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Synopsis 

The appearance of COVD-19 pandemic has affected the worldwide economies and resulted a tremendous impact on global business. Accordant with this global pandemic, an analytical report has prepared which aim to evaluate the strategies for Samsonite International S.A. to ensure its business continuity under the COVID-19 epidemic situation. The company background of Samsonite International S.A. will be studied. The firm’s business performance evaluated along with the economic disruption due to the pandemic outbreak. Potential challenge faced by Samsonite and its industry were exanimated and recommendation was provided as its business continuity.  
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1   Introduction  

The appearance of COVD-19 pandemic has affected the worldwide economies and resulted a tremendous impact on global business. Accordant with this global pandemic, the strategies for Samsonite International S.A. as a large consumer goods company in Hong Kong has been studied to ensure its business continuity under the COVID-19 epidemic situation. 

Samsonite International S.A. is a well-known largest lifestyle bag and travel luggage company in Hong Kong. This firm has a long history with multinational nexus which operates worldwide in different geographical region. It builds up its reputation and brand awareness through several acquisitions, it is a very successful international corporation with significant increased in net sales prior outbreak of COVID-19. 

In this analytical report, business performance of Samsonite evaluated along with the economic disruption due to the pandemic outbreak. GDP growth rate was used to examine the macroeconomic environment under the situation of COVID-19 and justified the drop-in economic activities. 

Several challenges have faced by Samsonite and its industry under the widespread of COVID-19. The cost and revenue structure of the firm was studied and retrieved the impact on the firm’s business have been significant. Income generated through the investment of Samsonite was not in scope in this report. Based on the analysis, recommendation has been provided for business continuity. 

2   Company background   

Samsonite International S.A. is a well-known largest lifestyle bag and travel luggage company. In this section, we will discuss the background of this firm, the development of its footprint in Hong Kong, the product scope and as well as its competitors. 

2.1 History of Samsonite International S.A.

[bookmark: _Hlk61802351]Samsonite International S.A. has more than 110 legacy years. It was founded in 1910 in Denver in United States by Jesse Shwayder, the business was started as a trunk manufacturing company (Samsonite International S.A., 2011). In 1993, the firm’s brand portfolio was reinforced through the acquisition of the luggage brand, American Tourister Inc. (Samsonite International S.A., 2011). This acquisition consolidated the firm’s market products under two of the most famous brands in the luggage market. 

Samsonite sold their products in over 100 countries including North America, Asia, Europe and Latin America with about 37,000 points of sales through a different wholesales and retails distribution channels (Samsonite International S.A., 2011). 

The firm was incorporated in Luxembourg with its registered office at 13-15 avenue de la Liberté, L-1931 Luxembourg (Samsonite International S.A., 2020b). Samsonite is determined to raise funds for expansion and it chose to launch its IPO in Hong Kong. In Jun 2011, raised USD 1.25 billion in a public offering in Hong Kong, since then, it is listed and traded on Hong Kong Stock exchange as SEHK: 1910 (Barreto, 2011). As of Jun 30, 2020, Samsonite has around 10,400 employees worldwide with market capitalization of USD 1.435 billion (Samsonite International S.A., 2020b). Hong Kong is one of the operations and sales regions in Asia. Samsonite has about 28 stores in Hong Kong (including 2 in Macau). From below Graph 1 and Table 1, it showed firm’s net sales decreased dramatically in first half year of 2020 and there was a significant drop in the net sales in Hong Kong.

Graph 1. Geographical Net sales of Samsonite in Hong Kong and Asia of first half year 2014 – 2020 
[image: ]
Sources: Samsonite International S.A. Interim Report 2015, p.28; Interim Report 2017, p.26; Interim Report 2018, p.34; Interim Report 2020, p.35

Table 1. Geographical Net sales of Samsonite in Hong Kong and Asia of first half year 2014 – 2020 
	Net sales 
(in USD mio) 
	2014
	2015
	2016
	2017
	2018
	2019
	2020

	Hong Kong
	35.2 (8.4%)
	38.16 (8.1%)
	32.1 (6.8%)
	63.3 (11.2%)
	80.9 (12.1%)
	80.4 (12.5%)
	19.4 (6.9%)

