This report will assess the micro and macro-economic conditions in which ASOS internationally operates. It will assess the actual and potential implications of the the micro and macro-economic factors upon ASOS. Following this assessment the report will evaluate the current position of ASOS within the international market and then make recommendations for a future organisational direction. ASOS is a an online only apparel retailer that was started in the United Kingdom (UK) in 2000. The aim of ASOS is to be the No. 1 apparel retailer for those ages between 20-29 (twenty somethings). Today ASOS delivers to over 200 countries but its main markets are the UK, EU (European Union) and the US (United States). It’s total annual sales revenue by 2018 is £2.4 billion with a pre-tax profit of £82 million and annual sales growth of 26% (ASOS 2018). As ASOS was first started in the UK this market accounts for the largest share of its revenue. However, ASOS is aiming to match its UK online apparel dominance in the EU and the US. Although continued growth can be expected due to online sales predicted to account for 40% of the total apparel market in developed economies in the near future, ASOS faces some significant economic factors. Its target consumer market has at best had stagnant wage growth and others having decreasing incomes in recent years. The increasing costs of housing in the developed world is one major factor but so is also growing income inequality due to a lack of redistribution of wealth. There are also major global political events that are having economic effects on the global economy that are and will impact ASOS financially. The UK withdrawal from the EU (Brexit) due in March 2019 and the uncertainty surrounding this is having a detrimental effect on consumer confidence in the UK. The US President Donald Trump has opened a trade war, particularly with China, which he thinks will help to combat unfair trading practices against the US. Russia has had trade sanctions imposed on it by the UK, EU and the US following Russia’s invasion of the Crimea Peninsula. These events have had the effect of making business and consumers lose confidence which is having an economic impact now and will continue to do so until political agreements are made. Therefore, ASOS on the one hand is in a strong position to expand further internationally due to the rise in demand for online apparel shopping from its target market. However, in order to reach is desired goal to be the No. 1 retailer to 20-29 year olds then they will have to navigate successfully a range of challenging micro and macro-economic factors. 

The main micro economic factor that effects ASOS customers are the levels of disposable incomes for its target twenty somethings market. Millennials, those that were born between 1981-2000 are the first post war generation to have a a lower disposable income (at their age) when compared to previous generations in the UK. This is compounded further by a 152% increase in UK house prices from 1995-2015 which reduces further the disposable income of twenty somethings further (O’Connor 2018). The UK Office of Budget Responsibility (2018) predicts that average UK household disposable income will only increase by 0.5% over from 2018-2023. In ASOS’ other main markets a similar pattern of lower incomes for ASOS’ target market exists. In the US 15-24 year olds have seen their median income decrease, whilst 25-34 year olds have seen their incomes remain stagnant with no growth (Mislinski 2018). Therefore, it is reasonable to presume that during the short and medium term that our consumers disposable income will remain low and that this will in turn have implications for ASOS. How ASOS overcomes this problem and managing to get their customers to continuing to spend with them and attract new customers will depend greatly upon how the knowledge culture of its employees works. If ASOS takes a top down knowledge transfer that is based on its home market then this will be unlikely to work because the transfer of knowledge should go both ways from locals to global and vice versa. Local managers should be given the flexibility to apply their knowledge to their local market. However, if global management think an idea from a local operation could be successful globally then they should transfer this knowledge to all local operations (Buckley 2004). Such knowledge sharing will help ASOS to find initiative ways to attract its consumer to spend with them. 

Another factor that is effecting ASOS, and will continue to do so in the coming months, is lowering consumer confidence due to Brexit. Due to the uncertainty surrounding the UK’s exit from the European Union consumer confidence has been lowering from mid-2018 onwards. In November 2018 the index recording for UK consumer confidence was -13, the lowest recording since the Brexit referendum in 2016 (Bruce 2018). This drop in confidence has led to heavy discounting by all retailers a in the run up to Christmas 2018. It is estimated that an average of 48% discounts will be offered prior to Christmas and that heavy discounting will continue in the coming months (Partington 2018). This will significantly reduce ASOS’ profit margins whilst we have to compete with our competitors discounts. There is also potential for our turnover to be effected as online fashion spending has slowed from 2.6% in October 2018 to 0.4% in November 2018 (Halliday 2018). Consumer confidence has also drastically reduced in our US market. Consumer confidence is at its lowest level in three years as of December 2018. This is due to consumers concerns about the wider economy (Lange 2018). Also in the EU consumer confidence has been declining throughout 2018 (European Commission 2018). 

