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`Introduction
[bookmark: _Toc20218400]In Hong Kong (H.K.), the clothing industry is arguably one of the largest industries. Several well-developed Hong Kong clothing manufacturers were entered into the retail business, both within the country and other countries overseas where are included New York, Tokyo, Singapore, Shanghai, London, San Francisco, and Beijing. Some of the notable players in the industry include Bale no, Esprit, Episode, Bossini, JEANSWEST, Moiselle, and Crocodile (HKTDC, 2019). This paper will focus on Esprit Holdings Limited (Esprit) (0330.HK) which is one of the Hong Kong stock listing firms in the sector. By 2018, Esprit ran around 495 retail stores across over 40 countries, 5,264 wholesale point of sales (POS) and 19 eshops. During the 2017-2018 financial year Esprit group recorded total revenue of HK $15,455 million which is a decline of around 11% (Esprit, 2018,p.9). Hong Kong region recorded revenue 173million which decline of 34.4% in 2018 (Esprit, 2018,p.94).The dismal performance has been attributed to the increasingly competitive landscape that is characterised by emerging online stores. The constantly changing business environment makes it necessary for the company to constantly evaluate its external and internal environment so as to formulate strategies that respond to actual market needs. Therefore, this report will present an evaluation of the internal and external environment, current strategies, and propose a number of other strategies that will make Esprit more competitive in the Hong Kong Market. 


