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Synopsis


Esprit is a global fashion brand which has products like clothing, footwear, sunglasses, watches, etc. Its main business is clothing. The company is facing difficulties in making profit with higher production cost than its competitors and losing its global market share. This research analyses the challenges facing by Esprit, its competitor’s strategies, and solicits ways to solve these problems by expanding operation in Pakistan. Although Pakistan has a comparative advantage in clothing, foreign firms doing business there has potential difficulties. Research findings suggest Esprit during the primitive stage of Esprit Pakistani establishment, the executives should have site visit on a regular basis, determining their business mode like agency establishment, distributor appointment, utilizing model of franchising, joint venture formation, or liase with a company registered in Pakistan under an agreement of licence. The business mode should be tailor made which best fit Esprit mode of international expansion. Moreover, Esprit also needs to seek legal and taxation advice and make a good relationship with main government agencies to facilitate their operation in Pakistan. Furthermore, undertake as much market research and planning as they can also help before their visit. During their stay in Pakistan, stay in secure locations and hotels which provide adequate security to visitorsThis research provides recommendations to address the challenges Esprit faces.
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Chapter 1
Introduction
This report aims to help Esprit recognizes its business problems and give advice to lower the production cost in order to increase its competitiveness in the world clothing market. Before the team of Ma Haosi entered the company, Esprit had outsourced its production of clothing products through different manufacturers, and the production process of a new product typically took 9 months to complete, the company is beginning to carry out vertical reforms. The specific measures adopted reducing one-third of suppliers, reducing styles, and passing the past. The 12-month product line has become a four-season product, and some products have been reduced from design to shelf time to two to three months, optimizing inventory. Nevertheless, its main competitor Zara developed the ‘Zara model’, which is well-known, can be designed to be as short as 7 days, and generally 12 days, which is incredible for the clothing industry and no other industrial competitors can reach this level. Despite Esprit has launched vertical reform in the clothing production, the fastest can only be from design to ready-to-wear for 2-3 months, still far from forgetting Zara. We can see this as a failure, as the difference is mainly due to the fact that 50% of Zara’s products come from their own factories and are heavy-asset companies, so they have absolute initiative in product source control . However, as a light asset company, Esprit is unable to achieve the true ‘Zara speed’ anyway. Thus, setting up its factories in countries having comparative advantage in clothing industry can be a good method to allow Esprit to get close to Zara, and finally making good profit.

1.1	Research motivation
The motivation of this research is to facilitate Esprit to attain ‘Zara speed’ production. With a faster and more effective production, Esprit can survive from heavy competition in clothing field. Pakistan is well known in clothing industry with cheap and good labour. Nevertheless, there are obstacles Esprit need to encounter and solve when they are setting up production lines in that country. We are going to analyze why Esprit needs to choose Pakistan instead of other countries to manufacture its products. Furthermore, during their set up of the production line, what problem they are going to face and how they are solving them. 



1.2	Research framework
This is a literature research to confirm Pakistan has a comparative advantage in production in clothing industry. We used searching engine Google Scholar and Proquest, searched the keywords  “comparative advantage”, “Pakistan”, “Clothing industry”. The time limit of the research was from year 2000-year 2020, all the research should be written in English language. After the systematic search, 9 research papers were enrolled. 4 of them were finally selected for this study as the other five papers were not relevant to our research topic.  They provide historical evidence to help Esprit make decision on launching its production line in Pakistan can help their business.




Chapter 2

Company Background

The brand Esprit was founded by Susie and Douglas Tompkins in year 1968. It started with the selling of homemade clothing. This then led to the ideation of the brand which was selling American west coast clothing which were relaxing and gave a feel of homemade. The brand entered Hong Kong in year 1981 and entered the mainland market in 1992 after ten years. Esprit’s global performance continued to advance by leaps and bounds, reaching its peak in 2008. However, since the outbreak of the financial crisis in 2008, Esprit’s global operations began to be affected (Peng, 2018). 

Esprit has shouted the slogan of ‘achieving break-even within two or three years and achieving a high percentage of basic business operating profit percentage in the fiscal year 2022-2023’. The slogan is slogan, as for the effect of this series of strategies of the new CEO, data and time are still needed to prove (Peng, 2018).

