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Wu Hon Kwong

2.  Organisation name:
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3.  Your job title/role:
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2/ provide training
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7. Client organisation:
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1/ Incorporates both background market information, financial data from the organization and its
competitors, theory, and strategic models such as the SWOT analysis, BCG matrix, extended
Ansoff matrix, product extension strategies, and John Kotter’s change management process to
define a strategic direction for the company.

2/ Analysis attempts to fulfil the requirements of the three smart objectives highlighted in the first
part of the project.

13. Objectives of project:
1/ to increase both the global freight and logistics market share from 10.5% and 15.3 to 15.3% to
15.8 and 20.1% respectively between 2019 and 2023.

2/ to cut down employee expenses in all the subsidiaries by 11.5% starting 2019 using a 3-year
plan.

3/ to improve the internal communication environment between the top management and all the
employees through creating 3 external events every year starting 2019.

14. What is the business case for considering undertaking the project? Here you need to justify
how achieving the project aim will advantage and benefit the business and its stakeholders.
For example, savings, gaining intelligence of competitors, promoting innovation, return on
investment etc.
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15. Identify the risks associated with the project and how these could be overcome.
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2/ project management skill

3/ project charter

4/ quality

5/ price

16. List the information and resources you will need to make your project a success. State why such
are needed. These may include, people, time, cash, technology, data. Identify any constraints
that you may encounter and explain how you would overcome these.
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2. Journals
3. Census and Statistics Department /#5172

17. State what method you intend to use to collect your primary data. For example, questionnaire,
interviews, telephone surveys, focus groups etc. Outline why a particular research method was
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1. Not applicable
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Books (on topic area): SWOT analysis, BCG matrix, extended Ansoff matrix, product extension
strategies, John Kotter’s change management

Books (on research methodology): SWOT analysis, BCG matrix, extended Ansoff matrix, product
extension strategies, John Kotter’s change management

Journals: Li & Fung Annual Reports

20. Design a time plan for the lifetime of the project. Begin by breaking down all tasks that need to
be undertaken and assess the duration of time you need to devote to each task. Be sure to
show tasks in a logical sequence. Be further sure that you plan well enough to enable you
submit your project report on the deadline date. Include any meetings that are planned with
your project lecturer at UWTSD. Be realistic and make your project manageable, account for
holidays and other “off-days”.
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Executive Summary

This is a consultation project for one of Hong Kong’s top trading companies — Li & Fung.
The focus of this report is to highlight some key issues and problems facing Li & Fung,
which the project highlighted as product and service innovation, change of management
processes, and process improvement. The project incorporates both background
market information, financial data from the organization and its competitors, theory, and
strategic models such as the SWOT analysis, BCG matrix, extended Ansoff matrix,
product extension strategies, and John Kotter’'s change management process to define
a strategic direction for the company. The report’s analysis attempts to fulfil the

requirements of the three smart objectives highlighted in the first part of the project.
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1.0 INTRODUCTION

1.1 Background of the Company

Li & Fung Limited is a Hong Kong investment holding company whose main activity
includes the trading business. Founded in 1906 during a period when China was
experiencing a great change by Park Liu — an English teach, and Li To-Ming, a
merchant, Li & Fung was also amongst the first companies to export to the West. In
collaboration with its numerous subsidiaries, the company carries out its business
activities through two main segments namely trading and logistics (Li & Fung Limited,
2017). The trading network segment provides services for sourcing both global soft
goods and hard goods. Some of the main channels for trading include on-shore
wholesale business, private label merchandise, and buying agent services. The logistics
network deals with providing logistics solutions, as well as freight forwarding services.
The in-country logistics services provide supply chain and logistics solutions across
Asia, but the main focus includes footwear and apparel, food and beverage, fast-moving
consumer goods, and healthcare products (Li & Fung Limited, 2016). The company
uses both online and offline channels to offer the above services. Finally, the global
freight management segment of the business offers full-service international freight

solutions.