1. [bookmark: _Toc21881584]Macro and Micro Environmental Analysis of Hong Kong Casual Wear Industry
As pointed out above, Esprit has not been performing well as a result of a number of factors operating both within and outside the organization. Therefore, before the formulation of strategy, an evaluation of the external and internal environment is necessary. The PESTLE framework (Political, Economic, Social, Technological, Legal, Environmental) will be employed in the evaluation of the macro environment (CIPD, 2018) while the Porter’s Five Forces framework will focus on the micro environment (Porter, 2008, pp25-40). 
[bookmark: _Toc20218401][bookmark: _Toc21881585]1.1 PESTLE analysis 
[bookmark: _Toc21881586]1.1.1 Technological factor
In fashion segment, the revenue of global online shares has reached about 20% in 2018, but the growth will continue in the next years (Stratista, 2019). For instance, Yoo, Jeon and Han, 2016. (2016, pp.87-98) highlights that the popularity of the internet over the world affects the company’s sales. Majority of the consumers of the clothes manufactured by the industry in Hong Kong is the millennial generation. This group of individuals comes from all over the world. 
The internet allows them to order and purchase different types of clothing which will then be delivered to their respective countries. The leading trends is integration of shopping functionality with social media directly which allows the rapid speed "inspire and sell" customer conversion (e.g. Facebook or Instagram Checkout). More people is shifting from desktop to mobile, thus mobile apps are improving their checkout experience and mobile browsing becomes crucial (Wang and Reani, 2017, pp.16-35).
Furthermore, the amount of information on the internet will enable consumers to do adequate research before making the final purchase. Despite the increase in automation in the industry, human labour is still required in some of the processes such as hand-making some of the sewing designs and patterns.
Technology has improved the production process of the clothes. The machines used in different industries lead to savings in labour costs. However, the adoption of production technologies at the expense of employment of people is likely to lead to a negative reputation for Esprit in the social sphere. Therefore, a balance has to be struck between automation and employment so that the company enjoys the cost-cutting ability of technology while at the same time maintaining its social reputation as an important employer.
[bookmark: _Toc20218403][bookmark: _Toc21881587]1.1.2 Economic factor
 Changing in the economic environment influences H.K. market by both the local and international market. Moreover, shifts in the economy will affect the decision-making process of the customers. The economy of Hong Kong is free trade-oriented of clothing items in the world. In the year 2015, the country was noted to be number in terms of the goods exported to other countries in the world (Huang, 2016, p. 315). The merchandise shipped was close to USD 3 trillion, which represents a total of 14% of exports made that year globally (HKTDC, 2019). 
[image: ]
Figure 1: Source from HKTDC, 2019
The Gross Domestic Product (GDP) in Hong Kong was worth 362.99 billion US dollars in 2018 with service sectors accounting 90%+ of GDP (HKTDC, 2019). Clothing retailer is one of service sector.
[image: ]
Figure 2: Source from HKTDC, 2019.
The level of unemployment in Hong Kong, as presented in figure 2, has been observed to decline from 3.4% in 2013 to 2.8% in the first quarter of 2019 (HKTDC,2019). The implication of a declining unemployment rate is that people have higher disposable income and are thus more likely to spend on fashion items. The situation thus presents an opportunity for Esprit to expand its revenue. 
[image: ]
Figure 3: Adapted from Hong Kong business, 2019...
Yet another economic opportunity Esprit can take advantage of is the declining cost of rents in Hong Kong. From figure 3 above, it is evident that the rent prices have been increasing steadily from 2003 to 2014. However, the situation has changed from 2015 where a significant drop has been observed. The prices are expected to drop by a further 5% by the end of 2019 (Hong Kong Business, 2019). Therefore, Esprit will be in a better position to rent low-cost retail premises in prime areas leading to two benefits:
1. Esprit will incur less in terms of rent. Two, the prime locations of the cheaper premises will allow Esprit to reach more customers. 
2. The overall outcome is that Esprit will significantly improve its financial position as a result of making more sales in the new outlets. 
 [image: ]
In HK fashion segment, “ARPU” shows online revenues yearly has reached US793.43 and the apparel revenues has reached US 179.19 in 2018 but the growth will continue in coming years (Statista, 2019).
[bookmark: _Toc21881588]1.1.3 Social factor
In the context of fashion, perhaps the most significant social factor is the general age distribution of the population. Hong Kong is an ageing society whose labour force is declining each year (AVPN, 2019). An ageing population means a decline in the demand for most fashion clothing owing to the fact that most novel designs appeal more to young people than to older people. With this demographic trend in mind, Esprit will need to consider investing more in designing casual wear for older people. Such a move will position it in a better position to take advantage of the demand from older people who will form a significant proportion of the population in future. 
Income distribution is another social factor that is likely to have a profound impact on the success of Esprit in the Hong Kong market. It is revealed in AVPN (2019) that in 2017, the city recorded a Gina coefficient of around 0.54. This figure shows that the income gap between the rich and the poor is wider than average. Even more important is the fact that the disparity between the rich and the poor is increasing each year. The uneven distribution of income has resulted in an increasing number of firms in the city investing in philanthropic initiatives so as to improve the social status of the population. 
[bookmark: _Toc20218402][bookmark: _Toc21881589]1.1.4 Political factor
The political climate in Hong Kong has been tense since 2014 following a number of political moves by the Chinese government, which put into question the level of political autonomy the city enjoys (SVA, 2019). An example of such actions is the barring of two representatives from the Hong Kong Legislative Council (GovHK,2019) by the Chinese government. Another profound impacts of the political tension between Hong Kong and China is that they threaten to cause social tensions which, in turn, threaten to slow down the Hong Kong economy. Furthermore, the hard stance was taken by Beijing and the emergence of radical localist groups in Hong Kong threatens to lead to riots in the city (SVA, 2019). In the context of retail business, this situation threatens to bring challenges in product distribution within the region and causes the break out of riots. Furthermore, the political tension is likely to result to a decline in the number of people visiting Hong Kong, thus reducing the number of foreigners making clothing purchases in the city. 
Despite the challenges mentioned above, it emerges that the Hong Kong government has put in place a number of measures to support the textile and Apparel industry. One of these measures is the creation of free market policies that aim at creating a business-friendly environment for manufacturing companies to be established. Through free-market policies, the government partners with other organizations to support textile and clothing establishments through technology acquisition and subsidizing R&D functions (GovHK, 2019). Furthermore, Bray (2018) points out that the government’s commitment to the textile and clothing industry is evident from its funding of numerous events such as the Hong Kong Fashion Summit. Such events provide an opportunity for companies in the apparel sector to showcase their products to an international audience. Despite this being an opportunity for Esprit, it can also easily be a threat since the funding of such events allows startups to reach a large audience, thus winning market share from established companies. 
[bookmark: _Toc20218405]
[bookmark: _Toc20218406][bookmark: _Toc21881590]1.1.5 Legal factor
The main legal issue is in the casual wear industry relates to the labour laws in the` country. These laws will regulate the minimum amount of wages the workforce will be paid. The labour laws will further ensure that the working environments are acceptable to protect the rights of the workers. According to the financial budget read in 2016 February by the financial secretary Tsang John, roughly HK$500 million was directed towards developing the fashion industry (Shen and Mikschovsky, 2019, p. 15). The main course of action included formulating an incubation system for fashion majors, benchmarking from other fashion moguls in fashion-centered cities around the world, supporting and promoting the local fashion brands and encouraging more upcoming fashion designers to produce quality products. Lastly, the program focused on establishing a resource center whereby training and technical support was provided to the young designers.
[bookmark: _Toc20218407][bookmark: _Toc21881591]1.1.6 Environmental factor
Environmental regulations are relevant as they ensure that the situation is protected from harmful emissions from these factories, such as the greenhouse gasses. As the industry is mainly rooted in international trade, there are laws which control the process of exportation of goods to other countries as well. It is pointed out in AVPN (2019) that issues such as environmental sustainability and the prevention of air pollution have, over the recent past, become very important in the textile and clothing industry in Hong Kong. Therefore, Esprit has put in place a number of measures to ensure compliance with environmental protection and sustainability standards. These include wastewater testing before discharge, the real-time mapping of gaseous emissions, and the sustainable sourcing of cotton and wool (Esprit, 2018). 