2.1	Product portfolio

Esprit is a global fashion brand which has products like clothing, footwear, sunglasses, watches etc. Esprit likes to be seen as a brand which symbolises a blend of west coast lifestyle, creativity and a sense of ecological responsibility. In product categories they have different sections namely casual (having simple designs for both men and women), collection (a showcase of premium business fashion for both genders), urban casual (for women between 18 and 25), sports (for women), kids, accessories (which included bags and leather products for both genders), shoes and bodywear (underwear, loungewear and swimwear for men and women). Esprit also offers watches and perfumes as a part of its marketing mix product portfolio (Esprit Holdings Limited, 2019).

2.2	Domestic and foreign market environment for the development of the clothing industry

Online retail is a business launched by Esprit in the second half of 2016. Although it started late, it also achieved good results. In contrast, the performance of retail stores was greatly reduced. According to management, the German retail business has been affected by the Group’s progress in optimizing the network, the net sales area is decreasing, and the number of stores is also decreasing. Nevertheless, from the new reform plan proposed by Esprit, it is not difficult to see that the focus of the management adjustment in the three to five years is still in the Asia-Pacific market. It is obviously not wise for Germany’s online retail to show its potential but to abandon it (Esprit Holdings Limited, 2017).

On the International footprint, Esprit used market penetration. Before 2007, it was regarded as the golden decade of Esprit Global. At that time, the Chinese market was not eroded by fast fashion. The competitiveness of similar apparel brands was relatively weak, and e-commerce was in its infancy. Esprit was lucky enough to earn a lot of money. It became the first enlightener of the western aesthetic taste of the Chinese middle class. In 2003, Xing Liyuan was listed on the Forbes Global $1 billion rich list for the first time with a value of 1.8 billion US dollars, ranking 310th. This glory continued until 2006, and after the competitors fast fashion Zara, Uniqlo, H&M and other brands continued to force the Chinese market, Esprit's peace of mind ended. The fast fashions with diverse styles, low prices and fast updates have gradually replaced Esprit's position in the eyes of young Chinese consumers.

With the new round of brutal reshuffle in the fashion world, Esprit, still at the bottom of the valley, chose to continue to bet on the Chinese market (Lin and Wu, 2011)

2.2.1	Industry Competition (Zara’s strategy)

Below we listed Esprit main competitor Zara strategies of production of clothing. With these strategies, Zara can beat everyone in the industry, even though Esprit recruited Zara’s ex company executive to copy their method of production, but without good vertical integration Esprit still failed to follow Zara’s production quick speed of production (Martinroll, 2019). Esprit main competitor Zara tailors and make most of the clothing that consumers purchase in its shops. Zara’s format is different from other competitor’s who are still practising their long standing practice: high volume fast fashion. This high volume practice requires the companies outsourcing their clothing production to contract manuyfacturers. Zara’s vertical integration allows its manufacturing cycles its introduction of new product quicker than its competitors. Furthermore, Zara’s operation of manufacturing centred in Spain, with their facilities of primary manufacturing surrounded by their suppliers, which their operations are also close to them (Lopez and Fan, 2009).

In 28 to 42 days, Zara can launch a new good from a specific design to shop. This allows Zara can respond to new fashion trends quickly. When a specific design first appear on catwalks, within 14 to 21 days Zara can match the design of dressmaking, produce and parcel out to shops. Zara’s core strategy is supported by its legerity of the whole chain process of design and supply (Özlen and Handukic, 2013). Consumers has high fugitive interest in new styles and designs, Zara has its great advantage of swift cycles of introduction of new product. Fifty percent of their products are tailored and mass-produced between the beginning and the end of the season, depends on specific design and styles which may get fashionable. Fifteen to twenty five percent of the product line of the season is tailored before the season begins, which determines the fashion season oriented products of Zara only constitute little business part. The fact is, Zara’s competitors can only carry two thousand to four thousand distinct items per year, while Zara can carry eleven thousand (Tokatli, 2008).

Zara’s chain of design, supply and manufacturing is intended to endorse Just-In-time capacities with small lots of production and prevailing shipments to shops. Zara’s competitors have lots of waste instances due to large designs lots not catching on the fashion and finally needs to be sold with big price reduction (Mo, 2015).