1.2 Consultancy Definition
Literally, the term consultancy means the act of consulting. Consultation is the process

of seeking advice from a qualified or a professional consultant (Kubr, 2002). Following



the definition by New Webster’s Collegiate Dictionary, the term consult means asking for
advice or seeking the opinion of a consultant, a person who offers expert advice at a
fee. To explore further, a consultant provides professional services to businesses,
organizations, or individuals. Consultancy services include the identification of a
problem or an issue regarding organizational policies, methods, and procedures, after
which the consultant recommends an appropriate course of action, as well as help in
implementing the proposed recommendations (Lahti and Beyerlein, 2000). The
consultant delivers services through a service delivery process, which entails problem
identification, project planning, data collection, analysis, diagnosis, recommendations,
feedback, implementation, and follow-up and evaluation (Wickham, 2004). As such, this
paper provides a consultation report provided for Li & Fung Limited on how to improve
the in-country and global market share, cut down on employee expenditure, and

improve the internal communication environment.

1.3 Project Objectives

1. To increase both the global freight management and in-country logistics
market share from 10.5% and 15.3% to 15.8% and 20.1% respectively between
2019 and 2023.

2. To cut down employee expenses in all the subsidiaries by 11.5% starting
2019 using a 3-year plan; 2019-2022.

3. To improve the internal communication environment between the top
management and all employees through creating 3 external events every year

starting 2019.



1.4 Methodology

ABC Consultancy Limited utilized on-site meetings with the managers of Li & Fung
Limited to conduct an assessment of the organization’s issues regarding the logistics
market share, employee expenses, and the internal communication environment. Each
manager provided an overview of how their departments conducted the above stated
activities, after which the consultancy identified the key issues facing the organization
as a whole, as well as discussed some of the opportunities and transitions that could
propel the company to a different market level (Li & Fung Limited, 2017; Li & Fung
Limited, 2015). The discussions focused on how to improve the internal communication
system between the management and employees, how to increase the global freight
management and in-country logistics share of the market, and finally how to reduce
employee expenses and foster a trend of profit increment. This research produces the
findings detailed in a report along with the recommendations to assist Li & Fung move

forward the propositions contained in the report.

1.5 Problem Definition

The first problem occurs in the financial year 2017 whereby Li & Fung’s annual returns
dropped to -72.5%, with -14.4% in Hong Kong Luxury, and -16.7% in the overall Hong
Kong market. In addition, the company’s dividend value has dropped from HK$10.20 IN
2014 (Li & Fung Limited, 2017) to HK$1.18 in 2018 (Simply Wall St, 2018). This means
that the company has been making losses for the past five years, which calls for an
action to increase its market share and reduce employee expenses. In addition, the
dividend’s current discount falls at 43% at a share price of HK$1.18 in 2018, and thus

makes its future cash flow to fall at HK$2.05. Clearly, the company’s share price falls



below the future cash flow. Further, Li & Fung has been compensating its employees
higher than the average for organizations that are similar in size in Hong Kong. For
instance, the CEQ’s compensation has risen from USD$1.35m in 2012, to USD$3.2m in
2016, and dropped again to USD$2.8m in 2018 (Li & Fung Limited, 2017; Simply Wall
St, 2018). Finally, the current social internal communication only comprises of sharing
stories, videos, photos, and blogs amongst employees, all of which are digitized and
virtual. This brings the need to develop a culture where people interact more on the
outside other than connect to each other via virtual connections (Li & Fung Limited,

2017).

2.0 MARKET ANALYSIS

2.1 Current Market Analysis

In early 2016, the Census and Statistics Department (CSD) of Hong Kong published
figures indicating a drop of 20.6% in value for retail sales year on year, which was
equivalent to HK$37bn (US$4.8bn), as well as a drop of 19.5% in sales volume year on
year. The only other time the Hong Kong retail market experienced such severe market
fluctuations was the period between 1998 and 1999, right after the Asian financial crisis

(Census and Statistics Department, 2018).



I Retail sales

(%% change, year on year) m—{5lue Volume

25.0
20.0 ,‘"

150 f %

12?] ; s ’\All ;’M
0.0 ] -
-5.0 '\\ f'\/ |

-10.0 L [

-15.0 I

-20.0

-25.0
Jan Jul Jan Jul Jan Jul Jan
2013 14 15 16

Figure 1: Retail Sales data in Hong Kong’s consumer market 2013-2016
Source: The Economist Intelligence Unit; Haver Analytics; Census and Statistics

Department

As indicated in figure 1 above, the Chinese New Year started in February for both 2015
and 2016, which seems to be the main attributing factor to the plunge in retail sales.
Both January and February indicate a plunge of both value and volume of retail sales by
13.6% and 12.3% respectively (The Economist Intelligence Unit, 2018). This plunge in
sales reflects increased consumption by both visitors and locals. However, the drop in
sales during the other periods of the years could be attributed by the slowing economic
growth in China, as well as the drop in tourism spending in the Hong Kong tourism
industry (Goldstein, 1998). Despite the uncertainties caused by the tightening global
monetary policies, the risks in the Hong Kong retail sales market are weighted

downwards.



