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Abstract

Creditex is one of the largest Peruvian textile companies listed on the Lima stock
exchange. The main activity of the company is the manufacture of textile products, including
ginning, spinning, weaving, dyeing, finishing and all activities related to the industrial
processing of natural fibers of plant, animal and synthetic origin. Creditex is specialized in
the development of complete clothing packages for major international brands such as
Tommy Bahamas, Life is good, Island Company, and others.

Creditex is facing a decline in its sales and an increase in its manufacturing and labor
costs. One reason for the rapid decline in sales is seen in ineffective product development.
Therefore, the research question of this thesis is as follows:

Which product development for the Latin American and US market enables Creditex
to achieve sustainable success?

The methodology used is a single case study. Relevant literature was collected by
means of a literature review and expert interviews.

Following the literature review, four different possible solutions are presented, which
are then systematically analyzed and ranked according to several assessment criteria. The
company Creditex is shown one short and one long term solution. The proposed solution
suggested to the company is to implement a new product line focusing on medical clothing
and sports and leisurewear, taking into account the current demand for both products and the

growing expectations of both markets.



Resumen Ejecutivo

Creditex es una de las empresas textiles peruanas mas grandes que cotiza en la Bolsa
de Valores de Lima. La principal actividad de la empresa es la fabricacion de productos
textiles, incluyendo el desmotado, hilado, tejido, tintoreria, acabados y todas las actividades
relacionadas con el procesamiento industrial de fibras naturales de origen vegetal, animal y
sintético. Creditex estd especializada en el desarrollo de paquetes completos de ropa para las
principales marcas internacionales como Tommy Bahamas, Life is good, Island Company y
otras.

Creditex enfrenta una disminucién en sus ventas y un aumento en sus costos de
fabricacion y mano de obra. Una de las razones de la rapida disminucion de las ventas se ve
en el desarrollo ineficaz de productos. Por tanto, la pregunta de investigacion de esta tesis es
la siguiente:

(Qué desarrollo de producto para el mercado Latinoamericano y Estadounidense
puede permitir a Creditex lograr un éxito sostenible?

La metodologia utilizada es un estudio de caso unico. La literatura relevante se
recopild mediante una revision de la literatura y entrevistas a expertos.

Tras la revision de la literatura, se presentan cuatro posibles soluciones diferentes, que
luego se analizan sistematicamente y se clasifican de acuerdo con varios criterios de
evaluacion. A la empresa Creditex se le muestra una solucion a corto y una a largo plazo. La
solucion propuesta que se sugiere a la compaiiia es implementar una nueva linea de productos
enfocada en ropa médica y ropa deportiva y casual, teniendo en cuenta la demanda actual de

ambos productos y las crecientes expectativas de ambos mercados.
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Chapter I: General Situation of the Organization

In this chapter, the company Creditex S.A.A. is presented and the internal and
external corporate environment is strategically examined using the Five-Forces, the PESTE,
and the AMOFHIT analysis. With the help of internal analysis instruments, an attempt is
made to identify the strengths and weaknesses of the company and, with the help of external
analysis instruments, the opportunities and threats of the environment are identified.
1.1. Presentation of the organization

In this section the company is presented, its history is outlined and its vision, mission,
strategic goals, values, and principles as well as its main competitive advantages are
presented and analyzed. Creditex S.A.A. (hereafter referred to as Creditex) is an
internationally operating textile manufacturing company based in Lima, Peru. Table 1
presents the most important key data of the company.
Table 1.

The company profile of Creditex S.A.A.

Website http://www.Creditex.com.pe/
Industry Textile manufacturing
Headquarters Lima, Peru
Type Private company
Date of foundation 1997
Chairman Andreas Wolfgang von Wedemeyer Knigge
Annual Revenue 2019 $ 79.72 million USD
Employees 1,403

Note. Data from DNB, 2020 (https://www.dnb.com/business-directory/company-
profiles.Creditex_saa.1{24086f087b0e6bd711cfce257b66b7.html)



10

A distinctive characteristic of the Peruvian textile company is the high degree of
vertical integration. Creditex offers so-called complete and comprehensive products. This
means that the company handles almost all steps of the production process in-house. From
the cultivation of the cotton fields, the ginning of the cotton, the process of producing fine
threads, the total control of the manufacturing process of the fabrics to the production of a
wide range of high quality garments, which are then distributed abroad by international
brands, everything is handled and controlled internally by the company. The markets (Figure
1) that the company serves include South America, Mexico, USA, several European countries

and Japan.