2.3	The rationale of expanding Operations in Pakistan

Pakistan is located on the junction of the Middle East and Asia, edging Afghanistan in the west, India in the east and China in its north-most area. It has low labour and production costs, the workforce is educated. Furthermore, Pakistan is a large English speaking nation, with strong consumer and business base. Most importantly, it is highly populous country with a young population (Declis, 2020). With good comparative advantage in production in clothing industry, in the later chapter we will show how the literature researches proved this fact. With better production cost Esprit can get close to Zara in industry competition.

Pakistan is an irresistible place for transnational business as it has strong entrepreneurial culture, straightforward work permit regulation, no shareholding restriction and only few limitation on the foreign companies capital movement. The official language used among the citizens is English, which lowers the hazard of information misinterpreted during translation of other languages (Galvin Internation, 2020).
















Chapter 3
Company Background

3.1	Economic setting

The continue of widening of imbalance in macroeconomic structure, together with accelerating growth of Pakistan’s economics, are the current economic outlook of Pakistan, according to the World Bank. In year 2019, Pakistan’s GDP achieved 3.3% growth rate, compared to 5.6% in year 2018 (International Monetary Fund, 2020). It mainly due to better performance in sector of agriculture and services. The industrial sector, we could see little improvement. The private sector credit growth was boosted by low interest rate environment, which encouraged business. Moreover, the economic and structural reforms implementation and infrastructure spending raising also contribute its economic growth, according to the International Monetary Fund (International Monetary Fund, 2020). Currently the China-Pakistan economic corridor is in progress, under China’s Belt and Road Initiative. It improves the regional connectivity geographically with an improvement of collection of new projects of infrastructure like power plants, rails and roads (Hussain, Yuan and Ali, 2016).

Pakistan has a population of 204.729 million in year 2020, which makes it the 6th most populated country (International Monetary Fund, 2020). It faces a number of difficulties in economic setting. State capacity lack to give basic services like education, heatlhcare and even portable water. Insufficient transport systems, shortage in gas supply and oil, infrastructure, low and order situation bottlenecks are also prominent. Furthermore, the major hinderance of business activities is energy lack, with some country parts suffered by cut of power up to two third of the whole day. On some major economic surveys, Pakistan is ranked as 110th in the World Economic Forum’s Global Competitiveness report for 2018-2019 (World Economic Forum, 2020), and ranked 108th in the World Bank’s ‘Ease of Doing Business’ Index (Doing Business database, 2020). In Pakistan Manufacturing sector, it continues grow since year 2000. In year 1999, large scale manufacturing accounts for 1.5% of the GDP, while in year 2018-2019, it accounts for 5.1%. In Finance and insurance sector, it accounts for 3.5% of the country GDP (State Bank of Pakistan, 2019). Nasir et al (Nasir, 2019) stated PSX has become the World’s Best Performing Stock Exchange since October 2019. Nonetheless, in year 2008, due to unstable political environment, it performed badly due to big turndown in Pakistan’s economy. Furthermore, Tourism plays an important role in Pakistan economy. The World Economic Forum’s Travel and Tourism Competitiveness Report rates Pakistan as one of the most needed to visit in the top twenty five percent tourist destination for its World Heritage sites in year 2017 (The World Economic Forum’s Global Competitiveness and Risks Team, 2017). In year 2007, Pakistan government established the marketing campaign “Visit Pakistan” to promote the various and unique Pakistan cultural heritages (Dawn, 2006). It is a growing industry as Pakistan has different landscapes, people and cultures.

Fifty seven percent of the total Pakistan exports is from the clothing and textile sector. It contributes a lot of foreign exchange earning. This industry accounts for thirty percent of the workforce and forty six percent share of total manufacturing, according to the Government of Pakistan Ministry of Textile Industry. This labor intensive industry is benefited by Pakistan’s hugh availability of human resource pool, which continues to be a principle motivator for growth further.