1.1.7. [bookmark: _Toc21881592]External factor evaluation (EFE) matrix:
[image: ]
Above PESTLE evaluation presents as EFE matrix table, it emerges that a number key factors of opportunities and threats exist for the effect of Esprit in short or long term periods.  In long term, the technological environmental aspects present the greatest opportunities to company but it has led to the emergence of purely online retail stores that are winning significant market shares from traditional outlets. Although the greatest threat is that visitors are declined to HK due to 2019 Hong Kong protests (Donny, 2019), Esprit is still in a good position to take advantage of the opportunities presented in these contexts. The formulation of proper strategies will ensure that the company achieves success going forward. 
[bookmark: _Toc20218408][bookmark: _Toc21881593]1.2 Porter’s Five Forces Analysis
Aithal (2017, p. 45) explains that this analysis is valuable in understanding the factors which control the profitability of the organization. The Porter five forces are a tool for evaluating industry competitiveness situation and focuses on five factors of supplier power, buyer power, threat of new entry, threat of substation and degree of competitive rivalry as below (Porter, 2008, pp.25-40). 
Source: From this research.∙Product differentiation
↓Capital requirement
↓Switch cost
↓More on-line shops and mobile apps 
· Basic human needs
↑ Unique for money

↓ Buyer gets information easily
↓ Low switch costs
∙∙ Undifferentiated products
↓Few in number
↓High switching costs
↑No substitutes
∙Government policies
↓Loss of power for Espirt
↑Gain of power for Espirt



[bookmark: _Toc21881594]1.2.1 Threat of New Entrants: (High)
The advent of e-commerce has made it significantly easier for new firms to enter different markets. In the casual wear industry, Esprit (2018) reveals that the emergence of online retailers has played a significant role in the decline in Esprit’s revenue. However, it is essential to note that these threats are not posed only by potential new players; existing companies may improve the quality of their products; hence, pose a threat. The newly introduced product will cause the lowering of prices of other products and eventually reduce the profit margins their respective companies. In the clothing industry in Hong Kong, the threat of new entrants increase its start-up capital required for starting a clothing industry is Low. For example: Uniqlo Hong Kong launched “online flagship store” and “mobile app” for everyone shopping easily (Uniqlo,2019).
[bookmark: _Toc21881595]1.2.2 Threat of Substitutes    (High Medium)
The threat of product substitute is a high, medium threat. The main question to ask is, “How easily can a product be traded with another?” In essence, if there are several products in the market which meet the same need, then the profits brought in by those products will be meagre. However, if a product is unique to the type of services it offers, then that product will be profitable for the company. Aithal (2017, p. 46) adds that the price of a product is dependent on whether or not it can be substituted. Therefore, product can be easily substituted and has deficient demand. This product will not cost much. In contrast, a product cannot be easily replaced, has a high demand and thus, a higher price. The threat of Hong Kong clothing industry is minimal. The clothes cannot be replaced by anything else due to basic human needs. Therefore, the clothing industry has a type of security as human beings will continue to wear clothes years to come.
[bookmark: _Toc21881596]1.2.3 Bargaining Power of Suppliers   (High Medium)
The bargaining power of suppliers is a medium-high threat. Research done on sports apparel in China showed that suppliers do not require substantial capital investments or labour. The law of demand and supply is applicable in this setting as well. Therefore, when there are several suppliers available in the market, the clothing company can negotiate a lower price for their resources. Alternatively, when there is only one supplier, the supplier can bargain for a higher price from the textile company. In Hong Kong, there is a lack of diversity in the type of suppliers. As a result, the clothing industry is profitable for suppliers who have access to resources that are in high demand but are not readily available.
[bookmark: _Toc21881597]1.2.4 Bargaining Power of Buyers   (Low Medium)
The negotiating influence of the buyers is a low-medium threat. The buyers of the garments made in Hong Kong are individual consumers. Usually, these people buy clothes on a small scale. Likewise, clothing companies with products that are high in demand can sell them at higher prices. Such products could be clothes sold by famous designers or clothes with high brand loyalty. Nonetheless, consumers are price-sensitive, thus they may or may not comply with this law. Therefore, apparel industries need to do comprehensive research and find out the products and clothes that are in demand. The internet allows consumers to do extensive research on the prices offered by different companies. Naturally, the customers will prefer the company which offers their desired apparel at an affordable price. 
[bookmark: _Toc21881598]1.2.4 Competitive Rivalry     (High)
Competition amongst existing textile industries is a high threat. Due to a large number of textile industries in Hong Kong, there is stiff competition amongst the companies, and this consequently affects the price factor of the clothing commodities. This force is the leading industry factor in the consumer market (Ge and Li,, 2019, p. 56). For companies to set themselves apart from the rest, many resources are directed towards advertising. However, as revealed in Esprit (2018) the number of competitors in the market is increasing, especially in the online store format. Therefore, the threat of competitive rivalry can be said to be increasing for casual wear firms in the city. For example: Adidas sport wear group was entered in casual wear market by Y-3 brand (Footasylum, 2019). Zara’s fast fashion produces products about 10 to 14 days to market only (Forbes,2012) 
[bookmark: _Toc21881599]1.2.5. Summary of Competitive power

[image: ]

Overall of 5 forces is high medium and less attractive on profitability to Esprit. It is recommended to choose the differentiated strategy creating competitive advantages and values chains (Tanwar, 2013, pp.11-17).
[bookmark: _Toc21881600]1.2.6. The internal factor evaluation (IFE) matrix