Figure 1. Creditex’ International Network

Taken from “Clients”, Creditex, n.d. (http://www.creditex.com.pe/clients.html)

The company known as Creditex today has only been operating under this name and
in its corporate form since 1997. The history of the company is marked by many acquisitions

and mergers.
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1.1.1. History

According to the Commercial Manager of Creditex, the company has been in
existence for almost 100 years (Koch & Negron personal communication, June 16, 2020).
However, through several mergers and acquisitions, the name of the company and its
organizational structure has been changed multiple times. In 1990, the traditional Peruvian
company Corporacioén Cervesur acquired the business Hilanderias Pimafine as part of a
diversification process. This company specialized in the production of Pima cotton products,
especially Pima yarns. The next organizational acquisition took place in 1995, when the
company Textil Trujillo, which was the leading company in the production of yarns, was
taken over. Thus, in 1990 and 1995, two major steps were taken towards consolidation in the
spinning sector. Corporacion Cervesur wanted to ensure that it had enough capacity to
guarantee the supply of high-quality Peruvian Pima cotton (Creditex, n.d.)

Another milestone in the history of Creditex was the acquisition of Compaiiia de
Representaciones y Distribuciones S.A. (hereinafter referred to as Credisa). After a long
period of negotiations, the leading company in the production of fine cotton fabrics and
clothing was acquired in 1997. Through this step, the company slowly became a highly
integrated and export-oriented organization. Together with Credisa, the company Texgroup
was bought shortly afterward. Texgroup is a clothing manufacturer and focuses mainly on
shirts and trousers. The company named Creditex S.A.A. was formed when Textil Trujillo
and Credisa merged. At the end of the nineties, there was a boom in the clothing sector.
Creditex responded to this by acquiring Textil El Progreso in 1998, a company that was a
renowned producer of long-staple cotton and had great expertise in international marketing
(Creditex, n.d.).

A further step in terms of area and channel coverage was taken in the year 2005. The

Peruvian company opened its first private label store in the San Isidro district of Lima. This
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shop bears the name Norman & Taylor. Here, high-quality shirts and accessories are offered.
In 2008 Creditex entered the production of fabric collection with modern designs and simple
twisted Pima cotton. This happened in response to the continued growth in demand in the
region. As a result of the expansion of production, the Peruvian textile company became the
market leader in the production of woven cotton clothing. Creditex product range was
expanded further in 2012 with the launch of the men's clothing brand M.b6. The company
wanted to add an innovative, modern, and fresh product to its product range, which is
oriented towards the lifestyle of urban professionals (Creditex, n.d.).

The company has had to contend with sharply declining profits in recent years.
Analyses and studies show that pure cotton products are less and less in demand on the North
and Latin American markets. At the same time, production costs are rising enormously. The
personnel cost department in particular is recording high figures (EIKON, 2020). The effects
of these developments can also be seen by the following statements of representatives from
Creditex:

"Our costs are increasing year by year and customers are no longer willing to pay the
price for our products." (Koch & Negron personal communication, June 16, 2020)

"The company is slowly dying and has been for about 5 years." (Koch & Negron
personal communication, June 16, 2020)

The company has now been looking for an organic solution for almost five years. The
Commercial Manager of Creditex reported that the company knows that it is time to make
fundamental changes in the company, for instance, a change in the product range (Koch &
Negron personal communication, June 16, 2020). The COVID-19 crisis has exacerbated the
already serious situation of the company. A report by McKinsey (2020) shows that the
willingness to pay a high price for high-quality products has decreased significantly. In

addition, customer preference has shifted away from formal clothing to casual and sporty
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clothing. This is due to the fact that people spend more time at home and in their private
environment in general. There has therefore been a trend towards products that Creditex does
not offer.