	Asia
	421.4
	471.4
	470.6
	563.3
	668.3
	643.6
	283


Sources: Samsonite International S.A. Interim Report 2015, p.28; Interim Report 2017, p.26; Interim Report 2018, p.34; Interim Report 2020, p.35

2.2 Product manufacturing and sales region 

Samsonite engages in design, manufacturing, sourcing and distribution of luggage, bags and travel accessories. Over the years, Samsonite reformed their production line and deliberated their warehouses and distribution networks. According to their Global Offering material, there were around 94% products manufactured by third party manufacturer located in China and other Asian countries in 2010. 

Manufacturing of soft-side luggage is labor intensive while hard-side and hybrid luggage is capital intensive (Samsonite International S.A., 2020a). In the view of this, Samsonite utilizes in-house manufacturing for production of hard-side and hybrid luggage, this can be more cost effective. The firm is also actively in sourcing many third-party suppliers which allow them to shift the production line to different vendors (Samsonite International S.A., 2020a). 

Due to the recent effects of the incremental tariffs imposed by the United States on product sourced from China, the firm is finding ways to expand the product sourcing geographically outside China and at the same time and renegotiating better price with vendors for the U.S. market (Samsonite International S.A., 2020a). In 2019, the firm sourced 33% of its global product purchases from outside China (Samsonite International S.A., 2020a). It had increased 5% when compared with the figure in last year. The firm is planning to further diversify their supply chain geographically in coming future. 

Samsonite is a worldwide multinational firm, it sells its products in different geographical location including North America, Asia Europe and Latin America. According to the firm’s Interim Report 2020, North America had the highest net sales which was about 40%, Asia was the next top region with 35.3% while Europe had about 19.6%. 

North America is still being the highest net sales region among the others and most of them are from United States. In Asia, net sales in China, Japan, South Korea and India were 23.6%, 20.9%, 15.3% and 12.2% respectively (Samsonite International S.A., 2020b). As of 30th Jun 2020, Hong Kong recorded net sales of USD 19.4million which is about 6.9% in Asia (Samsonite International S.A., 2020b).  

2.3 Product portfolio 

Samsonite offers luggage, business and computer bags, outdoor and causal bags, travel accessories and protective cases for personal electronic devices under the brand of Samsonite, Tumi, American Tourister, Speck, Gregory, High Sierra, Kamiliant, eBags, Lipault and Hartmann (Samsonite International S.A., 2020b). 

Their products are separate into two product categories which are known as travel category and non-travel category. Non travel category includes business and casual bags, accessories and other products. In the 30th Jun 2020, the firm recorded net sales with USD 802.3 million with 54.4% from travel category and 45.6% from non-travel category. 

Table 2. Percentage of net sales by product category among different regions in 2019
	Product Category
	Overall
	North America
	Asia
	Europe
	Latin America

	Travel (in %)
	59.4
	57.6
	59.0
	66.5
	45.7

	Non-Travel (in %)
	40.6
	42.4
	41.0
	33.5
	54.3

	Total Net Sales 
(in USD mio)
	3,638.8
	1363.4
	1313.4
	792.2
	166.7


Sources: Samsonite International S.A. Annual report 2019

In Table 1, it shows the percentages of net sales by product category among the major regions in 2019. The percentage net sales of travel category in North America, Asia and Europe recorded more than 50% while it is vice versa in Latin America. Total net sales of the firms in 2019 is around USD 3,638.8 million with 59.4% from travel category and 40.6% from non-travel category. The firm generate its revenue through different regions and their goods are mainly from travel related products. 

2.3 Industry competition

Luggage industry varies across the worlds and is highly diversified. Samsonite has operated in different regions and it is one of the few firms with multinational operations. Major players in this industry are Samsonite Group, VF Corporation, Delsey, VIP Industries, Antler, Rimowa and Crown. According to the industry overview performed in the Samsonite Global Offering in 2010, they identified different segments in lifestyle bag and travel luggage industry, the segments are differentiated from the retail price of the products. The market position of various brands is categorized into value, mid-market, premium and luxury. Most of the fragmented local brands were under value segment, VIP Industries was between value and mid-market segment. Alter and American Tourister were identified as mid-market segment. Delsey and Samsonite were classified as premium segment. Rimowa and Tumi were in between of premium and luxury segment. Louis Vuitton was falling into luxury segment. 

