SHEIN'S STRATEGIC ISSUES 		2




[bookmark: _Hlk158993162]SHEIN'S STRATEGIC ISSUES AND ITS IMPLICATIONS ON THEIR OPERATIONS.



Jossett Hector



UEL-SG-7001-64457 Managing Strategy, Operations and Partnerships
Cornelia Nicolaou
University of East London
February 18, 2024





[bookmark: _Toc158994059]Abstract

This abstract provides a comprehensive overview of Shein, a global online fashion giant that has risen to prominence due to its adaptability, affordability, and extensive product range. The company's success is underscored by its innovative business model, financial expertise, and digital impact, with its app being the most downloaded fashion app globally.
However, the narrative takes a critical turn as it delves into the complex challenges Shein faces, particularly in the realm of sustainability. The paper conducts a detailed PESTLE analysis, highlighting political, economic, social, technological, legal, and environmental factors influencing Shein's operations. Notably, environmental concerns emerge as a significant issue, with Shein grappling with criticisms related to its carbon footprint, packaging choices, and the environmental impact of its fabrics.
Further, the document explores Shein's strategic business issues, focusing on carbon dioxide emissions, the low-cost model, and labour operations. The discussion reveals the company's struggle to balance its on-demand model with sustainable practices, leading to environmental and ethical dilemmas. Shein's operational challenges extend to legal disputes, jeopardizing its competitive position and relationships with stakeholders.
The strategic implications of Shein's practices unfold as the paper scrutinizes the impact on stakeholders, including customers, investors, employees, suppliers, and government authorities. The analysis underscores the financial, legal, and reputational repercussions faced by Shein, with legal battles, lost deals, and the need for corrective actions posing significant hurdles.

The concluding section emphasizes the urgent need for Shein to undergo a comprehensive re-evaluation of its operational ethos, focusing on ethical, sustainable, and socially responsible practices. The paper suggests key areas of improvement, including environmental initiatives, fair labour practices, and addressing legal challenges. The transformation presents both challenges and opportunities for Shein, urging the company to navigate this complex landscape with resilience, adaptability, and a genuine commitment to ethical excellence.
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Shein's Strategic Issues And Its Implications On Their Operations.
[bookmark: _Toc158994060]Introduction

Shein, originating from China in 2008 and now headquartered in Singapore, has emerged as a global online fashion giant. While initially carving a niche in women's clothing, Shein has undergone a transformative journey, expanding its repertoire to include an impressive array of fashion items from men's clothing and children's wear to accessories and footwear. Shein’s evolution mirrors its adaptability to the dynamic demands of the fashion landscape.
Shein’s appeal lies in its distinct fusion of affordability and on-trend fashion items, a combination that has boosted it to the forefront of the fast-fashion e-commerce industry. Shein has not merely kept pace with evolving trends but has become a trendsetter itself, consistently refreshing its inventory to align with the latest fashion. This commitment to staying ahead of the curve has solidified its status as one of the largest and most popular players in the global fast-fashion arena.
Central to Shein’s success is its innovative business model, one that caters to the contemporary consumer's desire for affordability and immediacy. The company strategically positions itself as a provider of affordable clothes on demand, ensuring that its offerings are precisely available when consumers seek them. In a world where fashion trends can change in the blink of an eye, Shein's agile approach to meeting consumer needs sets it apart in the competitive online retail landscape.
The financial expertise of Shein further highlights its dominance in the global market. According to Statista.com, the company reported a staggering estimated annual revenue of $22.7 billion in 2022. This marked a significant 44% increase from the $15.7 billion generated in 2021, highlighting Shein's resilience and ability to thrive amid challenges. Even in 2020, a year filled with economic uncertainties, Shein reported an annual revenue of $9.81 billion, solidifying its stature as a financially robust entity. The pinnacle of its success was the achievement of a remarkable valuation of $68 billion in 2022, a testament to its position as a powerhouse in the fashion e-commerce realm.
Shein's impact on the digital landscape is not confined to financial metrics alone; its influence can be seen  through download statistics. The Shein app stands as the most downloaded fashion app globally. In 2022 alone, the app witnessed over 200 million downloads, surpassing even the download figures of industry giants like Amazon. This remarkable statistic attests to Shein's unparalleled digital footprint, solidifying its role as a significant player in the fast-fashion industry. 
However, beneath Shein's layer of success lies complex  challenges and criticisms. The brand, celebrated for its affordability and extensive product range, has faced intensified scrutiny due to the sustainability of its business practices. Environmental concerns regarding the implications of fast fashion, questions surrounding labour practices, and debates over product quality have cast a shadow over Shein's otherwise gleaming reputation. Despite its widespread recognition for offering an extensive selection of affordable products, Shein has come under intense scrutiny and criticism due to its unsustainable business practices and operations, prompting concerns regarding the environmental implications of fast fashion, labour practices, and the quality of specific products.
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Shein’s Strategic Business Issues