1.1.2. Products

The products offered by Creditex range in the medium to upper price segment. About
95% of the Creditex product range consists of 100% Pima cotton. Creditex has a strong
export orientation, however also offers products for the local market. For the international
market participates in with cotton yarns of extra-long and long fibers, as well as with other
fibers mixed with cotton, cotton fabrics or blends, dyeing, printing and finishing, clothing;
while for the local market supplies cotton yarn and blends to the main garment exporters,
which is considered as indirect export. Other products with which Creditex participates in the
local market are clothing (Superintendencia de Mercado de Valores [SMV], 2019). Creditex
produces and sells products of three different types (Creditex, n.d.):

e Yarns: About 10 thousand tons of yarn are produced annually. Either Pima
combed (extra-long fiber), tangiiis (long fiber) or American, in carded and
combed yarn is produced.

e Fabrics: The weaving and finishing plant produces about 9 million meters of
fine, high-quality cotton fabrics, decorative, and apparel fabrics annually.

e Clothing: Due to the operational capacity of the Texgroup apparel sector,
Creditex is the leader in Peruvian exports of full-range flat fabrics. The
product range consists mainly of classic, conservative, formal, high quality,
and high price clothing.

Creditex is rather cautious and not willing to take high risks when developing new
products. As a result, their product range has changed only very slightly in recent decades.

“We have failed to adapt to changing environments.” (Koch & Negron personal
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communication, June 16, 2020). Commercial Manager of Creditex sees a lack of efficiency
and willingness to act in the areas of product development, change, and trend management as
the main reasons why Creditex does not have a product that can be sold profitably on the
North and Latin American market in the long term (Koch & Negron personal communication,
June 25, 2020).

1.1.3. Vision

According to D'Alessio (2013), a vision is the desired future of a company and could
be seen as the sum of long-term goals, which, to be effective, must take into account nine
components that describe the desired future of a company. These components are: (a) a
motivational central ideology; (b) a vision of the future; (c) simplicity; (d) ambition; (e) a
time horizon, (f) a geographical scope; (g) familiarity with all parties; (h) a sense of urgency;
and (1) clarity.

Creditex vision statement cannot be found on the company's website. The following
statement has been internally forwarded by the company to the consulting team:

“Be the leading textile company in Peru and America, recognized for its excellence in
customer service, innovation, and high quality of its products.” (Koch & Negron personal
communication, June 25, 2020)

In addition to the forwarded vision statement, which is presented under the heading
Where We AIM to be?, the following statement is also presented: "How We will get there? -
Doing the things right from the beginning to the end." (Koch & Negron personal
communication, June 25, 2020)

This is a rather vague statement. It does not make it clear how the formulated vision is
to be achieved or what enables the company to achieve the set goal. Furthermore, it is not
clear if this vision statement is transparent to all employees of the company, if it is an integral

part of the corporate culture at Creditex, and how it is realized in the everyday business. “A
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vision is what leaders develop as a road map for helping the organization reach its goals and
make progress to the future.” (Keffer, 2014, n.p.) The vision statement does not seem to be
clear and detailed enough to be understood by the company and its employees as a road map
to achieving set goals.

Creditex aims to be a fully integrated and innovative textile company whose
flexibility will enable them to be a world leader in qualitatively diversified textile products. It
aims to offer prestigious international brands and private labels that are geared towards the
high end of the market and whose efficient running enables high profitability. With a strategy
based on research and development, where they offer their products through various
distribution channels and points of sale, acting in accordance with the rules of good corporate
governance, the company aims to increase customer satisfaction and enable a rapid response
to their customers (Creditex, n.d.; Koch & Negron personal communication, June 16, 2020).

1.1.4. Mission and Strategic Objectives

The mission statement describes the current situation of the company concerning its
products, services, processes, target markets, or target groups. It also contains statements
about the company's reason for existence and its self-image. Furthermore, it describes what
the company does and what it stands for, it offers employees orientation and gives them a
sense of purpose for their professional activities (Ant, 2018). Hoque (2020) defines a mission
as the written expression of the vision. The mission is also known as corporate principles or
guidelines. It has primarily a communication function.

Creditex considers itself to be a company with diversified and vertically integrated
business lines, which continuously works to meet the quality standards of its customers
(Texgroup, n.d.). The company wants to meet the expectations of its customers through
innovative and service-oriented operations. Moreover, a workforce with great expertise and

competence is and has always been an important factor for Creditex. It is also important to
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the company that employees identify with the company and are committed to the business.
The company is keen to ensure that its activities are geared towards achieving profitability
with sustainable growth while promoting social and environmental responsibility (Koch &
Negron personal communication, June 25, 2020).