Another consideration for our UK operation is the potential for the introduction of tariffs on clothing/foot ware imports from the EU following Brexit. If there is not a trade deal agreed between the UK and the EU then the UK will have to trade with the EU under the World Trade Organisation’s tariffs. The average tariff for clothing and footwear is 11%-16% (Wright 2016). This is likely to lower demand for such products from our consumers if these additional costs result in an increase in retail prices. Such an introduction of tariffs would go against the economic theory behind free trade which resulted in the opening up of global economies to trade during the 20th century. Firstly Adam Smith and then later Daniel Richardo argued that trade between countries was to the benefit of both parties. Smith developed the theory of Absolute Advantage that stated a country should concentrate its resources on producing goods that they can produce at a higher quality and faster rate than another country. Richardo’s Comparative advantage economic theory argued in favour for countries to specialise in producing goods or services that they could produce at a lower opportunity cost than another country. More recently in 1978 the economist Milton Friedman argued in favour of free trade over protectionism. He believed that if a foreign country had a competitive advantage over the US then this was good for the economy as a whole. The US consumer would buy these foreign goods with US dollars. The foreign country would use these dollars to buy goods/services from the US or another country. This other country would use some of this money to buy goods/services from the US. In the end the money paid to the originals foreign country for the cheaper product would find it’s way back to the US. Then the US would not lose the money it has spent on the foreign product, instead it would recoup this money and also have the benefit of having saved money purchasing the cheaper foreign product (Camp 2018). These theories make the case for free trade, that it is beneficial to countries to trade because it ultimately should lead to lower costs for consumers. This results in an increase in disposable income which these consumers can spend elsewhere thus boosting the economy. Tariffs on free trade between the the worlds major economies would have an impact upon demand for the products that ASOS sells. Demand is the quantity of a product consumers are willing to spend at a given price (Griffiths and Wall 2011). Economists and business organisations use a graph called a demand curve to estimate how many products consumers are willing to buy at different prices. The demand slopes down left to right on the graph. If the price of a product was to fall this would lead to an increase in the quantity purchased on the graph. If the price was to rise this would lead to a fall in the quantity purchased (Griffiths and Wall 2011). Therefore, if the prices of Asos’ products were to increase we can expect the quantity purchased to decrease and sales revenues to lower.  

Another consideration for the potential implications of Brexit on our UK operations is the increased regulatory burden that may take place. For example it is likely that VAT on imports will have to be paid upfront on goods arriving from the EU to the UK. This will have a negative impact upon cash flow and also increase administrative costs due to additional bureaucracy (Helm and Inman 2018). The potential  introduction of customs checks at ports for imports into the UK will also have significant implications for our UK and EU operations. Currently there are no customs checks for goods travelling to or from the UK to the EU. If the UK reverts to WTO rules following Brexit then trucks with goods travelling from the EU to the UK can expect on average custom checks to take 45 minutes (Meaney 2017). It can be reasonably assumed that a similar situation will happen to hauliers travelling from the UK to the EU. Delays in transporting goods to our warehouses will mean a choice between holding more stock so that customers are not waiting for items they have ordered or to allow customers to wait longer for an item. ASOS is a part of a global production network  and increased customs regulations will impact on this network. When evaluating a global production network ASOS is described as the lead firm whose role is to coordinate and control the organisations services through product and market definition. Other parties in the network includes strategic partners, specialised suppliers industry specific and specialised suppliers non-industry specific. A global production network must have three or more roles, performed by different and independent firms such as a lead firm and its strategic partners or external suppliers and customers (Coe, N. and Yeung, H. 2015). ASOS does not produce its apparel itself, some is designed by ASOS but made by independent factories, others are made by independent organisations (for example Nike). Also Asos relies on independent transport organisations to move its goods. This highlights then that ASOS it not fully in control of its production network and therefore it will not be able to fully control the detrimental effects of any regulatory burdens as a result of Brexit or more widely because of increasing protectionism. 