2.2 Competitor Analysis

Table 1: Li & Fung Competitor Analysis

Li & Fung | Li Ning V.F Samsonite Prada
Corporation | International

VALUE

Share price | HK$1.23 HK$8.53 US$71.34 HK$22.65 HK$25.80

1 year | =-71.3% =32.7% =-4.6% =-38% =-8.8%

returns

Share =40% =27% =11% =38% =9%

discount

Relative Past earnings | Past earnings | Past earnings | Past earnings | Past earnings

price to | basis =10.1x | basis =30.0x | basis =24.7x | basis = 12.0x basis = 31.0x

market Expected Expected Expected Expected Expected
growth basis | growth basis | growth basis | growth basis = | growth basis =
=0.2x =1.3x =1.8x 0.7x 1.9x
Value of | Value of | Value of | Value of Assets | Value of
Assets basis | Assets basis = | Assets basis = | basis = 2.2x Assets basis =
=0.7x 3.0x 6.7x 2.6x

FUTURE

Expected 47.3% 22.9% 14% 16.8% 16.5%

annual

growth

earnings

ROE (3] 14.8% 16.0% 39.0% 15.6% 12.1%

years)

PAST




Earnings Negative and | Delivered Negative and | Delivered Insufficient

growth below 20% year on | above average | 15.3% year on | data for 5

analysis average = - | year =-3.5% year years, but
27.5% above average

for 3 years =
14.2%

HEALTH

Short-term | Able to meet | Able to meet | Able to meet | Able to meet | Able to meet
short-term short-term short-term short-term short-term
commitments | commitments | commitments | commitments | commitments
with its | with its | with its | with its | with its
holdings and | holdings and | holdings and | holdings and | holdings and
assets assets assets assets assets

Long-term | Cash and | Cash and | Cash and | Cash and other | Cash and other
other short- | other short- | other  short- | short-term short-term
term  assets | term  assets | term assets | assets cover | assets  cover
cover long- | cover long- | cover long- | long-term long-term
term term term commitments commitments
commitments | commitments | commitments

DIVIDENDS

Annual 10.54% 0% 2.61% 2.72% 2.61%

dividend

income

Dividend 2.16% Not reported | 1.55% 2.16% 2.16%

amount

Current 2.3x 0% 1.5x coverage | 3.1x coverage | 1.1x coverage

payout to | coverage = =67% =33% =88%

shareholders | 44%

Source: Simply Wall St (2018)
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3.0 BUSINESS SITUATION ANALYSIS

3.1 SWOT Analysis

Strengths Weaknesses
1. Reputable name and branding 1. Traditional business principles
2. The management is well and values
informed and educated 2. Limited knowledge on how to

3. A broad client base linked with

develop a successful B2B e-commerce

integrated supply chain management profile
4. A decentralized style of 3. Lacks professional workforce
management for implementing a successful B2B
5. Existing internal capital business
6. Successful acquisition strategy 4. Poor information gathering
7. Interactive, as well as flexible and research regarding B2B strategies
design process 5. Insufficient knowledge on how
8. Zero inventories to manage other successful SMEs within the
9. The ability to operate in both same industry behave
soft and hard markets 6. Previously, the  company
10.  Balanced business and attempted to embark on a B2B plan,
technology sense but failed due to overemphasis on the
11.  Positive corporate culture old economy model

Opportunities Threats
1. The internet is a true enabler of 1. Failure to  accommodate

digitized and streamlined supply chain
and logistics management

2. Allowing customers to partake
in the design of process

3. Allow SMEs to take part in the
product procurement at discounted

rates

middle men out of the normal trading
scheme is risky as the business uses
more resources to reach the consumer

2. Could lose key professional
employees to competitors who offer
higher compensations

3. If the need for an upgrade to an

11




4, Develop a plan to venture into
markets where surplus products can be
sold (example, eSO — electronic stock

offer markets).