The key challenges in this industry are the brand awareness, innovative and quality products and effective network of distribution channels. Leading player in the market benefit from the brand names and the extensive distribution channels. In order to expand their business, the firm acquired other brands and increase the market share in the industry. 

3. Samsonite’s business performance amid the economic disruption due to the COVID-19 outbreak   

Outbreak of COVID-19 has raised the concerned on global health and the travel disruption resulted a huge impact on various industries, including travel and retail trade. The degree of impact on macroeconomic environment and the current business structure of Samsonites is definitely determined by the duration and severity of the pandemic.

3.1 Macroeconomic environment affect by COVID-19 

The spread of COVID-19 has caused a significant reduction in economic activities worldwide. According to the April 2020 World Economic Outlook (WEO) forecast, the Global growth in 2020 is lower than projected. The outbreak of COVID-19 has had a more negative impact on the activity in the first half year of 2020 than expected. According to International Monetary Fund (IMF), annual percentage change of world GDP growth in 2019 and 2020 is 2.8% and -4.4% respectively. 

Table 3. Annual percent change of Real GDP growth in 2017 -2020
	
	2017
	2018
	2019
	2020

	World
	3.8
	3.5
	2.8
	-4.4

	Advanced economies
	2.5
	2.2
	1.7
	-5.8

	Emerging market and developing economies
	4.8
	4.5
	3.7
	-3.3

	China
	6.9
	6.7
	6.1
	1.9

	Germany
	2.6
	1.3
	0.6
	-6

	Hong Kong SAR
	3.8
	2.8
	-1.2
	-7.5

	United States
	2.3
	3
	2.2
	-4.3


[bookmark: _Hlk62856050]Sources: International Monetary Fund, 2020

In Table 2, the GDP growth rate resulted a sharp downturn in advanced economies when compared with emerging markets and developing economies. It noted that spread out of COVID-19 resulted a more adverse impact in advanced economies in which the contraction in business sales or earnings were expected to be more significantly detrimental. Given the difference in scale and scope of the social distancing and business closure, the duration of the drop-in economic activities and its extent to the structural damage varied. 

China is a developing economy, its GDP growth rate in 2020 is 1.9% while advanced economies like Germany, the United States and Hong Kong with negative growth rate. Among the three advanced economies, Hong Kong’s GDP growth rate was -7.5% and it was the one with the greatest decline in 2020. This may be due to the additional reason of political unrest causing the market to be more challenging. 

In 2020, the social stability in Hong Kong has been restored, however, the steeper economic contraction resulted in huge impact on consumption, retail and tourist related business sector. Country lockdown and implementation of social distancing rules due to the COVID-19 causing severe impact on retail and tourist related industry. Retailers, such as GAP, Victoria’s Secret, etc., are closing their stores in Hong Kong due to the sharp declined in sales induced by COVID-19. The Census and Statistics Department of HKSAR released the statistics of Gross Domestic Product (GDP) for the third quarter of 2020. Hong Kong’s GDP in second quarter of 2020 decreased by 9% in year-on-year change in which the private consumption expenditure decreased dramatically in the second quarter of 2020, it dropped to 13.3%. The consumer goods under the consumption expenditure in domestic market plunged down for 36.8%. The shrinking of consumption expenditure reflected the low consumption appetite and in return reduced business performance. 

3.2 Current cost structure of Samsonite 

Due to the COVID-19, impact of low net sales resulting a decrease in cost of sales and an increase in percentage of distribution expense of net sales. Cost of sales for end of 30th June, 2020 decreased 47.5% to USD 366.8 million with gross profit margin of 49.4%. Distribution expenses decreased 32% to USD 408.1 million (Samsonite International S.A., 2020b).

From the product production angle, although most of the products are manufactured in China, the firm also maintains its owned factories and operates in Belgium, Hungary and India (Samsonite International S.A., 2020b). The firm relied on its in-house factories for hard-side luggage productions as this production line is comparatively capital intensive and more innovative design required due to more competitive than soft-side luggage (Samsonite International S.A., 2020a). 

