Adapting to Change: A Business Environment Analysis of H&M
Businesses are defined as organisations that provide goods and services to customers with the intention of creating a profit while satisfying consumer needs (Cambridge Dictionary, 2019). While there can be occasions where businesses have little to no competition, there is usually a competitive market that the businesses are trying to dominate. When analysing a business, there are many things to consider both internally and externally that could influence how it operates, with changes happening regularly. For example, universities and colleges have been heavily encouraged to apply more sustainable processes into their organisational operations (Rieg, Gatersleben and Christie, 2021), which relies on them adapting to change effectively. 
The industry chosen for this essay was the fashion industry, with a focus on the retail sector due to the pace of change. The organisation in particular that will be discussed is the fast fashion retailer Hennes & Mauritz AB, more commonly known as H&M. This business originated in Sweden and now has taken over the world in over 75 markets with over 3,500 stores and has a great focus on sustainability in a sector which has had lots of backlash regarding sustainable business practices in fast fashion (H&M Group, 2024). With high end fashion shows taking place seasonally across the world, the styles shown at these events slowly make their way down the chain until they become everyday clothing items and styles for the public, meaning that businesses that want to capitalise on first-mover advantage. First mover advantage is when a company speeds up processes in order to capitalise on being the first to sell a product (Suarez and Lanzolla, 2005).This paired with the struggles of being a highly competitive market and dealing with trends that circulate rapidly through the use of the internet creates a business environment that is constantly changing to attempt and meet customers wants and needs (Ahmed, Begum and Ali, 2024). Choosing H&M as the business of choice was mainly decided by their adaptability to the PESTLE factors, such as e-commerce which has become a very popular option, especially since COVID when fashion retailers relied on the internet to generate profit. Another point which will be discussed is how H&M have integrated sustainability into their corporate identity through many practices, one of which involving using second hand clothing resale but more of which will be discussed later in this essay (Edelson, 2023).
Following this brief introduction, theoretical models and concepts will be discussed in order to explain business environments and how external factors, such as PESTLE, impact them and alter how businesses operate. The factors do not necessarily just display threats to the business, but also opportunities that can be seized, which can be analysed through Porter’s five forces (Gratton, 2025). These will then be applied to H&M to see what potential factors they not only have to deal with, but which factors they have responded to in the past and how effective the strategies they used were.
When looking at the business environment, it is shown to be split into two sections. The first being the internal environment, which is made up of factors that are inside the organisation such as the structure, the culture of the organisation and the leadership in the organisation and how that can affect operations (Aditya Wardhana, 2024, pp.200–227). The other is the external environment, which consists of the macroeconomics and microeconomics that the organisation has no control over, such as inflation, but also political and technological changes (Patil, 2020). 
While looking at the external environment is extremely useful, the internal environment can also not be overlooked. According to the company website (H&M Group, 2021), the organisational structure of H&M is a matrix model which spans multiple many regions and multiple companies such as Cos, Arket and Weekday. This makes adapting to regional markets easier while maintaining the core values of the organisation. By using this model, good communication can result in easy problem solving when change arises such as social trends or a change in suppliers.
In the case of H&M, analysing external influences on the business is imperative due to the fact that their existence is dependent on having customers, so they must adapt in order to keep up with customer demand. Looking at the changes in the external environment could show potential opportunities for the business, however, can also display any potential issues that could arise from changes in this environment, which is why it is important to monitor (Patil, 2020). When analysing the macroeconomic factors, unemployment rates and inflation are factors which will directly influence the purchasing power of customers and in turn affect the number of sales that H&M would make in a period. For microeconomic factors, such as the demand for certain products, high end fashion retailers have the ability to create demand in niche markets of wealthy consumers, whereas fast fashion such as H&M are targeting a much wider audience, meaning pricing strategies are crucial in a more competitive market, with other fast fashion companies also claiming to have quality affordable items. With trends changing constantly, businesses in this sector need to understand the demand for certain items and predict future trends to prepare for change and be the first in the market to produce the pieces. 
A way of assessing the microeconomic factors and how they influence the industry is by using Porter’s Five Forces, which looks at the bargaining power of both suppliers and buyers, the threat of rivals, new entrants and substitutes in the industry (Gratton, 2025). An example of this with regards to the fashion industry would be the rise in vintage clothing, and the rise in popularity of second-hand items. Another example would be online-exclusive businesses such as Boohoo, which constantly have sales and fast delivery to allow convenience for customers (Boohoo, 2024).