[bookmark: _Toc158994064]High levels of Carbon Dioxide Emissions

Shein operates on an on-demand business model, focusing on comprehending the desires and tastes of consumers. They aim to provide customers with their preferred items when needed and at an affordable price. Shein's vision is centred on delivering precisely what each customer worldwide desires. To realize this vision, they initially produce products in limited quantities, typically capped at 100 pieces, to minimize raw material wastage. Subsequently, if a product gains popularity among consumers, it transitions to mass production. According to  (de Ferrer, 2022), Shein uses virgin polyester and large amounts of oil churns, this will produce roughly the same amount of carbon dioxide as approximately 180 coal-fired power 
Even though Shein tries to save on raw materials, even in small amounts, there production is still causing pollution in the form of increased carbon emissions and other wastes. 
In the article (de Ferrer,2022) also  argues that to remain sustainable, Shein needs to produce less products however, given their on demand model this is the opposite as they always produce something new for consumers to buy. In a statement released on the official Shein.com website, the company justified a notable increase in absolute emissions, rising from 6.04 to 9.17 million (57%) in 2022. This surge was attributed to a concurrent 57% increase in production volume (Shein, 2022).
A significant, 10% of all carbon emissions are attributed to the fashion industry. “The fashion industry also uses about 100 million tonnes of oil annually. (de Ferrer, 2022)”. Furthermore, Shein's warehouses contribute significantly to its overall carbon dioxide emissions. 
The reliance on air transport for global package delivery is a significant contributor to Shein's carbon footprint. Shein uses rapid methods of shipment such as air transport  which leaves an estimated 6.3 million tons annually of carbon dioxide. “This figure is substantially short of the 45% target set for reducing global carbon emissions by 2030 in order to reach 0% by 2050”. (Rajvanshi et al., 2023).
The Climate Neutral Now Initiative, aligned with the goals of the Paris Agreement, urges organizations to adopt measures for achieving a climate-neutral world by 2050 (Climate Neutral Now, no date). This initiative serves as a vital tool, encouraging voluntary actions on climate issues and providing recognition for such endeavours. Shein, as a prominent player in the fashion e-commerce industry, is currently grappling with substantial environmental challenges related to its operational practices.
To address these environmental challenges, Shein can consider active participation in initiatives such as the Climate Neutral Now Initiative, reinforcing its commitment to achieving carbon neutrality. Implementing sustainable practices, optimizing supply chain processes, and exploring alternative transportation methods could significantly contribute to reducing Shein's carbon footprint and aligning its operations with global environmental targets. 
[bookmark: _Toc158994065]Low cost model and Competitive Position

Using Bowman’s clock, Shein operates on low cost competitive position. Shein uses it low cost position to help it to operate on the global market and to gain both lower as well as middle level consumers. 
In the fast-paced and highly competitive world of fashion retail, companies vie for attention and loyalty from consumers who seek trendy yet affordable clothing options. Shein stands among these contenders as it  has garnered significant attention and market share through its strategic positioning and innovative business model. To dissect Shein's competitive advantage, we turn to the VRINE model, which evaluates the value, rarity, inimitability, non-substitutability, and exploitability of a company's resources and capabilities.
[bookmark: _Toc158994066]VRINE MODEL

Value:  Shein possesses a valuable competitive advantage due to the high demand for its products in the market. The appeal of their low-cost products resonates strongly with consumers, creating  significant value. The affordability and trendiness of Shein's offerings contribute to a robust market demand, providing the company with a clear edge in the competitive fashion landscape.
Rarity: While Shein competes in a fiercely competitive market, its products are not deemed rare, as various players offer similar items. The fashion industry is dynamic, and the availability of comparable products diminishes the rarity aspect. Shein's strength lies in its ability to navigate the crowded market through strategic positioning and constant adaptation to evolving consumer preferences.
Inimitability/ non-substitutability: Shein faces challenges in terms of inimitability and substitutability, as the fashion industry allows for the easy replication of designs. Competitors can emulate Shein's styles, and similar products are readily available in the market. The lack of a distinctive design or patented elements makes it easier for others to replicate Shein's offerings, reducing inimitability and increasing substitutability.
Exploitability: Shein's competitive strategy relies on a combination of low-cost positioning and strategic brand development. Operating in the expansive fashion industry, where uniqueness is challenging, Shein focuses on achieving a distinct brand position. Despite the lack of rarity or inimitability, Shein effectively exploits its market by targeting the low and middle-level consumer segments. The emphasis on affordability aligns with the purchasing preferences of a broad consumer base, allowing Shein to maintain a competitive edge and drive market share.