In order to offset the declines in business revenue, their management have taken various actions to reduce the cost structure of their business. It is no surprise to see the large reduction in marketing expenses and administrative expenses. Same as other organization, the firm implemented a restructure program which aimed to reduce its fixed cost due to the global economic contraction.  

Spending on marketing cost during the six months ended 30th June, 2020 was USD 44.50 million when compared to USD 103.1 million in 2019. The firm aggressively reduced the spending in marketing during the first half year and it will be expected for the coming months. Decreasing short-term advertising spending aim to retain the cash flow for long term initiative investment. 

The firm has a steady approach to the cost control as a source of continuity under this volatile economic. In response to the impact of COVID-19, the firm had accelerated its action and implemented a restructure program in Mar 2020 (Samsonite International S.A., 2020b). As of 30th June, 2020, the firm incurred restructuring charges of USD 28.8million including the severance costs associated with stores closure. 

3.3 Current revenue structure of Samsonite

Samsonite’s first half 2020 net sales was USD 802.3mio and it decreased by USD 953.4mio, i.e. 54.3%, compared to a year earlier in 2019. The revenue of the firm driven from different aspects which including geographical locations, brandings, product categories and distribution channels. This helps to accumulate the revenue of the firms through well-diversified brands to increase the penetrations in the markets as well as to maintain its competitiveness in the industry. 

Table 4. Net sales of Samsonite International S.A. by brands by six months ended 30 June
	Net sales by brand in USD mio
	2020
	2019

	Samsonite
	360.7
	797.6

	Tumi 
	156.2
	363.4

	American Tourister
	136.2
	320.6

	Speck
	33.7
	50.2

	Gregory
	24.1
	34.9

	High Sierra
	14.7
	39.3

	Other
	76.6
	154.8

	Total 
	802.3
	1755.7


Sources: Samsonite International S.A. Interim Report 2020

In Table 3, although there was significant drop in the net sales in 2020, Samsonite, Tumi and American Tourister were still being the top 3 revenue driven brands. 

Samsonite operates in varies countries and it is different to the functional currency of the financial statements reported. The multinational subsidiaries generally use the locally currency as their functional currencies and rely on varies investment including forward exchange contract for hedging. Also, the firm maintain high cash flow and liquidity in 2020, total cash and cash equivalents as of 30th June, 2020 increased to USD 1,589.80 million from USD 462.6 million at 31st December, 2019 (Samsonite International S.A., 2020b).

4   Analysis and discussion  

In the global difficult economic environment, Samsonite is not the only firm have to face this difficulty. The outbreak of COVID-19 since the 2019 has posed an extraordinary challenge to the world, with the cross-boundary restriction and various social distancing rules imposed, some of the industries were inevitably collapsed. Job unsecure and reduction in household income resulted in low spending appetite. The shrinking of economy led to a series of impact to business performance worldwide including Samsonite. The firm’s business recorded a decreased of net sales by USD 953.4 million for the first half 2020.

The challenges of Samsonite will be analyzed through different aspects from costing, pricing and marketing shares. The firm has to take into several actions to change this situation, some of the actions have been implemented as the business continuity plan. The effectiveness of the continuity plan will be discussed and assessed. 

4.1	Challenges facing the company

4.1.1	Change in supply and demand management    

The spread of COVID-19 shocked the supply and demand. During the COVID-19 outbreak, government around the world have adopted various measurement to contain the spread of the virus and the firm followed their instruction and advise. Closure of business interrupted the productions of goods and consequently the supply of goods decreased. However, spending power declined due to the shuttered business and as a result the demand dropped. This happens due to the interrelation of complex economy.

According to the Monthly Survey of Retail Sales issued by Census and Statistics Department in December 2020, luggage is classified as other consumer goods and its value of sales decreased 10% when comparing with the year of 2019. During Covid-19 pandemic, cross border travel cancellation as a result of city lockdown and cross-boundary restriction, the need for purchasing luggage and the accessories decreases even offering a discount. There is a change to the demand profiles of durable goods and discretionary products which noted a negatively affected in their business performance including Samsonite. 