Immigration and visa rules are also a regulatory burden upon our operations and there is the potential for further complications once the UK leaves the EU. Currently ASOS can get visas for our current employees working outside of the EU and coming to work in our UK operation under the Intra-company Transfer Visa. If we wish to employ someone new from outside of the EU then the rules are more restrictive as new employees need to be on a salary of at least £30,000 (United Kingdom Government 2018). Although both the UK and EU governments have expressed the wish to make working each other’s territories for UK and EU citizens as easy as possible after Brexit there is no formal agreement yet about future visa rules. All that has been confirmed by both sides is that freedom of movement will end and that the UK and the EU will reciprocally treat each other citizens as being from third countries. Only short term visits such as holidays will be permitted without a visa (Calder 2018). This meaning that workers from mainland Europe will likely have to go through a similar work visa process as currently non-EU workers do.  There is currently an immigration skills charge of £1,000 per year per worker on a visa for non-EU workers (United Kingdom Government 2018). If this charge is extended to cover EU workers as well then the administrative costs of hiring foreign workers will significantly increase. Anti-immigrant sentiments are spreading across the EU and the US. Therefore, there is potential for it becoming increasingly harder to hire workers that require a visa across ASOS’ core markets.  

Our ability to hire employees with the required skills will also be hindered by a points based visa system between the EU and UK. Although it is widely accepted that hiring local talent enables a company to successfully expand overseas. However, hiring local talent is also best complimented with sending existing talent from the home/base operation to the new market (thus less restrictive visa regulations are beneficial). This ensures that there is a consistent level of training and ensures that there is clear communication by head quarters (Accenture 2018). ASOS’s strategy is to be the leading online fashion retailer for twenty somethings. There are huge opportunities for expansion in the UK, Europe and the US. For example our sales revenue in the US is £179.2 million out of an apparel market of £234.8 billion. Therefore, the ability to hire talent in our different locations will be key to our expansion. ASOS will require a sophisticated Human Resource Management (HRM) strategy in order to manage our people resources throughout this expansion. Firms with coherent HRM systems outperform those without such systems on financial indicators of interest to owners and investors e.g. return on equity, return on assets, profit growth, etc (Newcombe 2013). Therefore, it is in ASOS’ financial interests to ensure a coherent HRM system is in place. Coordinating an expansion overseas for a HR department is organisationally difficult, many businesses expanding overseas face increased difficulties because they try to manage the expansion from a centralised HR department in the home country. A better strategy is to maintain this central function but to supplement it with a local HR team that works under the umbrella of the central function (Grant Thornton 2017). This will then reduce difficulties faced with attracting talent and adhering to local regulatory requirements. 

Currently ASOS has a 6.9% market share for millennials (15-35 year olds) in the UK, 5% market share in continental Europe and 2% market share in the US. For the year ending 31 August 2018 ASOS retail sales had increased by 26%, international sales increased by 27% and there were 18.4 million active users. Significantly profits had grown by 26%. ASOS expects e-commerce penetration in the apparel market to grow to 40% in developed countries (ASOS 2018). Therefore, they expect their growth to continue in the long term. In comparison with our nearest competitor Boohoo in the online apparel market for millennials, they reported a total revenue of £183 million in June 2018 (Jahshan 2018) whereas ASOS total revenue was £2.35 billion. Marks and Spencer, the overall No.1 UK clothing retailer, total clothing sales were £3.2 billion in 2017 (M&S 2018). Internationally ASOS still has significantly lower total revenue than the worlds leading apparel retailers. The No.1 Christian Dior, which owns 70 luxury brands, has annual revenues of $49 billion (£41.42 billion). Zara, No.2, has total revenues of £29 billion and Nike, No.3, has revenues of $35 billion (Debter 2018). Based on these international competitors ASOS has to maintain its strong growth to date in order to be considered a true major international apparel retailer. ASOS’ growth strategy is “… focusing pricing and capital investment in three target markets: the UK, continental Europe and the US” (ASOS 2018). Due to the small market share in particular in the US of 2% a concerted focus on investment in this huge market should result in higher sales growth for ASOS. However, investment alone will not result in further sales growth in the US. ASOS must also understand that there are separate cultures, even in the developed western world, that have what is described as different hierarchy of needs. All cultures possess the same list of needs such as esteem needs, the requirement for luxury goods that display status, or safety needs, such as the requirement for a house for shelter (Usunier and Lee 2013). The hierarchy of needs will be different in the US to the UK or EU. It is likely that esteem needs will be higher in the US because in US culture displays of wealth hold more value. 

