut Denim Company produces their own apparel and it strengthens the customers buying powers because they are forced to purchase their product directly from the company. (Porter, 2008). 
2.2.4 Threat of Substitution
As fashion is constantly changing, the denim industry in general have been struggling with the threat of substitute products. Lutz (2015) stated that the new trends such as leggings and trousers have become a substitute for denim products as these are seen to be both more comfortable and cheaper. Therefore, the threat of substitution products within the jeans industry is rather high as competition within this market in increasing. The Hiut Denim Company is as a result seen to benefit from developing a differentiation strategy in order to meet with consumer demand. However, recent reports show that the denim market is growing more quickly than athleisure for the first time in many years (Fitzpatrick, 2017). This can arguably be in Hiut Denim Company’s favour considering they manufacture denim jeans, yet, the previous substitution from denim to athleisure clothing does not seem to have affected the company in a negative manner. 

2.2.5 Threat of new entry
Porter (1979) stated that new entrants to an industry often brings new capacity and significant resources in addition to the desire to gain market share. The possibility of additional businesses entering the denim market directly affects the existing profit and competition levels experienced by businesses. New businesses may, according to Gheen et al (2012), bring with them the potential to pressure prices, costs and investment rates of return as well as taking market share from reputable businesses. However, the actual threat of new entrants differs in terms of current barriers and on the reaction of the competitors within the same market. It can be argued that barriers to enter the denim market are low as manufacturing such products does not require any significant expertise. Thus, the clothing industry has minimal governmental regulations which is contributing to low entry barriers due to rapid increase of new competitors (Adamski, 2017). One of the main barriers to the denim market is the struggle of establishing brand recognition and attaining differentiation. Hiut Denim Company has managed to establish a stable brand reputation, therefore making it more difficult for new entries to compete. (IBIS World, 2011).
As the denim market has experienced a solid growth, it may make it more attractive to new entrants, and the ease of entry to the market have drawn in many new businesses and is expected to continue in the foreseeable future. Therefore, it is pivotal that Hiut Denim Company continues to create high-quality and handmade jeans in order to maintain their brand reputation. 
2.3 Internal Analysis
In order to carry out an internal analysis of the organisation, the researcher has chosen to use the 5M framework to examine any shortfalls in existing resources as well as to ensure that all elements are being used to the company’s advantage (Whalley, 2010).
2.3.1 Manpower
Hiut Denim Company (2019) reported that the organisation currently employs 15 staff who have the sole responsibility of designing and manufacturing their jeans. It is important for the business to have the right employees in the right positions in order to increase organisational effectiveness and efficiency (Omoregie, 2015). All employees at Hiut Denim Company has previously worked for Dewhirst Ladieswear, which used to be the main jeans manufacturing hub in UK. Hiut Denim Company is using their expertise and knowledge to the fullest, and this may arguably help developing the local community.
2.3.2 Materials
Hiut Denim Company imports their selvedge denim material from Japan and their organic denim from Turkey, according to Smale and Brosnan (2017). Unlike most fashion brands, Hiut Denim focus all their energy on one product, with the use of the best raw materials with handcrafted detailing and artisan processes. This helps Hiut Denim Company differentiate themselves from the cheap and low-quality fast fashion retailers that exist amongst their competition. 
2.3.3 Machinery
Oxford Marketing (2019) stated that machinery comprises of Customer Relationship Management (CRM) Systems and other specific equipment that the organisation is dependent on. It can be argued that Hiut Denim Company have a sufficient system implemented in order to store customer data as they are experiencing a great boost in demand. Therefore, it is necessary for them to have a well-implemented system to track customer order dates, deliveries and payments. However, Hiut Denim Company must make sure they have sufficient machinery for the production of their jeans, as well as additional systems which supports the business in distribution and packaging. As it is a small business, with large revenue and only 15 employees, such system is pivotal to their growth, effectiveness and efficiency. 
2.3.4 Minutes
As mentioned in section 1.2 – Background of the organisation, it takes the ‘grand masters’ of Hiut Denim Company approximately one hour and 10 minutes to produce a single pair of jeans. It is therefore questionable whether the company is being as efficient as possible in their production. It must be noted that competitors produce more jeans in the same amount of time, and they outproduce Hiut with more than 4:1. This may ultimately result in a loss of prospective customers for Hiut Denim Company as they are not meeting customer demands in a timely manner. 
2.3.5 Money
Hiut Denim Company did not spend money on advertising their jeans, as they only took to twitter and from there they went viral. It is advised that the company start to invest in advertising and marketing as this will help build their brand and image more effectively. Moreover, it may allow the business to continue its steady growth and avoid any loss of market share to new entry competitors (Reeves, 2019). 