At the beginning of March 2020, the operated factories were closed due to the city lockdown. This suspended the firm and its vendor’s production line which also affect Samsonite’s supply chain. However, due to the reductions in sales, the firm has lowered its production levels or even canceling the orders in order to aid managing its inventory level. Even though some of the operated factories have been reopened in second quarter, they are just open for limited production capacity. The firm has changed and rescheduled for their inventory planning. The cost of sales of average inventory turnover days for 30th Jun in 2019 was 147 and increased to 261 in 2020 (Samsonite International S.A., 2020b). The major reason for increase in average inventory turnover days was due to the reduction in demands. 

Th price of the products can be determined with the demand and supply. However, during the period of COVID-19 pandemic, it changed the demand and supply profile of the firm. The elasticity of demand of the products has to be redetermined. The sensitivity on the quantity demanded of the products to its prices seems to remain low during this period. 

4.1.2	Costing challenges 

Samsonite sells its product through different channels which including company operated retail outlets. The firm sold its through wholesale and direct-to-customer (DTC) channel, in 2020, about 36% of net sales were driven from DTC channel which including retail and e-commerce (Samsonite International S.A., 2020b). 

The demand of Samsonite’s products reduced due to the temporary closure of retail stores and cross-boundary restriction on travels and reductions in discretionary spending of customers. The firm’s net sales have sunk by 54.3% for the first half year of 2020, net sales derived from DTC retail and wholesale channels declined 60.2% and 53.3% respectively. Sales of the firms were severely impacted by the outbreak of COVID-19 (Samsonite International S.A., 2020b). 

In response to this, the firm has reviewed its business structure and took actions to reorganization to reduce its fixed cost. The cost from the production factions including employees, rentals and lands cue management to adjust. Samsonite has implemented a restructuring program in March 2020, a total payout of USD 28.8 million for severances due to reductions in labor and store exit fee with leases. In the period of first half year in 2020, the firm has exited 71 stores, total number of operated retail stores was lowered to 1,245 as of 30 June 2020 (Samsonite International S.A., 2020b). Total number of employees were down to 10,400 in first half year of 2020 compared with 14,500 in 2019, the firm incurred USD 22.1 million in severance costs as of 30th June, 2020 (Samsonite International S.A., 2020b). 

Due to outbreak of COVID-19, numbers of retails have requested for rent relief from the landlord. In order to reduce the DTC retail channel fixed cost, the firm is continuing to look for rent relief and concession. Other than reduction on headcount, the firm also reduced the employee benefits expense of existing employees, in order to overcome the existing challenges. Employee benefits expense recorded USD 191.6 million for the end of June 2020 and there was USD 86.5million reduction when compared with 2019 (Samsonite International S.A., 2020b).

4.1.3	Market sharing challenges

Luggage industry is highly diversified around the world. There are various reputable brands in this industry. The widespread of COVID-19 leads to travel restriction and city lockdown, the luggage industry has hardly damaged. The needs of Samsonite’s products are relatively less imperatively when compared with the non-durable goods. Most of the potential customers has been limited their spending on travel luggage which highly impacted the sales of the firm. 

It is important for Samsonite to maintain its brand awareness and being innovative on product design to remain its competitiveness in the market. The firm also strategically acquired different brands to strengthen its position in the market through diversify their brand and product portfolio. Samsonite acquired in different segment products, Speck Products, Lipault and Gregory in 2014 (Mansfield, 2014). The firm had its largest acquisition in 2016 with its competitor, Tumi, for USD 1.8billion (Chang and Wei, 2016). The firm has announced nine acquisition since 2012, it broadens the product portfolio into other travel and non-travel related bags brands (Chang and Wei, 2016). The firm planned to achieve annual sales to USD 4.7 billion in 2020 (Chang and Wei, 2016). Graph 2 showed the net sales of Samsonite since 2012, due to the outbreak of COVID-19, the firm’s net sales were not able to go as their plan and dropped dramatically since 2019.