IFE matrix is used to audit Esprit’s different functional departments internally as below (Frigo,2002):
[image: ]
	The total weighted score of Esprit results 2.29 that is considered as weak in its industry in year 2018.  It shows all the role of each department for forcing on specific internal factors to improve its performance and creates values to organization, customers and/or stakeholder.  
[bookmark: _Toc21881601]2: Recent Corporate and Business Strategy Proposed by Esprit Holdings Limited
[bookmark: _Toc20218409][bookmark: _Toc21881602]2.1. Corporate Strategy
In essence, a corporate strategy is an incessant course of actively convincing the organization’s donors and investors to trust the company with their finances, thus, causing an increase in the company's equity (Agrawal, 2018, p. 165). The 2019 interim report of Esprit presents some of the corporate-level strategies that should be implemented in order to achieve profitability going forward as below: 
[bookmark: _Toc21881603]2.1.1 Closure of Unprofitable Stores
One of the moves directly targeting the high costs is the reduction of stores that have been posting losses consistently. As pointed out in the 2018/2019 interim report, closure of unprofitable stores will lead to short term costs amounting to HK$1,220 million (Esprit, 2019, p14). However, in the long run, the company will be able to enjoy lower costs and also be able to concentrate more on more profitable stores. According to PESTLE analysis, rent prices in prime areas are declining, and so the elimination of unprofitable stores will free up resources which can be directed to prime areas. 
Esprit presents that closure of retail stores will lead to cost reductions that the first phase of eliminating unprofitable stores has resulted in a 13% decrease in occupancy costs and an 18.5% decline in operating costs (Esprit,2019, p16). Despite the fact that the elimination suggestion is seen to actually lead to reduction in costs, one major flaw with the recommendation is that it does not provide recommendations on what should be done with the resources that will be freed up after the closure is completed. Closing outlets without having a plan to continue serving the customers that were being served by the closed outlets means that the company will lose significant market share to other firms that are better positioned in the market. 
[bookmark: _Toc21881604]2.1.2 Workforce Downsizing
The second proposed strategy aims at reducing the organization’s complexity and improving efficiency through the reduction of the number of non-store employees (Esprit, 2019). The overall target, as revealed in Esprit (2019,p14) is to reduce the workers by around 40%. As presented in the financial analysis, the company achieved an 11.4% reduction in staff costs from the downsizing drive. From the figures, it can be said that the firm is on the right track in eliminating the wastage of funds on redundant positions through merging offices in different regions. 
While downsizing is presented by Esprit (2019,14) as one of the strategies that will lead to efficiency and profitability from the company, Marques et al. (2011, p. 14) reveal that findings on the specific impact of downsizing are not consistent. While some companies are able to achieve profitability after downsizing, others end up lowering their financial performance. These findings indicate that downsizing alone, as a strategy cannot achieve the desired profitability outcomes. The strategy should be accompanied with a plan on how the remaining personnel will handle all the functions more effectively after the downsizing process is complete. The ‘Headcount reduction’ strategy as presented in Esprit (2019) does not reveal any plan on how the remaining workforce will be organized for better productivity. If no reorganization plan exists, then the organization will most likely suffer from lower revenues as argued by Marques et al. (2011, p.14). 
For example, Company merges its “Men’s Esprit and Men’s edc” apparel products under one single head and team; and also merges its “Women’s Esprit” and Women’s edc” apparel products under one single head and team too(Esprit,2018,p19). It is recommended to reduce other overlaps operations for cost efficiency and reduces the number of employees through attrition.
[bookmark: _Toc21881605]2.2 Business Strategy

Business strategy is concerned with how a firm competes with other firms in the market. Esprit annual report 2018 has proposed to shareholders a number of business strategies which are mainly forced on its brands, product, wholesale business point of sale (POS) and e-commerce. The theoretical framework will be descripted the various differentiation strategies for Esprit’s strategies as below:
2.2.1. [bookmark: _Toc21881606]Brand/Image differentiation

Designing strong and sustainable brand is the company’s important and most powerful asset (Melin, 1999). The brand can be combination of images, words and images for product or company that provides emotional power and differentiates its product from competing products (Kotler and Keller, 2007). Brand loyalty reduces costs in terms of expenses to attract new customers and creates barriers of entry for competitors. As result, Customers are willing to pay higher price and repurchasing (Easey, 2009).  Esprit (2018) is proposed to become a customer-centric organization by result of own unique esprit friend data based analysis. However, Esprit had too slow fashion and less innovation to develop new product, these data based are not able to identify the needs of target customer who likes fast fashion and functional clothing. As result, it may not able to identify the direction of brand differentiation.
2.2.2. [bookmark: _Toc21881607]Product differentiation

The product differentiation is developed by that the product is distinguished from competitors’ products (Anderson, De Palma and These, 1992). The different may made by little different in product design, packaging, sale promotion or advertising campaign etc. Other major of differentiation for products are differences in quality, the product’s functional aspects and price (Hoyle, 2005).  If Esprit can produces items that are different from its competitors’, this unique items will attributes which many buyers feel worth to buy and appealing. These will brings Esprit potential for selling them at premium price, brand loyalty and monopoly profits  (Baath and Katsoulacos, 1991).
[bookmark: _Toc21881608]2.2.3 Wholesale business and e-commerce differentiation