Strategic objectives are a concretization of the vision and mission. They have a
fundamental character and create a framework for the organization’s actions. The success of
the company can be measured by strategic goals (Ant, 2018).

To achieve the defined corporate vision and mission, Creditex has defined several
strategic goals. The company wants to expand its production capacity by using automatic
technologies and it also seeks to significantly increase the production of quality yarns.
Creditex also aims to diversify its export target markets in order to increase its market share
and it also wants to integrate different parts of the company through the use of state-of-the-art
management and information technology. The final strategic goal that Creditex listed is to
significantly increase the profitability of the company (Creditex, 2017).

1.1.5. Values and principles

Values are the principles that guide the company's management activities (D'Alessio,
2013). The way Creditex works is determined by several principles and values. These
principles are: (a) profitability, the pursuit of the highest return; (b) customers, the
satisfaction of the needs and expectations of the customer through the best quality and
excellence in everything the company does; (c) human resources, the employees are the most
important resource of the organization and the company works as a team sharing risks and
opportunities; (d) competitiveness, the achievement of the greatest global competitiveness
through the application of creativity, innovation, and planning in all activities; (e)
environment, the belief in the freedom of the market and work with complete transparency

and prudent use of natural resources. The company considers respect at all levels of economic
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activity and organization to be the most important value (Koch & Negron personal
communication, June 25, 2020).
1.2. Industry Analysis (Porter’s Five Forces)

The textile industry is multifaceted. Many countries and markets have their distinctive
characteristics and trends concerning the textile market. Business environments are becoming
increasingly volatile, uncertain, complex, and ambiguity. Porter's Five Forces analysis is a
sector structure analysis tool that helps analyze the textile industry and to understand which
forces work in which way (Porter, 1985). Figure 2 shows the five forces that influence an

industry and thus a company operating in that industry.

Figure 2, Porter's Five Forces
Taken from “The Competitive Advantage: Creating and Sustaining Superior Performance”,

Porter, M. E., 1985, NY: Free Press, p.5.

1.2.1. The threat of new entrants (medium)
The threat of new entrants through competitors is determined by the entry barriers that
exist in a market. A company that wants to enter the cotton industry needs to overcome

certain hurdles such as the cost of entering the market or regulatory barriers (Porter, 2013). In
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order to get an overview of the threat of new competitors, the advantages and disadvantages

of potential new competitors on the Peruvian cotton industry are analyzed. On the one hand,

the following advantages could attract potential competitors and therefore increase the threat

of new entrants:

Peru has relatively low energy costs which lead to low production costs as
compared to other countries with a strong cotton industry (Fernandez-Stark,
Bamber & Gereffi 2016).

Due to its longstanding tradition in working with cotton, Peru has a well-
trained workforce in the field of high-quality textile production (Fernandez-
Stark, Bamber & Gereffi 2016).

Furthermore, Peru holds a free trade agreement with the USA, the United
States-Peru Trade Promotion Agreement (U.S.-Peru TPA), which allows duty-

free access to the US market (International Trade Administration, 2020).

On the other hand, several disadvantages of the Peruvian market can deter potential

competitors from entering the market and therefore decrease the threat of new market entries:

Peru suffers from political instability and bribery (WKO, 2020). Transparency
International (2019) found that nearly one-third of the public service users had
to bribe somebody in the last 12 months.

Employees’ wages in the cotton industry have increased in the last years and
outgrow wages in other developing countries (Fernandez-Stark, Bamber &
Gerefti 2016).

Furthermore, new competitors will have to establish a luxury brand. This
process includes high marketing costs and high efforts to build a customer

relationship. Therefore, companies need to constantly keep reviewing and
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upgrading their strategies to stay in the competition (Reisinger, Gattringer, &
Strehl, 2013; Martin, 2019).

e The logistical infrastructure of the country of Peru can be described as a
further challenge. To enter the port of Callao, for example, waiting times of
12-14 hours for trucks must be taken into account (Cello, 2018).

e Last but not least, the ongoing COVID-19 crises possess a substantial threat to
potential new competitors since the demand for expensive cotton products will
decrease (McKinsey 2020).

Taking all those advantages and disadvantages into account, the threat of new entrants
can be classified as medium.