IT-sophisticated company, Li & Fung
could over rely on external companies
for support and maintenance due to

lack of automation.

4, The outsourced company
could access proprietary information
such as strategies and business model

5. The company could undergo
losses by exposing the business to a
new environment if not prepared for

transitional stages.

Sources: (Li & Fung Limited, 2014; Li & Fung Limited, 2015; Li & Fung Limited, 2016; Li
& Fung Limited, 2017; Hill and Westbrook, 1997)

3.2 BCG Matrix

The BCG matrix is simply a corporate planning tool for portraying a firm’s brand portfolio
along with its relative market share and the speed of market growth. Firms use this tool
to evaluate their long-term investment decisions in a highly competitive and volatile
business environment (Fleisher and Bensoussan, 2003). The relative market share
measures the company’s market position in comparison with the greatest competitors,
while the market growth rate portrays the consumer preferences in terms consumption,
which is measured by the changes in the profitability of a company.

Table 3: BCG Matrix table for Li & Fung and its main competitors

Brand Revenues Relative Market
Market growth rate
Share

1. Li & Fung | HK$10,037,771,487 | 0.05 47.3%

2. Li Ning HK$18,330,375,589 | 0.08 22.9%

12



3. V.F | HK$219,281,573,690 | 1.00 14%
Corporation

4. Samsonite | HK$30,765,218,170 | 0.14 16.8%
International

5. Prada HK$63,330,894,000 | 0.29 16.5%

Relative market share = Firm’s revenue / Largest competitor’ revenue

From table 3 above, Li & Fung faces competition from at least four known companies
within the trading business both in Hong Kong and all over the world. Drawing
interpretation from figure 3, the BCG matrix contains 4 quadrants. In an ascending

order, the quadrants represent poor dogs, cash cows, question marks, and stars in the

fourth quadrant (Singh, 2004).
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Figure 2: Lil& Fung Growth-share matrix
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Figure 3: Theoretical representation of the BCG Matrix

Source: www.strategicmanagementinsight.com

The poor dogs operate in a slow growth market, and thus represent a low market share
compared to competitors. The cash cows represent the most profitable brands, which
should be pushed or milked hard to maximize the profits. The stars operate within a
high growth industrial setting, and such maintain a high market share (Smith, 2002).
This also means that investors can invest more in these companies as their future cash
flow is expected to grow higher, and especially when innovativeness can be improved
using the latest technological trends. As observed, Li & Fung (represented by 1) lies
within the star’s quadrant. Finally, the question marks section represents brands that
require much consideration since they hold a low market share in a rapidly growing
market (Olsen and Ellram, 1997). The best action for Li & Fung to take is to liquidate a

percentage of its assets and invest in its long-term strategic goals.
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4.0 BUSINESS STRATEGIES

4.1 Ansoff Matrix

The Ansoff matrix is a strategic planning tool that helps organizations in choosing a
strategy. The tool shows all the risks interconnected with different strategies. The two
figures below indicate the normal Ansoff matrix with four quadrants, and the extended
Ansoff matrix with nine quadrants. Applying the 9-grid matrix creates a room for a

deeper analysis, which introduces modified products on top of the existing and new

ones (Yin, 2016).

Market Partial

New Development  Diversification o
Market b P ing
New Diversification
Development
m 2
9 v Market Limited Partial
]
g b1 Expanded Expansion Diversification  Diversification
b3

Market Product
Penetration Development

Existing

Market Product Product
xistin
Existing Penetration Extension Development

Existing Productsand New Existing Modified New
Services Products and Services

Figure 4: Ansoff Matrix + Extended Ansoff Matrix

Source: https://www.mindtools.com/pages/article/newTMC 90.htm

In this case, Li & Fung can blend its existing services to come up with modified products

and services. One of the modified services is opening retail stores for their

15
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manufactured products in order to widen their clientele and market reach. This strategy
can also help the company in building its brand name locally and internationally. This
strategy does not just entail opening numerous stores at the company’s backyard, it
also entails expanding the global reach by opening stores in other countries of the world
as well, which will result in increased global freight management strategies and logistics
to fill the increase in the delivery gap.