As discussed earlier ASOS faces is facing significant issues both in microeconomic and macroeconomic terms. In the current largest market, the UK, ASOS customers have had declining or stagnant growth in their disposable income due to low wage growth but mainly due to high housing costs. This is likely to continue in the medium and long term. It also could be exasperated due to consumer confidence over Brexit and the economic effects of the UK’s withdrawal from the EU. Conversely Brexit could have negative economic effects on the EU (as the UK is a large trading partner with the rest of the EU). If Brexit continues to have destabilising economic effects on both the UK and the EU then this could help contribute to a global economic slowdown. Already the trade war between the US and others (particularly China) and sanctions on Russia is effecting world stock markets. This is likely to effect the confidence of business and consumers, again resulting in negative economic effects.

Given the strong international sales growth from ASOS in it’s main markets of the UK, EU and the US it is reasonable to presume that if the predicated growth in e-commerce penetration in the apparel market then that ASOS revenues in these geographical areas will also continue. For ASOS to further grow its revenues in the long term and in particular to look to rival the sales revenues of Christian Dior or Zara then ASOS should seek to expand into emerging markets. Per capita incomes in emerging market economies are predicted to see significant growth from 2016-2050. In 2016, U.S. GDP per capita was around four times the size of China’s and nine times the size of India’s. By 2050, U.S. GDP is expected to only be around double China’s, and just three times India’s.
Vietnam, India and Bangladesh are projected to average an annual GDP per capita growth rate of more than 4 percent through to 2050. Meanwhile, developed countries including the U.S., U.K. and Japan will all see growth of less than 2 percent. This growth means millions of people will be joining the middle class over the next 30 years… especially in India, as well as in China (Anon 2017).

ASOS states “Our mission remains unchanged: to be the world’s no.1 fashion destination for 20-somethings.” (Asos 2018). To achieve this ASOS needs to look beyond its three core markets (UK,EU and US) and expand into emerging markets. China is an ideal market to look to expand into next. As mentioned earlier most of the own brand apparel for ASOS is produced in China. Therefore, transport costs would be reduced if these products were made and sold in China. Also trade tariffs and the administrative costs of getting products through customs would be avoided. ASOS would have to be mindful of the fact that China has a very different political and regulatory landscape to its current main markets. There would be a need to adapt in order to successfully enter the Chinese market.

Spar (2009, p. 207) states:

Firms that are accustomed to working in a regulated environment in one country may find themselves in a wholly unregulated and competitive market in another country. And firms accustomed to the free market may find themselves in a heavily controlled environment once they cross national borders. In either case, foreign investment demands a considerable amount of commercial adaptation.

China has made the biggest progress out of all of the merging markets in moving towards being a developed country. Disposable personal income in China increased to 36396 CNY in 2017 from 33616 CNY in 2016. In 2008 disposable income was only 15780 CNY (Anon 2018). This income growth puts China on par with South Korea ($8,000), however, it still has a long way until it can match the likes of the US and Japan with $35,000 and $26,000 disposable income respectively (Atsmon and Magni 2018). Further increases in income are predicted in the long term with income set to reach an estimated $12,500 by 2027 (Anon 2017). Much is made of China’s population becoming increasingly older and that this may have negative economic effects in the long term. However, China has the same median age as the US (37.4), the numbers of older people are higher but only because the general population is so high. China has a millennial population of 400 million compared to 80 million in the US. 90% of China’s millennials own a smartphone (Dychtwald 2017). Therefore, China has a significant young millennial population that have rising disposable income and have mobile internet access. ASOS should seek to enter this market in order to meet its aim of being the number one retailer for millennials. The key to entering a new market like this is to have a comprehensive business strategy. A strategy is required when rapid and discontinuous changes occur in the environment of the firm… and this may be caused by saturation of traditional markets” (Ansoff 1987). Although the core markets of ASOS are not yet saturated it is likely they will do in the medium to long term and ASOS need to have a strategy for further international expansion. There are various methods for entering a new market, such as franchising and acquiring a local competitor. However, ASOS previously has made a direct entry into the US and EU markets. 