A strategy mentioned briefly in the introduction was PESTLE analysis, which looks at the factors that affect the macroenvironment and in turn any business, made up of Political, Economic, Social, Technological, Legal and Environmental factors (Kempfe, 2023). For example, with clothing production and quality, environmental sustainability would be a factor to consider heavily for any business at any level of the fashion industry. All of these factors could be considered when looking at H&M, however the main ones to consider would be advancements in technology and the use of e-commerce, social factors such as TikTok trends, and political factors such as the new tariffs introduced by Donald Trump, which could affect fashion companies where operations are located in Asia (Hameiri, 2025). With China being one of the most important countries with regards to production (H&M Group, 2025), These changes could affect the supply chain costs of H&M and therefore influence their pricing strategies, which has been seen by companies such as SHEIN, which have increased the costs of their items to accommodate the tariff change (Murphy, 2025). 
To analyse the situation that H&M are in and the challenges that they face, a full PESTLE analysis would provide any issues that are currently being face and any opportunities that have been presented, providing a detailed insight into the macroeconomic situation in the fashion industry and how H&M can adapt. 
As previously mentioned, while H&M are affected by political factors, they do not necessarily play a large role for all businesses in the fashion industry, especially higher end fashion, as many companies will have products made in the same country or countries that have higher quality facilities and political stability. In the case of fast fashion, products are being created every 2 weeks in countries which have much more affordable labour costs, in order to produce quickly and at a low cost (Moorhouse, 2020). In the case of H&M, having to adapt to the trade issues between the United States and China will increase costs and create issues regarding the supply chain. In addition to this, government laws and regulations have made sure that there is transparency with regards to transparency of the supply chain and focus on environmental impact (TDI Sustainability, 2023). 
Furthermore, economic factors also have a great impact on the performance of the company. Due to fashion being considered as non-essential, recessions would impact how much consumers will spend on clothing items. When looking at the financial reports of H&M (H&M Annual Report, 2021), it was clear that there was a major impact on the performance across all the businesses owned by H&M. This was most likely due to closures of most stores and customers prioritising necessities instead of non-essential items. Another issue that is presented from inflation is that H&M are well known for their affordability, so they must try and balance affordability with making profit as costs increase on a global scale. 
[bookmark: _Int_oN1Jljzp]Fashion is heavily influenced by social trends, with products coming in and out of style frequently, but also consumer ethics have changed, with a much higher focus on being environmentally conscious. For example, there has been more of a focus on second hand reselling of clothes as opposed to buying from fast fashion. Social media also has great influence on fashion, with content creators and ‘fashion influencers’ styling themselves and gathering sponsorships from companies to promote their products and create channels to communicate with customers, increasing loyalty (Chu and Seock, 2020). This type of marketing is effective due to the speed of social media, allowing any issues customers may have to be solved quickly and efficiently. The issue that could be presented with social media is that it has a great impact on how a company is perceived, and any problems that the business may have is spread rapidly, with customers having the ability to directly question why decisions have been made. Inversely, any positive impacts that the company has, for example at H&M (H&M Group, 2024a), there are posts regarding all the positive climate change plans that they have and are going to implement, expanding their customer base to the more environmentally conscious and creating a positive brand image.
However social media is not the only use of technology for businesses. The fashion industry has taken a major shift towards online shopping, with technology playing a massive role in the longevity of a company. Customers now appreciate the convenience of online shopping, with the use of virtual fitting rooms, apps with discounts provided for people with accounts, and quick delivery which saves them the time of going to the actual store and trying on the clothing (Agarwal, 2024). (Agarwal, 2024) also discusses the use of AI in physical production of clothing and automating many processes such as designing products, demand predictions and stock management. E-commerce is a large opportunity for fast fashion retailers to take advantage of, with many having loyalty programs and online exclusive discounts. This creates potential areas to cut costs, increasing profitability, however with digital retailers taking over, this can result in the creation of much more competition from not only companies, but digital marketplaces for vintage and second-hand pieces. For example, Vinted, a website and app used to resell clothing, has gained over 1.5 million users in the last 3 years in the UK alone (Hardcastle, 2024). Companies such as H&M need to pay close attention to competition digitally as well as physical stores, with the use of technology only growing over time. Use of customer data also has resulted in strict customer privacy regulations, for example GDPR, which has an effect on how data is collected online and through the use of smart clothing, such as glasses and watches (Wolford, 2025). Fortunately, H&M do not sell these products however there has to be transparency when selling online regarding what data is going to be collected and used. 