Graph 2. Net sales of Samsonite from 2012 – H1 2020 

[image: ]
Sources: Samsonite International S.A. Annual Report 2013, p.5; Annual Report 2015, p.6; Annual Report 2017, p.9; Annual Report 2019, p.6; Interim Report 2020, p.7

4.2	Strategies to ensure business continuity under the Covid-19 epidemic situation

4.2.1	The business continuity plan 

Implementation of city lockdown and travel restrictions due to the COVID-19 resulting most of the people to stay home to prevent further spread of the virus. Samsonite’s business was highly impacted by the pandemic. However, as the situation of COVID-19 is gradually improving, the spending pattern of customers has strengthened and the market is expected to regain its potential. 

As a continuity, Samsonite have to plan for their operation after the COVID-19. It will help to shorten the recovery time and minimize the business loss. First of all, the firm has to maintain the supply chain and have to resume the productivity of its products. In order to bring up the sales numbers, Samsonite has to further revisit its distribution channel and its product portfolio.

4.2.2	Implementation process

Broadening the product line in different country can help to diversify the country risk and balance the supply chain. The production of products will not be totally affected by the city lockdown. Currently, most of Samsonite’s products are made in China, the firm still ran 3 production facilities in Europe at Hungary and Belgium in 2017 and maintained a line of luggage made in Europe for production of hard-shell suitcases. 

Although China is regarded as a global manufacturing hub due to its inexpensive labor cost, implementation of China’s Minimum Wage Regulations rose the minimum wage in varies region since 2011. According to the International Labour Organization, monthly minimum wage in Hungary and China in local currency was HUF 161,000 (~ USD 550) in 2020 and CNY 2,120 (~ USD 330) in 2018. The wages of the workers in China are catching up to Europe. In also considering to the trade negotiations between the United States and China, Samsonite is increasing its production capacity in Hungary. Plasteurope.com revealed in 2017, the firm production capacity in Europe expected to have 17% increment with the expansions of the product plants in Hungary. 

Samsonite sold its products mainly through wholesales and direct-to-client (DTC). DTC channel includes the firm’s operated retail stores and DTC e-commerce. The firms started to invest resources on DTC e-commerce business since 2017. According to Graph 3, 80% percent of the sale were derived from wholesales channel for the period of 2014 to 2016. The net sales increased in DTC channel since 2017 which reflected the success of the firm’s strategy of investing in e-commerce. 

Graph 3. Percentage of sales in distribution channel for the first half year 2014-2020
[image: ]
Sources: Samsonite International S.A. Interim Report 2015, p.24; Interim Report 2017, p.28; Interim Report 2018, p.26; Interim Report 2020, p.28

According to the interim report in 2020, net sales in the DTC e-commerce increased from 10% in first half year of 2019 to 13% for the same period in 2020. Technology has greatly favored during COVID-19 and habits of online shopping is more frequent than before. There was a survey jointly conducted by Netcomm Suisse Observatory and United Nations Conference on Trade and Development retrieved the pandemic has changed the way of consumers use e-commerce and digital solutions. (United Nations Conference on Trade and Development, 2020). More customers are relied on internet and shift to online shopping especially for the consumers in emerging economies. The firm has potential to explore and expand the e-commerce business opportunity. 

In section 2, we have illustrated Samsonite’s product portfolio. Their products are mainly categorized into travel related or non-travel related products. It was noted that Travel related product generated about 60% of net sales. Sales of travel related products were highly impacted during COVID-19 due to the travel restriction. Increase in the product diversities on non-travel related products which increase the customer experience. This may help to enlarge the product variety and further bring up the business. 

5  Conclusion and recommendations  

Implementation of city lockdown and travel restrictions due to the Due to the COVID-19, most of the people have to stay home to prevent the further spread of the virus. Samsonite’s business was highly impacted by the pandemic. However, as the situation of COVID-19 is gradually improving, the spending pattern of customers has strengthened and the market is expected to regain its potential. 

Temporary or seasonal fluctuations will not prompt a change in the overhead rate, but permanent production changes should cue management to adjust overhead rates.

Samsonite has to maintain the supply chain to resume its productivity and further revisit its distribution channel and product portfolio for their business continuity under this new global business environment. 
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