Strategic Analysis of Next Plc. as UK Fashion Retailer
1.0. Introduction
[image: ]Apparel retail is a growing business segment in the United Kingdom. Pursuing a gradual and steady uptrend, the market value of the apparel industry in the country has risen from EUR5,700 million as of 2013 to over EUR6,3000 million in 2020 with a positive outlook of growth (Appendix 1). The trend is also reflected in figure 1 given below: 
Figure 1: Market value of apparel and footwear in the United Kingdom from 2013 to 2020 (in million euros). https://www.statista.com/statistics/491114/apparel-and-footwear-united-kingdom-uk-market-value/
The industry caters to customers of different age groups. The findings from Statista (2020c) reveal that youth has a major share being the target audience of fashion retailers, while it also serves the needs of all other age groups from kids to the elderly. It is also worth mentioning that the online shopping trends in fashion retail in the UK are emerging as uncovered in figure 2: 
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Figure 2: Value of monthly internet clothing and footwear retail sales in the UK from January 2013 to September 2019, based on sales per week index.https://www.statista.com/statistics/286032/internet-clothing-and-footwear-retail-sales-value-monthly-index-in-the-uk-2013/
The figures given above suggest that online retailing in the fashion segment is in the transition phase from innovation to accelerated growth. Moreover, these trends hold positive near and long-term outlook referring to retail lifecycle theory (Goworek and McGoldrick, 2015). Innovation took place a few years ago when ecommerce was introduced, which is now growing at an accelerated rate.   
2.0. Introduction to the Company
The company chosen for the analysis is Next Plc. headquartered in the UK. The retailer was founded in 1864 and has a long history of success, evolution, expansion and diversification. Next Plc. is a publically traded company with 700 stores across the globe, including 500 in the domestic market. It has established its presence at multiple destinations across Europe, Asia and the Middle East. It enjoys the reputation of being the largest fashion retailer in the UK since 2013 when it overtook  Marks and Spencer, a big player. Next Plc.’s revenue exceeded $40,000 in 2018, offering a glimpse into its market size and portfolio (Nextplc, 2020). Because of its visible expansion, the company is categorized among the largest fashion retailers internationally. 
Next Plc.’s flagship products include clothing and footwear though it has also sufficiently branched out to home products. In an intensely competitive market, the market share of Next Plc. was recorded above 8%, slightly ahead of Marks and Spencer at 7.1% and Primark at 6.9% (SV Investments Ltd, 2019). Even as Next Plc. has a strategic history of continuing as a brick-and-mortar retailer, it recently adapted to the growing trends within the digital domain by opening online stores (Nextplc, 2020). 
3.0. Key Relevant Changes in the UK’s Fashion Retail
The PEST analysis is performed to evaluate the key changes within the retail sector while considering the external factors within the macro environment of fashion retail in the UK.
3.1. Political Factors 
One of the key political factors hampering the growth of the retail sector, especially fashion retail, is the government’s austerity drive being fueled by repeated tax hikes. The increase in corporate and value-added tax has improved the cost of doing business (Kelly, 2019). Retailers, who decide to pass the improved tax stress to customers, are faced with a reduced demand while others have to compromise their bottom-line. 
Another key factor is the sustainable clothing action plan (SCAP) by the UK government to obligate the retailers to ensure environmental and social protection through their socially responsible practices (Appendix 1). It comes as a dual-edged sword depending on the retailer’s ability to effectively respond to this factor. 
3.2. Economic Factors 
A favorable economic indication for Next Plc. and other fashion retailers is a stable inflation rate in the country. The inflation rate has come down from its peak above 5% in the year 2012 to a stable rate of 2% in 2019 (Appendix 1). The change in inflation is also shown in figure 3 below: 
[image: United Kingdom Inflation Rate]
Figure 3: Inflation rate in the UK. https://tradingeconomics.com/united-kingdom/inflation-cpi
This is a positive indication because low inflation encourages aggregate spending, which spurs demand for luxury goods and services (IGI Global, 2015). Thus this is an encouraging indicator for Next Plc. Furthermore, median disposable household income with declining inflation has increased with time, thus presenting opportunities for premium clothing and fashion retailers, including Next Plc. (IGI Global, 2015). The rise in disposable income can also cushion the retail sector against the tax hike, where the findings are depicted through figure 4 given below: 
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Figure 4: Office for National Statistics. (2019). Average household income, UK: Financial year ending 2019(provisional). https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/bulletins/householddisposableincomeandinequality/financialyearending2019provisional
3.3. Social Factors 