1.2.2. The intensity of rivalry among competitors (high)

When many organizations are offering similar products and services on the same
market, the competition gets fierce. Therefore, economies of scale are of high importance.
Consumers are always looking for the latest product with the best value. In this case, each
competitor has to find its unique market opportunity. Building an empire on the base of
unique aspects can make a company fight its rivals. Advanced technologies, price factors, and
constantly changing trends matter the most in this rivalry (Reisinger et al., 2013; Martin,
2019).

The level of industry rivalry is rated as high. In Lima alone, there are more than 9,000
textile producers. In addition to national competitors, there are more and more international
players in the Peruvian market. These come from the USA, Brazil, Australia, and to a
growing extent from Asia (China, India, etc.). Competition from imported clothing,
especially from Asia and Central America, where production costs are lower, is constantly

growing. In addition, the Venezuelan market, formerly the main buyer of Peruvian ready-
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made clothing, is disappearing. Of almost 180,000 production companies, 30.08 percent are
operating in the textile industry (Bundesministerium fiir Wirtschaft und Energie, 2018).

According to a study conducted by RVM (2014), the textile retail sector is
characterized by high price pressure, driven mainly by clothing discounters, by weather-
related volatility, and, above all, by the need for a comprehensive multi-channel strategy
involving high investments. The importance of online retailing is increasing, and it is
recording disproportionately high growth. To be successful in today's world, companies need
a multi-channel strategy.

1.2.3. The bargaining power of suppliers (low)

A strong bargaining position of suppliers can reduce the profitability of an industry.
Suppliers with a strong negotiating position can increase prices and thus reduce the profit of
other companies. A strong supplier power exists if the industry is dominated by a few
suppliers or if the industry is only of minor importance to suppliers. Supplier power is also
high if there are no substitute products in the industry, the supplier products are highly
differentiated, there are high switching costs for the companies or the suppliers can credibly
threaten forward integration. (Reisinger et al., 2018; Martin, 2019).

The level of bargaining power of suppliers is industry-wide difficult to determine.
The level depends very much on the type of company and its level of integration. However, it
is generally noted that textile industry suppliers do not have high bargaining power. There are
too many equivalent suppliers on the market (Bundesministerium fiir Wirstchaft und Energie,
2018).

The high level of vertical integration that Creditex has, further reduces the bargaining
power of suppliers. Apart from textile dyes and other minor purchases, Creditex does not

source from suppliers (Creditex, 2020).
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1.2.4. The bargaining power of customers (high)

If customers have a strong negotiating position, they can push through lower prices,
and/or better-quality products. In general, this makes the industry less attractive for
companies, as lower contribution margins are achieved. Strong buyer power exists if
customers buy large quantities, there are few customers in the industry, the products are
standardized, there are low switching costs for customers and/or customers can credibly
threaten backward integration (Reisinger et al., 2018).

The level of bargaining power of customers can be classified as very high. Studies and
analyses show how customer preferences and decisions affect business success. As the
Peruvian market is home to many textile companies, customers have found it easy to switch
from one provider to another (Bundesministerium fiir Wirtschaft und Energie, 2018).

Besides the customer directly, many other factors have an indirect influence on and
power over purchasing decisions. Traditional fashion houses have less and less influence on
trend development. Various other platforms or factors influence emerging trends. According
to Henkel (2019), the following elements are sources for the emergence of trends:

e Celebrities and style icons
e Urban and street style trends
e (Catwalks of fashion weeks
e Social media channels
e Fashion bloggers (especially in niche markets)
e Trends that are pending in so-called style capitals
All these different sources that influence customers and their purchasing decisions are

changing and evolving at an unlikely pace in today's world. Customers are asking for the
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trend products that have developed. If companies do not offer these products, customers are
not prepared to pay a high price for them (Henkel, 2019).

1.2.5 Threat of substitutes

If substitute products for a company's products exist, there is an increased probability
that existing customers will buy products from other companies. Substitute products can also
create competition across industries, which can reduce the profitability of the industry in
which a company operates. A threat from substitute products depends on the following
factors (Reisinger et al., 2018):

e How strong is the customer's tendency towards substitution?

e What is the price and quality of the substitute product?

e How high are the switching costs?

e How differentiated are the products?

e How many substitution products are there and what is their availability?