From the extended Ansoff matrix, Li & Fung is advised to use the market development,
market expansion, market penetration, partial modification of its existing products, and
product extension. Using both its existing products and the extensions, Li & Fung can
venture into entirely new markets to establish a presence, expand their presence in their
current markets by building retail stores, and use penetration techniques to enter the
new markets (McDonald, 1996).

Product development occurs when an organization such as Li & Fung is trying to
replace an existing product, or extending the usefulness of the existing products. This
strategy is crucial since it establishes new customers who were not previously in the
initial product. This will entail the use of vertical diversification where Li & Fung would
deepen its commitment to the actual manufacturing process of products such as
pharmaceutical, beauty, cosmetics, and laboratory services to compete with top ranking

organizations such as Prada, V.F.C, and Samsonite International (Hussain et al, 2013).

4.1.1 Product Extension Strategies
At its best, the product extension strategies are applied to increase a market share of a

specific product or products and services. As such the strategic team manages to keep

16



the product within its maturity phase within the product lifecycle instead of sending the
product straight to its decline phase. Considering that Li & Fung has been operational
for almost 113 years, the company has gone through numerous product changes and
phases (Martinez and Chernatony, 2004). Some of the product extension strategies that
Li & Fung could adopt in its endeavor to widen the customer reach and share include
adding new features, changing or modifying the packaging, and identifying new
markets.

After years of existence in the market, products tend to grow stale because the
customers are already used to the very same features that made the product special or
unique to them. Consequently, the declining position of a product as a preference is
attributed to the familiarity in the eyes of the consumer. As such, Li & Fung needs to use
this feature in some of its products such as pharmaceuticals, beauty products, and
cosmetics to renew the excitement of its target audience. Further, Li & Fung also needs
to modify its packaging especially in its lines of personal care products, perfumes, and
toilet preparation products. Repackaging helps in giving the product a new look to the
target customers, as well as appeal to new prospects. Finally, Li & Fung needs to
identify new markets in order to increase its market share (Bakker et al, 2014). Despite
considering the strategy of expanding across new borders, the management should
understand that one of the key considerations should be marketing the products to the
right target audience. The only difference between the existing audience and the
existing is the large size of the new audience (Millberg, Whan Park, and McCarthy,

1997).
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5.0 CHANGE MANAGEMENT PROCESS

5.1 John Kotter’s Change Management

For more than 40 years, John Paul Kotter observed that countless leaders and their
organizations were striving to execute their strategic goals or strategies. As such, he
created a success model that combines progressive factors into a methodology of
instilling change. Through the 8-step process, Li & Fung should follow this model to
instill its two strategic objectives namely (1) cutting down employee expenses in all the
organization’s subsidiaries between 2019 and 2022, and (2) improving the internal
communication environment between the management and other employees outside
the usual formal top-down communication (Kotter, 1999).

Using Kotter’s strategies, Li & Fung should create a sense of urgency to improve the
internal communication of the company. Secondly, the management should establish a
sense of coalition by using a tool that facilitates efficient flow of information. For
instance, Li & Fung can use an organized social get-together to present their strategies.
These strategies should already have strategic vision and initiatives to follow. With a
team of volunteers in place, Li & Fung should then empower the action by cutting down
on other expenses and maximizing on improving communication. For instance, some of
the top management executives are paid more than hundred times as compared to the
middle level management (Kotter, 2012).

Further, Li & Fung should create short-term wins such as setting up three annual trips in
a different country to learn more about other strategic objectives, and enhance
communication at the same time. During such trips, the management in charge of the

strategic objectives formulation should also inform the employees regarding the 3-year
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communication plan and the 3-year expenditure reduction plan. Most departments incur
unwanted expenses, such as flowers and newspapers, which should target all the
departments across all the subsidiaries. The final step includes anchoring a permanent
change within the corporate culture (Todnem, 2005).

With improved internal communication channels, managers can perform their basic
management duties effectively and efficiently. As such, smooth communication will also
help the management of Li & Fung communicate its key strategic goal of increasing its
market share. This makes communication one of the most basic features of a well-

functioning organization.
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6.0 FINANCIAL ANALYSIS

The current valuation of Li & Fung stands at HK$10B, which merely represents less
than 5% of the world’s market share. Using the 2017 financial statements, the company
has been making a losses amounting to 71.3% in the international market, which also
comprises of the 14.1% loss in the Hong Kong Luxury Market, and 16.7% losses in the
general Hong Kong Retail market. As such, Li & Fung needs to adopt the strategies of
expanding its market share in order to compensate for these losses (Li & Fung Limited,
2016; Li & Fung Limited, 2017; Hill and Westbrook, 1997).