Esprit (2018) reveals that the company provides a wide range of support to partner wholesale outlets including marketing. However, the technology part of the PESTLE evaluation reveals that the emergence of e-commerce platforms poses a major threat to the brick and mortar part of Esprit. Implementation of the wholesale business strategy on physical stores only might lead to the failure of the business owing to the fact that most purchases in future will be made online. 
Regarding to online competition, Esprit (2018) is seeking to partner with wholesalers operating online platforms  that the products can reach customers both through physical stores and online platforms. Furthermore, For partnering at the online front, the company has invested in its own online capabilities through the ESHOP, which is very successful in Germany (Esprit, 2018). While it is evident that the company is able to reach customers both online and offline, ESHOP should be sufficiently marketed as the best e-commerce platform for casual wear in Hong Kong so that the company can be in a better position to beat new entrants in the online space. 
The different of online shopping is that online customers are always need to have a lot of product information before make decision to purchase (Guo, Wang and Wu, 2020, p.101891).
However, More people is shifting from desktop to mobile, thus mobile apps are improving their checkout experience and mobile browsing becomes crucial (Wang and Reani, 2017, pp.16-35).
[bookmark: _Toc21881609]2.3. Corporate and business strategy balanced scorecards.
`
Table 3: Balanced scorecard for Esprit in 2019.
Source: Gong,2013.
[image: ]
From the evaluation of  Esrit proposed strategies are presented by balanced scorecards that  links a vision to strategic objectives, goals and meauses. Esprit can balances finanical measures with preformance measures and objectives are relating to all parts of  company (Kennerlery and Neely,2002, pp145-155).
	
[bookmark: _Toc21881610]3: Recommendations of Strategies to Improve Fiscal Performance of Esprit Holdings
[bookmark: _Toc21881611]3.1. Close Unprofitable Stores and Open Profitable 

The first recommendation provided in Esprit (2019) was to close unprofitable stores. However, one of the main flaws with this recommendation is that it does not provide any suggestions on what should be done with the resources in the closed stores. According to data presented in in the economic part of the PESTLE evaluation by Hong Kong Business (2019), rent prices in prime areas are currently on a downward trend meaning that the prices of shop premises are expected to go even lower. This situation is an opportunity for Esprit since for two reasons. First, Esprit will be able to take advantage of lower rent in prime areas and this will mean that the company will incur lower costs for new locations in Hong Kong. Secondly, since the premises are located in prime business areas, establishing outlets means that more customers will be reached at any given time compared to the unprofitable shops. Therefore, moving will lead to a change in the situation from unprofitability to profitability within a short time. It is thus recommended that Esprit should consider moving resources from the unprofitable shops to the cheap premises in prime areas. 
[bookmark: _Toc21881612]3.2. Decentralization of Management

The financial records presented in Esprit (2018) and Esprit (2019) reveals that the company has been posting losses due to high costs. Futhermore, it is evident that some outlets are performing poorly. For those reasons, the downsizing recommendation is justified. However, the argument by Marques et al. (2011, p. 14) that downsizing does not always lead to positive outcomes is an indication that a sound human resource restructuring strategy is necessary. 
It is assumed that despite downsizing, Esprit would like to maintain or even improve its sales volumes. That will mean all the functions will have to be maintained. For that to work with fewer employees, the organization will have to adopt a centralized management approach. Centralized management is a corporate governance approach where all management functions are conducted at one central location (Brandts & Cooper, 2015, pp. 78-83). In the centralized system, the organization will be able to eliminate most management, supervisory and other junior positions without interfering with the ability of the organization to deliver products to customers all over Hong Kong. It is recommended to leverage local cooperatives and colocation design center to provide reliable production efficiencies without the cost of managing labour collectives.
[bookmark: _Toc21881613]3.3. Products development and international footprint

	According to the HK government’s financial budget read roughly HK$500 million was directed towards developing the fashion industry (HKTDC,2018). Esprit may sharing with some of these supporting to promote its fashion brands to worldwide and leverages more upcoming fashion designers to produce quality products. This increasing scale of design production helps Esprit in producing unlimited designs and increasing demand for its products.
	Esprit needs keeping taps on local trends by monitoring exiting customer buying pattern and seeks for their interests to provide new products in every month or faster.  These products can charge at premium price using limited quantity production. It will create product differentiation and value drivers to enhance its competitive advantage. 
[bookmark: _Toc21881614]3.4. Brand Positioning and Marketing
The evaluation of Porter’s Five Forces revealed that the threat of new entrants and competitor firms is significantly high. Customers are aware of diversity in the market, which makes their bargaining power high. The suggestion of giving the company’s brands a customer-centric focus through tailoring them to specific customer categories is a plausible intervention in minimizing the threat of competitors and new entrants and minimizing the bargaining power of customers. Denoue and Saykiewicz (2009, p. 36) point out that brand loyalty is created when a firm is able to show that its brands favour the customer. Furthermore, the brand should actually add value to the customer in order for it to achieve a sustained competitive advantage. 
Esprit should invest in marketing campaigns that have been found to give brands a good image. In order to make the brands stand out from ordinary brands, Esprit should invest in getting celebrity endorsements for its different apparel brands. This approach will enable the company to minimize the threat of new entrants since most of them will not afford the cost of partnering with celebrities in marketing. For example: Mobile app member will get best deals for hottest styles without any coupons and rewards points to redeem gift though on line or local purchasing. 