One of the key factors to watch for is the growing diversity in the UK, where the number of immigrants from different ethnic backgrounds has been growing. Besides, growing awareness about diversity and inclusion creates opportunities and challenges for fashion retail in the UK (appendix 1). This is an opportunity for retailers who can respond to awareness and diversify their portfolio, with threat still existing for those whose business models do not allow flexibility. It can be referred to as the continuity of 'environmental evolution' of retail since 1800 (Evans, 2011; Appendix 1). Emerging needs may result in improved diversification and evolution with a growing focus on diversity. Besides, the country is grappling with the issue of the aging population which is likely to grow in the years to come. As of 2019, 40% of the total population is in the age group of 30 and 75, which is expected to rise to 45% by 2033 and 49% by 2039 (OGL, 2016). These facts are also illustrated as under: 
[image: ]
Figure 5: Future of the aging population. https://www.ageing.ox.ac.uk/files/Future_of_Ageing_Report.pdf
This poses a serious threat because a stronger sense of fashion is attributed to the young generation. These trends indicate a gradual contraction in the size of the primary target audience for fashion retailers. 
3.4. Technological Factors 
The upsurge in online shopping in fashion retail is a key trend. As shown in figure 2, online shopping trends are on the rise that requires traditional fashion retailers to utilize sales’ transition to the fullest to ensure their long-term survival (Statista, 2020). Similarly, digital marketing is on the rise, where social media and other digital marketing channels have bounced over the past decade, creating lucrative opportunities for stakeholders to utilize cheaper alternatives (Mintel, 2019). The fashion retailers can capitalize on these opportunities by creating digital campaigns using robust channels and tools of digital marketing. 
4.0. Porter’s Five Forces Analysis
Porter's five forces analysis is to identify key changes in the micro-environment of the retail sector: 
4.1. Bargaining Power of Buyers
The bargaining power of buyers is 'moderate' in the industry. The buyers have a vast choice because of a large number of firms in the industry. Besides, switching costs are 'zero', which means that the customers are free to switch among retailers as long as they are not satisfied (IBISWorld, 2019). However, it is important to note that brand and logo obsessions are high, whereas the brand is a source of customers' expression of personality (Mintel, 2020). At the same time, an individual’s average purchase is negligible when compared with the overall sales volume of an average firm (IBISWorld, 2019). Hence, the bargaining power is almost evenly balanced between the vendors and the buyers. 
4.2. Threats of New Entrants 
The threat of new entrants is also 'moderate'. Established identities of existing brands do not allow for easy and smooth entry. Every new entrant requires more time before it may capture the attention of potential customers, who are already using other renowned brands (Mintel, 2020). Similarly, the knowledge and upfront investment required for this consideration proved to be a barrier for prospective entrants (IBISWorld, 2019). However, cyclical theory of 'wheel of retail' shows that threats may exist as new retailers may enter as discounters without facing competition from up-market increase their prices and competencies after building a loyal customer base (Varley, and Rafiq, 2014; Evans, 2011). Thus, this force largely offset the barriers to entrants discussed earlier. 
4.3. Intensity of Competitive Rivalry 
The intensity of competitive rivalry is 'high' in the industry. Both direct and indirect competition is to be taken into consideration. Direct competition for traditional retailers comes from direct competitors who have established presence in the market and are engaged in aggressive marketing tactics in the race for supremacy (Mintel, 2020). On the other hand, e-commerce is the source of indirect competition for physical retailers. The convenience of shopping offered by online retailers poses a serious threat to traditional brick-and-mortar stores (Mintel, 2020). Under this pressure, several firms, including Next Plc., were compelled to introduce online stores (IBISWorld, 2019). However, the retailers failing to adapt to these trends may have to compromise their competitive strength. 
5.0. Strategies and Tactics
5.1. Response to Key Macro-Environmental Factors
Two major changes within the UK fashion retail segment to which one need to respond tactfully include:
5.1.1. Growing importance of diversity. It is found in the analysis that the importance of diversity is on a consistent rise. This is an important factor to be considered because this invokes environmental evolution retail theory. It is assumed that environmental retail evolution exists because of the retail sector’s response to key external factors. The theory gives coverage to the retail evolution since 1800 (Jonsen, Point, &Kelan, 2016). Thus, it is a good time for retailers to accommodate diversity to align their activities and utilize from the emerging trends. 
To address the above issue, Next Plc. will have to cater to different ethnic groups while focusing on their choices that closely relate to their social identities. This strategy will not only enable the retailer to respond to the diversity trends as a part of the image-building strategy but also capture the market segments with unmet desires. Moreover, the action helps the brand to connect to a diverse range of customers, eventually opening the door for further expansion and growth (Jonsen, Point, &Kelan, 2016). Next Plc. should to be among the early ones to introduce these changes so it can enjoy a lasting reputation of being the trendsetter. 