The final and possibly largest section of PESTLE for the fashion industry is the environmental factors. Research (Niinimäki et al., 2020) suggests that the fashion industry consumes up to 79 trillion litres of water per year and 8-10% of carbon dioxide emissions which explains why there is such a focus on environmental sustainability when producing and selling clothing, especially in fast fashion such as H&M. Companies in this position are facing risks to their brand if they do not incorporate sustainable practices and are potentially turning away new customers who only purchase from environmentally friendly businesses. While that is the case, this also provides an opportunity for businesses to capitalise and promote being environmentally friendly in order to increase sales and gain a good reputation. An example of this would be the clothing brand Patagonia, which has built its reputation by ‘green marketing’, which promotes being sustainable and protecting the environment in production of clothing (Guerreiro et al., 2023). They have experienced impressive growth, with sales quadrupling in the last 10 years, and the company had a 13% growth in net sales from the year prior in 2018 (Pereira, 2023).
Being able to recognise the PESTLE factors is great for assessing the business environment, and it certainly shows how quickly it can change in the fashion industry. However, companies need to act quickly to adapt in order to not only survive, but increase profitability where possible, which is what H&M have done. For example, looking at the environmental and social issues that were presented in the analysis, H&M launched a collection of clothing known as the conscious collection, which consists of products solely made from sustainable or recyclable materials (H&M, 2019). They have claimed that they are trying to reduce greenhouse gas emissions by 90% by 2040 by removing the use of coal in production and using more environmentally friendly electricity sources, with the use of technology to help in textile recycling (H&M Group, 2024a). They now include the sustainability report in their annual reports, where it shows over 90% of their waste goes to recycling as opposed to landfill, with an increase in resale markets (H&M, 2025). 
H&M have been extremely transparent with their supply chain, displaying supplier lists every year for the last 12 years (H&M Group, 2025). Attempting to reduce the effects the political factors have on them by sourcing materials from many different countries and are sourcing closer to the markets in order to reduce their carbon footprint is a smart business move and shows that they are adapting to the changes in the business environment well. 
While these are positive responses, the company could attempt to push the online aspect of the store further, with a similar share of the net total in 2024 as the previous year at 30% (H&M, 2025), (H&M, 2024). E-commerce has become more important since the pandemic where physical stores were closed, and digital platforms thrived as customers are now experienced in online shopping and do not need to travel to try on and purchase clothing. When compared to competition such as ASOS and Boohoo which are exclusively digital marketplaces, H&M could look at how they function and generate interest online to increase customer attraction. Possibly having frequent online sales and advertising more on social media with influencers such as seasonal lookbook videos would push the website more and create more competition.  
Another possible way of tapping into other markets would be to create a collection of clothing that is environmentally friendly but is made from more premium materials with a higher price tag. This could attract customers who would generally shop at middle tier to high end fashion houses who prefer higher quality clothing but want to focus on sustainable goods. This is due to the fact that fast fashion is still seen to have ethical issues and can be attached to the lower price tags (Ross, 2021).
In conclusion, the fashion industry is a good example of a volatile business environment, with many environmental factors that need to be closely considered in order for a business to adapt to the changes effectively. By using models such as the PESTLE analysis, it is clear that there is a new focus on sustainability and minimising any effects on the environment where possible. It is also shown that technological advancements and social trends heavily influence the fashion industry, with high end shows seasonally and social media platforms like TikTok and Instagram influencing the styles and types of clothing that people want to purchase. 
The companies' responses to these changes have generally been good, with clear sustainability goals and increasing loyalty of customers due to the amount of transparency in their operations. 
With that being said, H&M are still considered a fast fashion company and must deal with the risks associated with it. By adding higher end collections with the same amount of focus on sustainability as previous collections, they could reach a new customer base and possibly increase quality of production across the board. In addition to this, increasing their online presence could prove to be beneficial as the world is becoming increasingly technologically focused, where social media is dictating fashion trends frequently and online shopping is becoming more prevalent. 
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