[bookmark: _Toc158994067]Unethical  fabric and packaging

To maintain its low cost position, Shein uses inferior materials and non-eco-friendly products and packaging. Shein does prioritize sustainability as their aim is to produce stylish clothes at low prices. According to (Shein, 2022) only 50% of their products are made from responsible material and manufacturing methods. They also currently ship their products in plastic contents which are not sustainable.   Pollution levels are rising yearly, this has resulted in many consumers changing their practices to reflect more environmentally friendly strategies. Consumers  are willing to make more sense in their daily consumption, hence eco-friendly packaging and  sustainability is an important issue for manufacturers and retailers. 
[bookmark: _Hlk158319875]According to (de Sousa, 2023), “around 49% of the global production of plastic is constituted by single-use items”. This is because single-use plastic is only used once before been discarded and in most times ends up causing environmental damages. de Sousa, also states that roughly 160,000 single use plastic bags are used worldwide per second and only a small fraction of these bags are recycled in an effective manner. Given that Shein sells thousands of products per day shipped in single- use plastic bags and most items are also packaged in single use plastics, this contributes a lot to environmental damages. Most of these plastic bags are discarded and eventually leads to pollution  which damages the environment and oftentimes ends up polluting our oceans and water supply. Around 60-95% of plastic pollution in our oceans are attributed to single-use plastics. (de Sousa, 2023).
In article written by( Liu , 2022) , she mentions that  Shein clothes are made from artificial fabrics such as nylon and polyester  which are harmful to the environment. She states that clothes makes from these materials do not decay. According to an article written by (Anggraini 2023), the breakdown of polyester takes up to 200 years, which means that it contributes to pollution and leaching.  The clothes produced by Shein are low quality and can only be worn a few times before they are discarded. Given that these clothes takes a long time to decay it means that they will likely lead to textile pollution as often times they are dumped. 
On the other hand, artificial  fabrics like polyester and nylon during production are treated with lots of hazardous chemicals. (Anggraini, 2023). A substantial amount of energy is used during production. These fabrics are made from fossil fuels hence, their product leads to high energy consumption which in turn releases large amounts of carbon dioxide gases into the environment.  
It is also stated by (Anggraini,2023) that nitrous oxide is released from the production of nylon. This is a very harmful greenhouse gases which is more harmful than carbon dioxide The production of polyester releases many different chemicals such as formaldehyde which is a cancer causing agent.  Also, when polyester fabric is washed some microfibers are shredded  which leads to plastic pollution in our oceans. These small fibres are miniscule enough to pass through the wate filtration systems which leads to pollution of  our drinking water. 
[bookmark: _Toc158994068]Labour Operations

Shein’s labour practices have come under intense scrutiny, with allegations of exploitative conditions highlighted in a documentary titled "Inside the Shein Machine" by Channel 4 news, a prominent UK TV network, as reported by The Mirror. The documentary revealed that employees at Shein factories were exposed to harsh working conditions, working up to 18 hours a day, and earning remuneration as low as 3p per item produced. Shockingly, workers were reportedly granted only one day off per month, resulting in a monthly income of approximately £450 for producing 500 clothing items daily.
In response to these allegations, Shein conducted its own investigation and acknowledged breaches at least two of their factories where employees were found to be working beyond legally stipulated hours, as reported by Otter in 2023. This acknowledgment reflects a significant lapse in ethical labour practices and raises concerns about the company's commitment to ensuring fair and humane working conditions.
To address the backlash and rectify the situation, Shein has taken measures, investing millions of pounds in its factories. This substantial financial commitment indicates the severity of the issues raised and the company's recognition of the need for immediate corrective actions. However, whether these efforts are sufficient to repair the damage to Shein's reputation and regain stakeholder trust remains uncertain.
The documented exploitation of labour adds another layer to Shein's strategic implications, as it not only involves legal and regulatory challenges but also ethical considerations that resonate with consumers, investors, and advocacy groups globally. The convergence of labour rights issues with environmental and legal concerns intensifies the complexity of Shein's situation, necessitating a comprehensive and sustained approach to address the multifaceted challenges posed by its business practices.
[bookmark: _Toc158994069]Strategic implications and its impact on its stakeholders