2.3.6 [image: ]Strengths and weaknesses


2.4 Strategic Intent
Mburu and Thuo (2015) stated that strategic intent concerns the current position of an organisation for future developments of products, competencies, systems and relationships that will help the business gain a competitive advantage. It also includes the mission and vision of the organisation. It can be argued that Hiut Denim Company’s strategic intent is to create tailor-made jeans that is high in quality, handcrafted by ‘grand masters’ in the most environmentally-friendly way possible. Their vision is to bring ‘jeans home’ to Cardigan in West Wales and to re-employ all previous employees of Dewhirst Ladieswear to continue the growth of the local community and to create jobs where skilled employees can execute their passion. 

2.5 Segmentation
Segmentation is described by Yeshin (1998, p.341) as “the means by which the characteristics of homogeneous groups of consumers can be determined”. Wood (2017) supports this by stating that no organisation will have enough resources to fulfil every customer need and argues that segmentation is important to find customer behaviours, needs and wants within specific subgroups. In regard to the Hiut company, segmenting the market will help to understand the reason for customer purchase habits. The company will need to look at demographics in terms of gender, age, behaviour and lifestyle segmentation in order to fully understand their consumers needs and wants (Seidel et al, 2019). The purpose of this is to eliminate undesirable segments and to look at the opportunities the organisation has in regard to the remaining segments (Woods, 2017). 

8.1.1 Targeting and Positioning
When the organisation has completed the market segmentation, the company should be familiar with the needs and wants of the chosen segment. This is done in order to identify any gaps in the market place, as some customers may not be adequately served by the competitors (Camilleri, 2018). According to Karradeniz (2009) to determining a positioning strategy, the company needs to identify the rivals completely and correctly so that the Hiut company can position their products in a market where it will be beneficial for their customers as the product is not offered by the competitors and so that the customers will prefer their jeans compared to their competitors. Therefore, as The Hiut Jeans Company is competing with well-established brands such as Levi’s and Diesel, it is necessary that customers feel that the company can offer products that are more valuable than their competitors. 

9 Competitive Advantage
Porter (1990) suggested that in order to formulate a competitive advantage within the market, the organisation is dependent on understanding its environment and consider other surrounding social and economic factors. 
The huit denim company must therefore develop a competitive strategy that is focused on how to the organisation can create value for their customers and achieve a competitive advantage (Johnson et al, 2017).
In order to do so, the researcher recommends using a differentiation strategy which is part of Porters Generic Strategies. This strategy focusses on delivering a product that is seen as unique by their consumers whist enabling them to charge a higher price (Johnson et al, 2017). Implementing this strategy will help the company to differentiate through their design of jeans. 
9.1.1 Promotional goals

It was stated by Berry and Thomas (2018) that SMART (Spesific, Measuable, Achievable, Relevant and Timely) objectives are more probable to be achieved. 
The researcher is aiming to produce objectives for the Hiuet Denim company that will improve their current performance. As a result, the company is recommended to implement the following objectives: 
· Increase sales with 10% within 12months
· Update social media profiles once a day
· Aim for 50k followers on social media within 6 months
· Raise general awareness of the brand within 12 months
· Create denim wear for all four seasons – including summer wear such as denim dress, skirts, short etc. within 24 months.

10 Evaluation and control
It is recommended that the organisation evaluates their performances on a regular basis in order to work efficiently. Moreover, understanding the industry they work within, so they can help them segment accordingly, this will allow the organisation to produce the products that are demanded by their customers. Lastly, it is recommended that the company overlook their promotional goals in order to track their performances and to evaluate whether any changes in strategy must be considered. 
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