3.2	Sociological setting

Pakistan official business language is English, Pakistani have good understanding level and speak reasonably well. Pakistan is an Islamic state. Women are still discriminated, while they are visiting the other parts of Pakistan and attending meetings, they need to wear self-effacingly. Alcohol is not allowed for local Pakistanism, it can only be bought at some superior hotels by overseas travellers and drink on the particular sites. Furthermore, Pork eating is not allowed in the whole country.
During the month of Ramadan (the 9th month of the Islamic calander), Muslims are required to fast from dawn to dark. The productivity of this month will cut down and it is not suggested to schedule business trip during this period. Sensitive installation photography is also banned like airports, ports and bridges (Department for international trade, 2018).

People among Pakistan are still in high discrimination concept among themselves due to bad governance, which makes implementation of laws and rules fail. Pakistanis do not understand how they can make their nation better, as they have no idea and knowledge of the Pakistan economic situation and growth of economy. Moreover, the degradation of environment is also a serious factor causing poverty, environmental protection is of vast importance and Pakistanis should not continue destroying their natural gift for economic boost, they will suffer at last. Pakistanis cannot diversify their work (which relies on the environment) to the other works as their specific skills  are so specific to natural resources that they don’t have alternative skills, which further makes a difficult shift in level of poverty. The government should focus on this issue when dealing with poverty(Mahmood, Yu and Klasen, 2019).

Female discrimination is also a big social issue in Pakistan. The most prominent problem associated with that is poorly educated females in rural area . Rural area females have to confront many social and cultural difficulty. Their families are not willing to invest on their female children, and their religion gives another ground to prohibit rural area girls receiving education. Pakistanis misinterpret the meaning of Islam, and in real explanation Islam is like other religions which persuade both women and men to quest knowledge (Delavande and Zafar, 2019). In addition to this, the privately-run secondary schools tuition fees are too high which poor village members cannot afford, which make rural area females are not capable to incur teaching beyond secondary level (Qaisrani, Liaquat and Khokhar, 2016).

In year 2019, Pakistan’s rate of literacy was 51.8% for female and 72.5% for male (Akhtar, 2019), which was attained mostly by raised stress on primary education to attain the U.N. millennium development goals (Fukuda-Parr, 2016) , the World Bank report described the country is only spending 2.9% of gross national product (GNP) on its education (UNESCO Institute for Statistics, 2020), with the girls who take up only a tiny amount of resources. Moreover, among the Pakistan’s provinces, there are huge regional and gender inequalities. The gross rate of literacy in Balochistan is 55 percent, while 62 percent in Sindh (Table 1). Furthermore, even at the provinces districy level, we can still see significant ineqalities. For Pakistans brighter future, Pakistan government should develop higher education and make it accessible to everyone in Pakistan.


Table 1: Province Wise Literacy Rate in Pakistan year 1998 and year 2018 (Akhtar, 2020)
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Chapter 4	Analysis and discussion
4.1	Theoretical background

4.1.1	The Law of Comparative Advantage

Law of Comparative advantage describes the ability of an economy can generate services and goods at a cost with lower opportunity than its companions, which allows the economy attain better sales margin due to using lower price to deliver services and goods at a smaller trade-off. In year 1817, British political economist David Ricardo described this law in his book “On the Principles of Political Economy and Taxation”(Ricardo, 1891), though some people thought James Mill (Ricardo’s mentor) is the one who initiated the research (Ruffin, 2002).

Hecksher (Heckscher,1949) and Ohlin (Ohlin, 1952) delimitate The Law of Comparative Advantage by linking up economy’s capital of relative factor, which is also named as Heckscher-Ohlin (H-O) theory, which push to trade in industries of factor-intensive in order to attain competitive specialization. As a measure for comparative advantage, relative labour force efficiency and and productivity differences are based on the labour value theory, which an economy should sell and specialize services and goods which it is comparatively more effective.

Balassa (Balassa, 1965) proposed to use RCA (Revealed Comparative Advantage) index to measure the specific sector or industry competitiveness on relative performance of export. Ricardo, Hecksher and Ohlin presented the law of comparative advantage argument theoretically, Salvatore (Salvatore, 2013) stated the literature of trading required a comparative advantage measure, which RCA index matched this purpose. On the national level, the pattern of trading reflects differences and costs in the comparative advantage and endowments of factor. The factors of demand-side and domestic growth of productivity are two main factors affecting the competitiveness of export in the RCA index proposed by Balassa.