[image: Image result for social media]
Secondly, the company should assert its online presence by working with online influencers to promote products both on social media such as Facebook, Instagram, YouTube and blogs. It allows social media users to link with eSprit app for making deals and increase engagement with Esprit. 
Through such approaches, the customers will view Esprit brands as being of high quality. This will result in high levels of brand loyalty, thus minimizing all the threats identified in the five forces evaluation. 





The Gantt chart below presents a timeline for the recommendations.
	Department
	Task	
	Months

	
	
	0.5
	0.5
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12

	Financial, sales and stakeholder
	Review HK stores and department performance for planning
	 
	
	
	
	
	
	
	
	
	
	
	
	

	Sales and administration
	Closing unprofitable Stores
	
	
	
	
	
	
	
	
	
	
	
	
	

	Human resourcing 
	Downsizing	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Human resourcing 
	Decentralization of management
	
	
	
	
	
	
	
	
	
	
	
	

	Design
	Make new designs
	
	
	
	
	
	
	
	
	
	
	
	

	Research and Development
	Find new material texting and improving
	
	
	
	
	
	
	
	
	
	
	
	
	

	Purchasing
	Buying material after approval
	
	
	
	
	
	
	
	
	
	
	
	
	

	Production and Quality Check
	Finish new product production
	
	
	
	
	
	
	
	
	
	
	
	
	

	Marketing and IT
	Marketing advertise though Social media
	
	
	
	
	
	
	
	
	
	
	
	
	

	Administration, Human resourcing, Training , IT, Sales and logistic
	Opening new stores in prime areas and launch new products to all stores.
	
	
	
	
	
	
	
	
	
	
	
	
	

	Information technology, Sales and Logistic
	Launching new products to online shops and Wholesalers channels 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Communication
	Celebrity endorsement
	
	
	
	
	
	
	
	
	
	
	
	

	Marketing and 
Communication
	Influencer marketing
	
	
	
	
	
	
	
	
	
	
	
	

	Information technology ,Marketing and Admisntration
	Monitoring and Controlling
	
	
	
	
	
	
	
	
	
	
	
	

	Financial, IT and Communication
	Evaluate financial performance and review on line engagement. Report to stakeholder. 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Financial, marketing  and stakeholder
	Renew financial report and planning 
	
	
	
	
	
	
	
	
	
	
	
	
	



Table 1: Gantt chart for the implementation of recommendations.
Source: From this research.
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[bookmark: _Toc21881616]4.1. The Boston Consulting group’s product portfolio matrix (BCG matrix):

The BCG matrix is useful in assessing the situation, thus, providing valuable ways in which the plans developed will be implemented. According to Torquati et al. (2018, p. 257), this model is especially useful in providing an outline for evaluating, the company's products with regards to the market share and growth. As presented in Esprit (2019) the company sells its products under two brands. These are “edc” and “Esprit”. However, in order to evaluate the recommended strategies, it is also important to take the stores run by the company as products as the recommended strategies don’t focus on specific brands. 
Evaluation of Recommendations
From the recommendation of closing unprofitable stores, it can be seen that these stores have been incurring huge costs while giving very little returns for the company, thus contributing significantly to the overall losses made. This means that in terms of growth and market share, these shops are in a low position. In an evaluation of the BCG matrix, Mohajan (2017, p. 2) it is pointed out that the dog quadrant is the one that scores low in both market share and growth. The recommendation by Mohajan (2017, p. 6) for the dog quadrant is that they should not be invested in due to their characteristic of eating into a firm’s profitability. This is consistent with the recommendation to close the unprofitable stores, as presented in Esprit (2019). 
In response to the closure of the unprofitable shops, it is suggested that new shops should be opened in prime areas where the rent is expected to go down. The first consideration, in this recommendation is that costs are expected to be much lower than in the unprofitable shops. Furthermore, since the areas are strategically located, the prospects for growth will be high for Esprit. However, the shops will start with a low market share. Comparing this evaluation with the BCG matrix quadrants presented by Mohajan (2017, p. 5), the recommendation occupies a question mark position. In the case of question marks, the organization makes the decision on whether to invest or not to invest depending on the likelihood for the situation to change to a star (Mohajan, 2017, p. 5). The decisions to invest in the new products under new brand are justified by the fact that marketing will improve the market share of the new units, thus leading them to occupy a star position in future. 
With regard to the brand positioning and marketing recommendation, it is evident that at present, the company is losing market share hence the declining revenues. However, generally, since there is a general growth in the fashion industry globally, Esprit can be said to be operating in a fast-growing industry. Since it has a significant market share in the markets it operates in, Esprit brands can be said to be stars. However, the declining market share is an indication that the company is moving towards a question mark. Since the market overall market is growing, it is imperative that Esprit only needs to improve its market share so that its brands can remain in a star position. Therefore, it has been suggested that celebrity endorsements and influencer marketing should be used in order to ensure new entrants and established competitors do not acquire Esprit’s market share. This move is justified by the fact that it aims to improve the company’s market share in a high growth market. Success in this direction will enable the company to maintain its star position. 
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	Correlated Department
	Task	
	Effective practice to achieve company goals(Objectives)