5.1.2. Emerging importance of e-commerce. E-commerce trends appear to be optimistic. This shows that online fashion retail is in the early phases of its lifecycle. Research shows that online sales are growing and the new entrants are trying their best to deal with this upsurge (Thompson &McLarney, 2017). These trends are characterized by bright prospects and hold positive indications for the future. 
With regards to the emerging trends, Next Plc. is advised to pay attention to its competitive strength on the online platforms. The company should compete on convenience as the key success factor in the market (Chernev, 2018). Investing in this growing domain is worthwhile as high sales revenues are expected. Therefore, Next Plc. should keep an eye on the online platforms of its competitors to perform better. Speed, navigability and sleekness of interface as well as the speed of delivery must be fundamental areas to focus on. 
5.2. Response to Key Micro-Environmental Factors 
Two major changes in the UK fashion retail to be answered include:
5.2.1. Doors for new entrants in cheap markets. It is found that despite a high upfront cost and knowledge required for a strong entry, retailers can find their way from the bottom of the market. The wheel retail theory claims that retailers can be discounters. Research shows that if retailers are able to improve their customer base and visibility, they can be the upscale competitors (Goworek, and Goldrick, 2015). Insights gleaned from these trends indicate that Next Plc. should never relax on the improvement and evolution of its strategic framework. The company should continuously strive to maintain its competitive strength. For this purpose, the firm will have to operate with a flexible model and strategic framework that can be adapted according to any emerging trend.   
5.2.2. Intensity of competitive rivalry. Competition is inevitable when it comes to running any business in any sector, where the level of intensity will become greater or lower depending upon the company’s situation. The direct and indirect competitors get influenced by the intensity of competitive rivalry. The competition tends to grow as the market will further evolve in the online segment, which is relatively new but a broad extension (Sadler, 2003; Kachru, 2005). Therefore, it is expected that the competitive rivalry will grow further. 
Considering the threats from ever-growing competition, Next Plc. is advised to keep focusing on its research and development. Moreover, the company should identify the gaps and strive to address the unmet needs (Goworek, and Goldrick, 2015; Kent and Omar, 2003). Besides, it is necessary for Next Plc. to maintain strong long-term relations with its loyal customers to reinforce brand name and obsession (Evans, 2011). Rich and historical legacy enables the company to operate in a competitive segment. If the company continues to improve its competitive strength, it will be able to maintain its edge despite a growing intensity of competition. Moreover, this approach would serve as a long-term responsibility for the company’s survival against emerging challenges. 
6.0. Recommendations
The facts discovered in this report reveal that Next Plc. is likely to face critical challenges ahead despite its established influence in the market. The company has to ensure that it prepares itself for an effective response to challenges. It is worth mentioning that ever-changing trends in the retail sector and infinite room for innovation are the key contributing factors to this market evolution. Therefore, the company should continuously adapt to emerging trends for which it y has to take help of its business model. 
On the other hand, flexibility is essential to succeed in an ever-evolving retail environment. Companies sticking to their legacy or conventional wisdom without noticing change may be forced out from the market. Therefore, it is crucial for Next Plc. to understand continuous evolution in line with emerging trends as it is the way to survive, grow and maintain competitive strength as well as outsmart other retailers in the marketplace. Besides, the trends indicate that the future of retail lies in technology. Therefore, Next Plc. is advised to be swift in launching new technologies, especially those relating to digital media and e-commerce. If Next Plc. shows the technological agility, it will be able to sustain its competitive advantage and market reputation. 
7.0. Conclusion
It is found that Next Plc. is a renowned brand with a well-managed portfolio and competitive strength. The key external macro- and micro-environmental factors of the company pose critical threats to retailers who fail to keep pace with emerging trends. In line with these understandings, Next Plc. is required to retain focus on technological adaptation as a means of survival and growth in the face of emerging challenges. 
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Appendices
Appendix 1
UK Fashion Retail Pest Analysis (Abdulla, 2019; Trading Economics, 2019; BBC, 2019; Statistia, 2020a; Evans, 2011; Angell et al., 2012)
	Component 
	Key Forces
	Opportunity or Threat

	Political
	Austerity drive of government resulting in text hikes
	Threat

	
	SCAP
	Both

	Economic 
	Stable inflation 
	Opportunity

	
	Rising household income
	Opportunity

	Social 
	Growing importance of diversity and inclusion 
	Opportunity

	
	Aging population 
	Threat

	Technological 
	Rise of ecommerce
	Opportunity 

	
	Rise of digital marketing 
	Opportunity
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