4.1.2	Application

During the literature research, we found there are only a number of literature using the RCA index about law of comparative advantage applied empirically in Pakistan to address the country specialization level. Mahmood and colleague (Mahmood and colleague, 2005) analyzed twenty five nonagricultural production sectors allocated in eight subgroups on HS-4 digit-level data utilizing the technique of RCA. They wanted to know the comparative advantage and the export competitiveness of this country. In the conclusion they stated in the near future Pakistan would face severe manace in the analyzed non-agriculture manufacturing sectors. In the footwear industry, Akhta and coworkers (Akhta and coworkers, 2008) investigated this industry utilizing the RCA index with three countries (India, China and Pakistan). This research analyzed the future prospects of growth and global market of footwear industry as well. It concluded China and India have comparative advantage over Pakistan, together they stated the future prospect of growth of the footwear industry is good.Yousuf (Tousuf, 2009) analyzed the Vision 2030 manufacturing sector in their research, they investigated the export and industrial framework in this section from year 1990 to year 2007. They also utilized the RCA index to measure the manufacturing exports composition and structural changes. This research reported the trade liberalization impact effect starting from year 1998, which these reforms emphasize the labour intensive exports which are of low value-added, and stressed the policy did not alter the manufacturing sector export competitiveness. The researchers stated reform should be taken to increase its competitiveness.

Previous empirical researches studies Pakistan international competitiveness without considering the agricultural sector, while this sector is actually very important and has hugh total exports contribution as agriculture is country’s economic backbone. Abbas et al (Abbas and Waheed, 2017) analyzed the entire image of Pakistan transnational competitiveness by studying the fourteen leading industries including both manufacturing and agriculture sectors utilizing the RCA index in their study, these sectors account for eighty five percent of entire exports. The comprehensive study investigates the transnational competitiveness real exchange rate, domestic productivity growth macroeconomic effect and transnational competitiveness changes in order to rectify the weakness and strength of the twenty four industries. The sector of manufacturing is divided into three subgroups: capital-intensive , resource-intensive and labour-intensive sectors.









Table 2: The manufacturing sector competitiveness in individual industries (Abbas and Waheed, 2017)
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The researchers concluded in resource-intensive and labour-intensive sectors of manufacturing, Pakistan has a bigger comparative advantage. The year 2014 RCA index indicated Pakistan sports good, carpet and textile industries comparative advantages are higher than those in the world (Table 2). Therefore, It is a correct choice for Esprit to enter Pakistan Textile industry as Pakistan has comparative advantage in production of clothings.

4.2	Challenges
4.2.1	Empirical facts

There are several challenges Esprit may encounter when running business in this country. Firstly, the World Bank’s Ease of Doing business Index showed Pakistan ranked one hundred and forty seven out of one hundred and ninty investigated countries, its low ranking indicated it has regulatory barriers for foreigners when doing business (Doing Business database, 2020). Secondly, the Transparency International’s 2019 Corruption Perceptions Index ranked Pakistan number one hundred and twenty out of one hundred and eighty countries, its how ranking showed corruption problem is severe in Pakistan (Transparency International,2019). Thirdly, it is time consuming and costly when Esprit bargaining with goverment officials, and the resolution of commercial dispute is poor. Furthermore, the resolution is an unclear tender process with lack of transparency. Forthly, foreign nationals may face security risks due to terrorism threats and sectarian violence. 

4.2.2	Identification of potential challenges

In all Pakistan public life aspects, corruption exists. From power misuse, nepotism and petty bribery, corruption takes many forms in this country. Even basic services access also involves petty bribes demands. In public sector, people running business can also see corruption involves public finance, taxation and procurement. Unpleasant long wait can be avoided if business man can provide ‘Facilitation fee’ for telephone lines and corresponding installations. Among service providers, businessman can see corruption everywhere. Moreover, political violence, criminal gang rivalries, land scams, fraud, extortion, money laundering, drug trafficking, smuggling etc. These different organised crime forms can be seen in this country. The dangers alter frequently, and they are multi-faceted and complex. Terrorism is also another high threat in this country. Unemployment and poverty increase these actitivies of crime probabilities (Baksh, 2018).