Whilst this has proved successful in the past China has a different culture from the that of the UK, EU and US. “Company reports and management studies make it clear that a lack of cultural sensitivity costs businesses money and opportunities” (Deresky 2016, p.83). Cultural sensitivity is an awareness and an honest caring about another individuals culture. In order to provide this cultural sensitivity it is suitable to hire local talent in China because around 80% of foreign managers have a poor or average performance level compared to local managers. Local knowledge could be acquired through a partnership with a local organisation or the an acquisition of a local organisation. Cultural sensitivity extends to a website itself. Multinational e-businesses cannot simply translate their online content to local languages. For example when Dell launched an e-commerce site in Japan the web pages were designed with black borders. However, black is considered a negative colour in Japan and this then was detrimental to the number of visitors to the website (Deresky 2016). Whatever strategy is chosen it is important that political factors within ASOS do not set back the implementation of the strategy.  There will undoubtably be competing factions with one side wants to maximise profit and the other wanting to create potential future profit. Ansoff (1987) describes the pursuit of short term profit as competitive behaviour and the pursuit to create potential profit as entrepreneurial behaviour. Although an organisation requires profit it needs to balance this against investment in order to ensure future profits as well. ASOS must have a strategy that encourages entrepreneurial behaviour for market entry into China. Although this type of behaviour is profit absorbing in the short term ASOS should see a return on their investment in the long run.   

The United States (US) President Trump imposed trade tariffs of 10% on a total of $250 billion Chinese goods in 2018. He introduced the tariffs with the aim of ending the trade imbalance that the US has with China so as to protect US jobs (BBC 2018). As 372 of our suppliers factories are based in China (ASOS 2018) and we have a US operation the impact of a trade war between the US and China will lead to an increase in the cost of imports from China and therefore increased retail prices. This will have an adverse effect on the sales turnover of ASOS based on the economic theory of supply and demand. This theory states that when prices rise then the quantity demanded for that good/service lowers (Kagen 2018). Therefore if our retail prices rise due too trade barriers introduced by the US on imported apparel from China then demand for our goods will lower and our turnover will also be lowered. How much any such increase in price effects the demand for our goods can be evaluated using another economic theory, the price elasticity of demand. Price elasticity of demand is an economic measure of the change in the quantity demanded or purchased of a product in relation to its price change (Kenton 2018). A product is described as being in elastic or elastic depending on the significance of its use. An essential product is an inelastic product and an inessential product described as elastic. For example petrol is viewed as an inelastic product because people need to use their vehicles to go to work and a Rolex watch would be classed as an elastic product. Apparel would also be classed as an elastic product. This means that the quantity purchased is highly influenced by the price. If there is a significant price increase then demand will significantly lower and vice versa. Therefore, trade tariffs will have an detrimental impact now and going forward on our US sales turnover if our supply chain operation remains the same.  Alternatively we may have to switch suppliers to those located in the US or another country that the US has not imposed high trade tariffs. More concerning is the potential for higher trade tariffs to be introduced by more countries. 

Although China has been the main target for US tariffs President Trump has also approved the introduction of tariffs on the EU, Mexico and Canada for steel and aluminium. In retaliation they have imposed their own tariffs on selected US goods (BBC 2018). The imposition of tariffs could spread leading to a global economy where protectionism is prevalent. If this were to happen then this would leave ASOS vulnerable because our retail prices would become less competitive to those goods that are made and sold in the countries where we operate. It would be inevitable that onshoring (The practice of transferring a business operation that was moved overseas back to the country from which it was originally relocated.) would take place, although the extent to which this happens depends upon how widespread tariffs may become and the percentage of the tariffs imposed. If onshoring does take place, particularly in developed countries that have higher production costs, then again demand for our products will likely reduce as retail prices increase.  