	Financial, sales and stakeholder
	Review HK stores and department performance for planning
	· Is each store profitable? (Financial)
· It determines to close unprofitable stores or reduce rental fee. (Financial , learning and growth)
· Company plans to rent low-cost retail premises in prime areas for 2 new stores. (learning and growth)
· Any overlap jobs in different department?  It merges them into one department. (Operational)

	Sales and administration
	Closing unprofitable Stores
	· Company has all break even or profitable stores. (Financial)

	Human resourcing 
	Downsizing	
	· It merges overlap department and reduces the 250 of employees through attrition for cost efficiency. (Operational)
· The company achieves about 430million reduction in OPEX from the downsizing drive.(Financial)

	Human resourcing 
	Decentralization of management
	· Company leverages local cooperatives and colocation design center to provide reliable production efficiencies without the cost of managing labour collectives.(Learning and growth)
· Company leverages more 8 local cooperatives for new items. (Learning and growth)

	Design
	Make new designs
	· Company add new products that different in product design, packaging, sale promotion or advertising campaign.( Learning and growth)

	Research and Development
	Find new material texting and improving production
	· Company are learning market knowledge in HK product innovation and achieving technology leadership worldwide. (Learning and growth)
· Shorter production time to market. For example:  Zara’s production needs 10 to 14 days to market only (Forbes,2012). ( Learning and growth)

	Purchasing
	Buying material after approval
	· Control proper inventory  (Operational)

	Production and Quality Check
	Finish new product production
	· Ensure quality products to market.(Learning and growth)

	Marketing and IT
	Marketing advertise though Social media
	· Company joins fashion shows for international footprints. (learning and growth)
· Company provides products information though social media for sale or aware market.(learning and growth)
· Update company events to Esprit friends.(learning and growth)

	Administration, Human resourcing, Training , IT, Sales and logistic
	Opening new stores in prime areas and launch new products to all stores.
	· Company rents low-cost retail premises in prime areas (Financial)
· New products give differentiation advantage to new stores. (learning and growth)
· Aware to markets. (Customers)

	Information technology, Sales and Logistic
	Launching new products to online shops and Wholesalers channels 
	· Provide new product information though internet to aware market (Customers)
· Company achieve higher sales .(Financial)

	Communication
	Celebrity endorsement
	· Company arrange contract well known person who helps promote Esprit products with their social status. It is recommended to use Miss. Hana Kuk Tsz Kiu. She was rewarded a “HK Popular new artiest” in 2017(Coolmusic,2017). (Customers) 

	Marketing and 
Communication
	Influencer marketing
	· Company uses youtuber or Key Opinion Leader(KOL) to introduce product and direct sales.(Customers)

	Information technology ,Marketing and Administration
	Monitoring and Controlling
	· Company monitors the volume customers engagement though analytic and their satisfactions level. (Customers)


	Financial, IT and Communication
	Evaluate financial performance and review on line engagement. 
	· Company measures profit or loss revenue in recent strategies.(Financial)
· Company measures its online performance though internet analytic.  Is it outperform or underperform in its industry? (Financial and customers)


	Financial, marketing  and stakeholder
	Review financial report and planning 
	· Company reviews each organization performance for next planning and goals. (Financial)
· Review PESTLE analysis, competitive powers, primary data, secondary data and records balanced scorecard recorded of year 2019 to set target in year 2020. 


Table 2: Effective practice to achieve company goals
Souce: From this reseach.
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Balanced Scorecard for  Esprit


Financial
Goals: Revenue growth, reduce regular OPEX, reduced occupancy costs and reduce rental cost.
Measures: Sales growth rate, Amount of expenses, Amount of occupancy costs and  rental rate.   


Learning and Growth
Goals: Sheer scale of design production, Open new stores in HK, product innovation, Leverage local cooperative, new mobile app, Products time to market and attend fashion shows. 
Measures: Number of design,time to develop new items,  new products time to market, number of factories, mobile app, Production days to market and number of fashion shows..


Customers
Goals: Build brand loyalty, increase customer satstaction and increase sales per customer.
Measures: Customer satisfaction ranking, Sales amount from customer, number of installed online shop and app and users review rating.