For human rights, Pakistan is still among the worst in many key transnational indices (United Nations Human Rights, 2020), even though this country ratified key transnational agreements of human rights and have some advances on launching legislation of human rights, This country still needs improvement in this issue. The gratification of the Convention against Torture and the International Covenant on Civil and Political Rights can be seen as critical advance in Pakistan history (The Circumcision Reference Library, 2006). Nonetheless, These agreements of human rights are still facing challenge, as applying them efficaciously is still burdensome. Pakistan law already prohibits bonded labour, in many industries we can still see occurences of bonded and forced labour. Below the age of fourteen, children employment is prohibited in unsafe sectors of hazardous by the Constitution. Nevertheless, there continues no minimal work age in nonhazardous sectors (CEIC, 2020).


4.3	Responses to work on the challenges

Subsidiary company can be established by Esprit in Pakistan. It is passably simple through local organization of consultancy or registered Pakistan lawyers. In addition, Esprit can also get in the marketplace through: agency establishment, distributor appointment, utilizing model of franchising, joint venture formation, or liase with a company registered in Pakistan under an agreement of licence. For facilitation of direct exports, Esprit can nominate a Pakistani representative, who can be as an importer/distributor, or on a basis of commission (Department for international trade,2018).

During the primitive stage of Esprit Pakistani establishment, the executives should have site visit on a regular basis. It is also essential to train the agent’s workforce getting familiar with their products. Pakistan is a place which necessitates presence of personnels and time investments.

Before enrolment into a foreign direct investment or partnership with Pakistan local registered company, Esprit should consider seeking advice in taxation and legal problem with expert. There are several agencies of Pakistan government familiar with the companies regulation: For companies registration and incorporation responsibility, Esprit can find the Securities and Exchange Commission of Pakistan (SECP, 2020), which was established after year 1997 the Securities and Exchange Commission of Pakistan Act launched. For foreign and local investors investment facilitation services, Esprit can seek help from the Board of Investment. This Board also fosters the opportunities of investments in every economic sectors.

For personal security, businessman can seek help from the Centre for the Protection of National Infrastructure, which offers advice of protective security. When staying in Pakistan, remember to stick in safe location and stop wandering other places. Serena, Mövenpick, Marriott, Avari, Pearl Continental are leading hotels which offer adequate visitors security. Appropriate contacts should be established by visiting the market a number of times. In the kind of a distributor or agent Esprit can develop the trusted and known host/partner in this country. Furthermore, before the executives visiting Pakistan, they have to do a lot planning and market research (Department for international trade, 2018).	






























Chapter 5 	Conclusion and recommendation

5.1	Conclusion

There are always risks and benefits in entering a new country for business development. Esprit is facing a disadvantage in cost of clothing production, compared to its main competitor Zara. Zara has a good vertical integration of design-production-sale than Esprit, which makes Zara respond quicker to the changing market, and a lower cost of production than its industry competitors. Esprit showed ambition of benchmarking Zara’s production model by employing Zara’s ex-executive to launch reform of the company. Esprit successfully shortened its cycle of design-production-sale cycle, but still far behind from Zara’s speed. This research showed Pakistan is a good country for Esprit to expand its business in terms of lower cost of clothing production. Pakistan has a comparative advantage than other countries in clothing manufactoring. Nevertheless, to do business in Pakistan, Esprit has to face different challenges like regulatory barrier, corruption, costly bureaucracy with government officials, poor commercial dispute resolution, violence and terrorism. 

5.2	Recommendations

In order to overcome the difficulties in expanding Esprit operation in Pakistan, during the primitive stage of Esprit Pakistani establishment, the executives should have site visit on a regular basis, determining their business mode like agency establishment, distributor appointment, utilizing model of franchising, joint venture formation, or liase with a company registered in Pakistan under an agreement of licence. The business mode should be tailor made which best fit Esprit mode of international expansion. Moreover, Esprit also needs to seek legal and taxation advice and make a good relationship with main government agencies to facilitate their operation in Pakistan. 

Furthermore, undertake as much market research and planning as they can also help before their visit. During their stay in Pakistan, stay in secure locations and hotels which provide adequate security to visitors.
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