Trade sanctions on Russia were introduced in 2014 following Russia’s annexation of the Crimean Peninsula from the Ukraine. Currently the negative effects of the sanctions have been felt in Russia itself. They had helped to push the country into a recession and in particular caused a banking crisis as Russia banks could no longer access Western capital markets (Russell 2016). ASOS has operated in Russia since 2013 and in its most recent financial results in 2018 has detailed significant sales growth in Russia (Halliday 2018). Russia has responded to Western sanctions by imposing sanctions on agriculture imports from the West. However, it is predicted that this will only have a marginal negative effective upon the EU economies. It is estimated that GDP will fall by 0.04% as a result of the sanctions introduced by Russia (ING 2018). It can be reasonably presumed then that the effects on our EU revenues will also be minimal. Therefore, despite economic hardship as a whole across the Russian economy this has not led to a reduction in revenue in our Russia market. However, if the Russian economy remains weak in the long term the probability is that our growth rate will be reduced in this market. There is also potential macroeconomic risks to ASOS in the future if sanctions remain in place. Although Russian energy (oil and gas) exports have remained stable it is predicted this will not continue in the medium to long term. Russia relies heavily on Western engineering expertise to access new oil and gas reserves. When sanctions were introduced Western firms withdrew from future planned projects. Therefore, Russia will find it difficult to access these untapped reserves without this expertise. This will then result in a lower supply of energy from Russia and this could then lead to higher global energy prices. Our customers disposable income could be negatively impacted, as  would our operating costs. It is important to highlight that the trade war between the US and in particular China are partly being blamed for the sudden drop in share prices for the main stock market indexes in the US. The Dow Jones index suffered its worst December performance since the Great Depression in 1931. Some US indexes are becoming bear markets and these always precede a recession (Tobey 2018). Any US recession would have global economic consequences and would likely lead to a deteriorating economic performance for ASOS. This comes at a time when ASOS is looking to penetrate further into the US market. A large warehouse is planned to be built that will lower the delivery costs, and enable us to reinvest in lower prices and build out content specifically for our US customers (ASOS 2018). 

In conclusion ASOS has achieved significant growth since it was founded in 2000. It has spread its operations from its base in the UK to over 200 countries with its main markets being the UK, EU and US. It therefore can be described as an international organisation. However, to achieve its aim of becoming the global No. 1 apparel retailer for 20-29 year olds then it requires sustained significant year on year growth. Due to the increasing switch to shopping online, especially amongst younger consumers, will mean that it is likely ASOS will see further growth. However, to be the global No. 1 will require a strategy that can navigate the micro and macro-economic it will face in the present and the future. The main micro economic factor that is and will continue to effect their target market is stagnant or declining disposable income for those aged 15-35 years old. More concerning is the beginning of a global trade war, especially between the US and China. Although many may believe that trade barriers in the US will be removed once President Trump is no longer in office, the call from working class Americans to help restore the manufacturing jobs they once had before globalisation will remain strong and will be hard for politicians to ignore. The same is true for those in the UK that voted to leave the EU. They will continue to feel that globalisation has left them behind no matter whether the UK leaves the EU or not. Therefore, the potential for increasing trade barriers in the long term will remain. This will have a negative financial impact for all international organisations but it will be more keenly felt by ASOS because apparel has relatively low margins and trade barriers will squeeze these further. Taken together with lower disposable income for its consumers then margins will undoubtably be lowered. This could put in jeopardy the future of the whole organisation. Expansion outside of its current main markets could offset these negative factors. Disposable incomes in general are growing in countries like China. Also countries outside of the developed world may not become embroiled in a global trade war. For example China may not impose tariffs on African economies. Therefore, trade between these countries may continue unhindered which may allow ASOS to continue to flourish and grow.
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