Due to Shein’s unsustainable practices  they have faced multiple backlash from the public. The critical analysis of Shein's strategic implications and their impact on stakeholders involves a multifaceted examination of the company's practices, legal challenges, regulatory scrutiny, and the broader industry context. These issues have significant consequences for Shein and various stakeholders, ranging from customers and employees to investors and competitors.
In an article written in Forbes magazine on November 23, 2023 it was reported that Shein has started plans to filed to go public in the USA. This has resulted into may criticisms and speculations, as in order for them to file an IPO they would have to prove to the U.S. public that their workers are treated fairly and are paid justly. Perretti, 2023 in an article written mentioned that in United States some  Republican attorney generals have sent a letter of complaint to the Securities and Exchange Commission. These attorneys called on the commission to do an investigation to prevent Shein from trading  in the U.S. until it can be verified that legally they are compliant to do this. It needs to be verified that Shein is in compliance with section 307 of the Tariff Act of 1930. This tariff forbids goods to be  imported into U.S. that have been produced or manufactured partially or entirely through forced labour. 
Shein's decision to go public in the USA has intensified the scrutiny on its labour practices. The necessity to comply with the U.S. Securities and Exchange Commission's regulations, particularly Section 307 of the Tariff Act of 1930, poses a critical challenge. This section prohibits the importation of goods produced through forced labour, including forced or indentured child labour. The from these complaints and indicates the regulatory hurdles Shein must overcome to successfully file for an initial public offering. The allegations of unsustainable practices and the usage of forced labour by Shein have the potential to tarnish its reputation. Investors may also be hesitant to support a company with a tarnished reputation.
In an article written by (Perretti, 2023), it was stated that the CEO of Nine Line Apparel  has raised concerns about Shein and its unsustainable practices. The CEO believes that Shein is making a negative impact on the US fashion market due to its usage of forced labour. These concerns about Shein's impact on the U.S. fashion market suggests that the negative publicity could affect Shein's competitive standing. Competitors may use these allegations to their advantage in marketing and positioning themselves as more ethical and sustainable alternatives. Public perception plays a crucial role in the success of a brand, and negative publicity regarding ethical concerns may lead to decreased consumer trust. With the CEO of Nine Line Apparel expressing concerns about Shein's impact on the U.S. fashion market, there is a risk that consumers may shift their loyalty to brands perceived as more ethical and sustainable.
Shein has also faced criticisms in other countries. In September 2023, there was a protest in London, England in front of one of Shein’s pop up shops. This was  headed by a fashion activist and a sustainability leader (Newsdesk4, 2023). This protest was to boycott the brand due to accusations of human and environmental rights abuses. These protesters are also targeting consumers to purchase from more ethical brands. 

(Zhai, 2023) reported that a campaign called Shut Down Shein based in the US has been formed against Shein. This campaign is to question Shein’s unethical and exploitative  practices. This campaign also sets out to educate the public about all the unethical issues that Shein is faced with  and how they are taking advantage of consumers who purchases their products. 