Operational
Goals:  Downsizing organization, leverage local  cooperatives and  closing unprofitable stores.
Measures: Number of employee, store performance and operation expense amount. 
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Weight¹ Rate ² Weight Long term or 

(0 to 1) (0 to 4) score² short term effect

Opportunities

Shoppers like online buying 0.12 4 0.480Long term 

Free tax may encourage consumer spending 0.07 2 0.14Long term

Design casual wear for aging population 0.1 3 0.3Long term

Declining cost of shop rents in HK 0.12 4 0.48Mid long term

Income of HK people are increasing yearly  0.02 2 0.04Long term

Threats

The gap between rich and poor is increasing 0.09 1 0.09Long term

Slow HK economy growth in 2019 0.2 3 0.6Mid long term

Declining visitors to HK 0.12 3 0.36Mid short term

Industry is risky(prediction of future trends) 0.06 3 0.18Long term

Competitive sector locally and nationally 0.1 2 0.2Long term

Totals  1.00 2.87

Key external factors

Note ²: Superior(4),Above average(3),Average (2.5), below average (2), poor (1).

Table 1: External factors evaluation (EFE) matrix for Esprit in 2018

Source: From this research

External factor evaluation (EFE) matrix for Esprit 2018

Note ¹:  0.0 (Not important) to 1(All-important).
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Forces 

 Forces to 

Espit

Impact on 

profitability of 

Esprit

Factors*

∙

Product differentiation

↓

Capital requirement

↓

Switch cost

↓

 More on line shops 

↓

 Buyer gets information easily

↓

 Low switch costs

∙

 Undifferentiated products

↓

Few in number

↓

 High switching costs

↑

 No substitutes

∙

 Government policies

• Basic human needs.

↑ Performance for money

Competitive 

Rivalry

High Negative

↓

 Fast fashion

Conclusion High medium Less attractive

Source: From this research.

Table 2: Summary of Competitive power in Espirt.

Note*: (

↓

= Loss of power) , (

↑

=Gain of power) and (• = Moderate power) for Espirt

Supplier Power High medium Moderate negative

Threat of 

substitutes 

High medium Moderate negative

Threat of Entry High Negative

Buyer  Power Low medium Moderate positive
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Weight¹ Rate ² Weight

(0 to 1) (0 to 4) score²

Strength

Brand recognition and loyalty 0.07 3 0.21Marketing and stakeholders

Strong research and development ability 0.09 1 0.09R & D and Human resourcing (HR)

Strong management team 0.09 2 0.18Stakeholder, administration and HR

Fashion designs among target customers 0.09 1 0.09Design

Corporate culture 0.08 2 0.16Stakeholder and human resourcing

Increased internal sales 0.10 4 0.40Marketing, sales and IT 

Successful marketing campaigns 0.09 4 0.36Marketing, sales and IT 

Weaknesses

High inventory risk - Seasonality 0.05 2 0.10Purchasing, production and sales

Small number of suppliers 0.05 2 0.10Purchasing, production and R&D

Branch of customer confidential information 0.06 2 0.12Marketing and IT

Operating losses 0.05 2 0.10Human resourcing and administration

High Shops rental  0.08 1 0.08Financial and administration

Decreasing sale 0.10 3 0.30Marketing and sales

Total score 1.00 2.29

Key external factors

Internal factor evaluation (IFE) matrix tor Esprit 2018

Table 3: Internal factors evaluation (IFE) matrix for Esprit in 2018

Source: From this research

Note ¹:  0.0 (Not important) to 1(All-important).

Note ²: Superior(4),Above average(3),Average (2.5), below average (2), poor (1).

Correlated department
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Objectives Year 2018 recorded Target (Year 2019)

Revenue growth in Hong Kong HK 173 million(Esprit,2018,p33). HK 220 million

Reduce regular operating expenses (OPEX) (HK 8,830 million)(Esprit,2018,p29). (HK 8,400 million)

Reduce occupancy costs  (HK 2,526 million)(Esprit,2018,p29). (HK 2,300 million)

Objectives Year 2018 recorded Target (Year 2019)

Sheer scale of design production No changed Increase 10% designs

Open new stores in HK prime area  1 store closed(Esprit,2018,p33). 2 new stores

Innovative products  No changed Add 12 new products or functional materials

Leverage local cooperatives 152 factories in China (Esprit,2018,p39). 160 factories in China

New mobile app  Esprit Global(Play.google,2019). Add new Esprit Hong Kong app

Product time to market No recorded 14 days

Attend fashion shows No recorded 2 times for seasonal wear changing

Objectives Year 2018 recorded Target (Year 2019)

Customer relationships respectively. 3.4 of 5 (play.google,2019). 4 of 5

Customers' traffic to all Esprit channels  Decrease revenue 11.1% year on year (Esprit,2018,p25). Increase revenue 15% year on year

Esprit App is installed 500,000+(Play.google,2019). 600,000+

Objectives Year 2018 recorded Target (Year 2019)

Number of full time employee 6450 people (Esprit,2018,p120). 6200 people

Closing unprofitable Hong Kong stores Negative profit Positive profit

(LBIT) of Underlying Operation (HK 909 million) (Esprit,2018,p29). (HK 180 million)

Table 4: The review of balance scorecard for Esprit in Year 2018 to Year 2019 target.

Source: Epirt,2018 and Play.google,2019.

Balanced scorecard for Esprit 2018/2019

Financial 

Learning and growth

Customers

Operational
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