Nevertheless, the propositions upheld in the project remain objective considering the
47.3% expected annual growth earnings expected between 2019 and 2022. These
projections are also expected to exceed the low risk savings rate, which gives the
strategic team the justification required to liquidate some of the assets and investing
them in restructuring the company’s products and venturing into new markets, as well
as expanding the existing ones. In comparison with the other competitors, the annual
growth projections will put Li & Fung ahead of its competitors in the next 3 years.
However, for this to occur, Li & Fung must invest intensively in its strategic plans
according to the propositions of this project (Li & Fung Limited, 2014; Li & Fung Limited,

2015).
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7.0 DISCUSSION

This discussion in an assessment of whether the provided theoretical perspectives,
models, and strategies can satisfy the execution of the project objectives. From the
project description, the consultant drew his inspiration to come up with this objective
because most of the information gathered is related to Li & Fung making loss for the
past five years. As such, the consultant also used the current market analysis and
competitor analysis to further support the first objective. From the market analysis, Hong
Kong as market has been experiencing difficulties since after the Asian financial crisis.
Using the SWOT analysis, the report discovers strengths and opportunities to maximize,
and weaknesses and threats to take action against. Further, the project uses the BCG
matrix to justify that Li & Fung should liquidate some of the assets to pursue its long-
term strategic goals related to this objective. Financial analysis and competitor analysis
also helped the consultant in satisfying the requirements of the first objective.

In addition to the BCG, the report also focused on the extended Ansoff matrix to
propose that Li & Fung should focus on market development, market expansion, market
penetration, partial modification of its existing products, and product extension. The
product extension strategies proposed by the report include adding new features,
changing or modifying the packaging, and identifying new markets. As such, the first
objective has been fulfilled and is achievable if the management follows the pointers
regarding strategic objectives. The second and third objectives are covered by Kotter’s
process of instilling change management in an organization. Since these two objectives
are more related to change than achieving financial value, Kotter’'s change management

model was found sufficient to address some of the propositions of the report.
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8.0 RECOMMENDATIONS
1. Li & Fung uses some of its traditional supply chain processes acquired
from a century ago when the company started. Considering that the internet has
taken advanced leaps and bounds, it is crucial for companies such as Li & Fung
to catch up fast and deploy innovative solutions in its trading business. One of
the projects to adopt innovativeness in its functioning should be automation of its
supply chain, which is a game change. This will require the organization to
systemize part or its entire workflow in order to improve the processes.
2. As elaborated throughout the project, the major objective is increasing the
market share. One of the key strategies for achieving that is through adopting the
product extension strategies highlighted in the report. This will create a new
appeal to the existing customers and new prospects, which at the same time will
prevent the products from entering the decline phase.
3. Liquidate a section of its assets and invest in product innovation. This is
possible considering that Li & Fung has a vast estate of assets that are not in
use. Following the BCG matrix, this strategy will help the company cover the
financial requirements needed to extend the brand presence in both the local and
international market.
4. Cut down employee expenses and compensations, and instead invest in
talent development, knowledge management, and improving internal
communication. This will cause a positive contribution to the company’s overall

goal of increasing its market share.
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9.0 CONCLUSION

Li & Fung is a Hong Kong based that focuses on trading both products and services.
According to this report, a consultant was dispatched to Li & Fung to conduct a
preliminary research as to some of the issues and problems facing the organization.
The key issues that the report highlights are related to product and service innovation,
change of management processes, and process improvement. As such, the project
highlights the problem, and uses both theory and existing information to propose the
best course of action to solve the highlighted issues. The project used literature review
based on market analysis, and some key strategic models to analyze the future of Li &
Fung in solving the mentioned problems. Some of the models used include SWOT
analysis, BCG matrix, extended Ansoff matrix, product extension strategies, and John
Kotter’'s change management process. Finally, the report highlight some key financial

performance indicators of the organization, and the offers a set of recommendations.
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