Also, Shein has faced issues with their operations in South Africa. The government has launched an investigation into Shein due to complaints made from the South African Textile Union and the fashion industry, due to accusations that Shein is exploiting their tax tariffs which is creating an advantage over local businesses. (Zhai, 2023) This investigation by the South African government may result in regulatory challenges, fines, or restrictions. This can affect Shein's operations, financial standing, and relationships with government authorities.
Shein's issues extend beyond the United States, with protests in London and investigations by the South African government. The global nature of these challenges amplifies the complexity of Shein's strategic implications. International stakeholders, including consumers, governments, and activists, are closely monitoring Shein's practices and could influence the company's global standing.
To sustain its existing business model, Shein produces a significant volume of new clothing items daily, necessitating a considerable number of designers. However, the company has recently encountered numerous legal challenges related to its designs, facing allegations of copyright infringement. In September 2023, H&M initiated a lawsuit against Shein, accusing them of replicating its designs. Concurrently, three independent designers based in the United States filed a lawsuit claiming that Shein replicated their designs and sold these replicas. They also reported that these designs have helped to contribute to Shein’s success and is quite popular.
Shein is based in a very competitive market and they have main competitors such as Temu. Temu has filed multiple lawsuits against Shein. One of the lawsuits filed involves Temu accusing Shein of exerting control over suppliers and participating in illicit activities. Temu has also taken legal action against Shein, citing threatening behaviour and mistreatment of fashion designers collaborating with Temu. These allegations, coupled with Shein's unsustainable practices, cast a negative shadow on the company's operations, posing a risk of brand degradation and customer loss. The accusations have the potential to disrupt the supply chain, impacting not just Shein but also suppliers and manufacturers. This could strain relationships with crucial stakeholders in the supply chain. Ultimately, these legal disputes may lead to financial losses, harm to the brand's reputation, and the possibility of further legal repercussions.
In addition, Shein has lost deals  due to their unsustainable practices accusations. As reported by Fortune.com  in 2022, the Rolling Stones a famous British brand has ended a contract with Shein after just one week of announcing it. This was due to the accusations that Shein had major labour violations. Following this the band has decided that they would not like to be affiliated with such an organisation. 
In response to the considerable negative backlash regarding their labour practices and unsustainable methods, Shein has implemented a series of measures to address and counteract these accusations. This initiative has required a substantial financial investment, with Shein allocating millions of pounds to implement corrective actions and enhance their overall corporate responsibility.
The investment is aimed at overhauling their labour practices, ensuring fair treatment of workers, and adopting sustainable business practices. These measures may include the improvement of working conditions, implementation of fair wages, and the integration of environmentally friendly practices into their production processes.
This significant financial commitment underscores Shein's recognition of the seriousness of the allegations and its dedication to rectifying the perceived issues within the company. By taking these steps, Shein aims not only to mitigate the immediate negative impact on its brand image but also to establish a more sustainable and socially responsible foundation for its operations.
However, it remains to be seen how effective these measures will be in addressing the root causes of the accusations and whether they will be sufficient to rebuild trust among consumers, stakeholders, and industry partners. The success of these efforts will likely depend on the transparency, consistency, and genuine commitment demonstrated by Shein in implementing and sustaining these changes over time.
The legal challenges, lost deals, and the need to counteract accusations have financial implications for Shein. Losing contracts with renowned brands like the Rolling Stones due to accusations of major labour violations results in tangible financial losses. Additionally, the investment of millions of pounds to counteract negative backlash underscores the financial burden of addressing and mitigating the consequences of these issues.
Stakeholders, including, investors, customers, employees, suppliers, and government authorities, are directly affected by Shein's challenges. Shareholders may experience decreased confidence, customers may shift their preferences, employees may face job insecurity, and suppliers may endure strained relationships. Government authorities may take regulatory actions with potential fines or restrictions.
[bookmark: _Toc158994070]Conclusion

In planning for the future, Shein must undertake a comprehensive revaluation of its operational ethos, placing a renewed emphasis on ethical, sustainable, and socially responsible practices. The urgency to address environmental concerns is paramount, particularly in an era where consumers are becoming increasingly conscious of the impact of their purchasing decisions on the planet. Shein's commitment to adopting eco-friendly materials, reducing its carbon footprint, and complying with global environmental regulations will not only contribute to the greater good but also align with the growing demand for sustainable fashion.

Labour practices stand as a critical focal point for Shein's strategic recalibration. The documented exploitation of labour in its factories, as exposed by investigative reports and documentaries, has stirred public outrage and eroded the company's reputation. To rebuild trust, Shein must prioritize fair wages, humane working conditions, and transparent supply chains. Investing in robust auditing processes, collaborating with industry watchdogs, and ensuring compliance with international labour standards will be pivotal steps toward rectifying past discrepancies.
The legal battles surrounding copyright infringement and accusations of unethical business practices pose significant risks to Shein’s financial stability. Proactive steps, such as a meticulous review of design processes to ensure compliance with intellectual property rights, could help mitigate these legal challenges. Shein should also focus on strengthening relationships with suppliers, manufacturers, and key stakeholders in its supply chain, fostering a collaborative and transparent environment that minimizes legal risks.
Financially, Shein's commitment to addressing these challenges is already evident in its substantial investment of millions of pounds to counteract negative publicity. While this reflects a commitment to corrective actions, the long-term financial implications remain contingent on the success of these initiatives. Additionally, the financial burden of adapting to more sustainable practices, complying with regulations, and potentially overhauling its supply chain may pose short-term challenges but could secure long-term viability and resilience against evolving market expectations.
The ripple effects of Shein's challenges extend beyond its immediate scope. Stakeholders, including customers, investors, suppliers, and regulatory bodies, are closely watching the company's response to these issues. Shein's success in navigating this complex landscape hinges on its ability to rebuild and reinforce trust, both with its customer base and the broader industry. Public perception and trust are invaluable assets, and Shein must demonstrate a genuine commitment to ethical business practices to regain and maintain them.

In essence, Shein's challenges present an opportunity for transformation and growth—a chance to emerge as a beacon of ethical and sustainable practices in the fashion industry. By embracing transparency, fostering positive relationships, and aligning with evolving societal values, Shein can not only weather the current storm but also emerge as a leader, setting new standards for responsible business practices in the digital age. The journey ahead demands resilience, adaptability, and a steadfast commitment to ethical excellence—a journey that will define Shein’s legacy in the global fashion landscape.
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