With the increasing competition in the domestic market, the products offered are also
increasing. According to the Commercial Manager of Creditex (Koch & Negron personal
communication, June 25, 2020) especially fibers produced in India and sold cheaply on the
Peruvian and Latin American markets have become a growing threat. Customers switch to
these suppliers and accept the loss of high-quality cotton in order to pay a lower price. It is
expected that this trend will continue due to the influence of the COVID-19 crisis, as
customers have become more price-sensitive during this period.

Figure 3 shows the force level (low, medium, and high) of the five forces in the

industry in which Creditex operates.
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Figure 3. Level of Impact of the Five Forces in the Textile Industry
Adapted from “The Competitive Advantage: Creating and Sustaining Superior Performance”,

Porter, M. E., 1985, NY: Free Press, p.5.

1.3. External Analysis (PESTE) — Opportunities and Threats

The PESTE tool will be used for external analysis. With the help of the PESTE analysis,
the business environment is analyzed concerning specific market conditions, developments,
and their effects in order to provide a sound basis for management decisions. PESTE stands for
the political, economic, socio-cultural, technological as well as ecological-geographical
influencing factors that affect companies (Reisinger et al., 2018).

1.3.1. Political

The most important factors influencing the political environment of a company include
the economic system, the current or targeted foreign policy, and the stability of the political

system of the respective market (Reisinger et al., 2018).
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The most significant political circumstances that influence Peru are: (a) informal
employment, (b) social instability, and (c) drug trafficking. Labor informality is one of the
important structural obstacles of the Peruvian economy. The informality of work is one of the
most important structural obstacles to the Peruvian economy. In June 2018, informal
employment reached 73% of the working population, an increase of 5.1% over the previous
year. In terms of social insecurity, Peru ranks second in the Americas Barometer 2017 only
behind Venezuela in terms of countries with the highest crime death rate. When questioned,
33% of Peruvians answer that they have experienced some kind of criminal activity (fraud,
robbery, or corruption). Lastly, with regard to drug trafficking, the White House Office of
National Drug Control Policy reported that the number of hectares of coca leaf in Peru has
increased significantly from 44,000 in 2016 to 49,800 in 2017 (Peru, 2018).

1.3.2. Economic

The economic factors influencing a market provide information about its economic
development. For example, information on the current and future sales market should be
obtained, as products can only be sold if there is sufficient disposable income and a certain
need for it. Information can be obtained by means of key figures such as population (growth
trend), real GDP, interest rates, investments, exchange rates, import, and export transactions
and disposable per capita income. Increased per capita income can lead to increased
consumption and thus be an indicator of a potential sales market. In contrast, low growth
figures and high unemployment rates are an indication that the inhabitants of a country lack
disposable income and shrinking consumption (Reisinger et al., 2018).

The Peruvian economy has gone through two different phases of economic
development in the last 20 years. With a GDP growth rate of 6.1 percent annually, Peru was
one of the fastest-growing economies in Latin America from 2002 to 2013. From 2014 to

2018, however, GDP growth slowed to an average annual rate of 3.2 percent. The main
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reason for this decline was lower international commodity prices. One such commodity is
copper, which is a leading Peruvian export. This has resulted in a decline in private
investment, lower tax revenues, and reduced consumption in these years. In this context, the
current account deficit narrowed rapidly, from 4.8 percent of GDP in 2015 to 1.6 percent in
2018. This current account deficit was financed mainly by long-term capital inflows (The
World Bank, 2019).

It is expected that the process of fiscal consolidation in Peru will continue. In
accordance with fiscal rules, it is estimated that the government deficit will reach 1 percent of
GDP in 2021. According to the World Bank (2019), growth forecasts for Peru are very
vulnerable to external shocks such as a fall in commodity prices or changes in international
financial conditions. Currently, Peru, like many other countries in the world, is struggling
with the economic slowdown caused by the COVID-19 crisis.

Once the phase of isolation and economic stagnation associated with COVID-19 is
over, the textile industry will face a recessionary market and an industrial landscape that is
still undergoing dramatic change. According to McKinsey (2020), a period of recovery is
likely to be characterized by a sustained slump in spending and a decline in demand across all
channels. Even before the pandemic, there were signs that consumer attitudes were changing
in certain directions. This change in consumer attitudes is discussed in the section.

Peru's textile industry employs approximately 250,000 people, and textiles and
garment manufacturers account for more than 30 percent of the non-traditional exports in
Peru. Several global trends have influenced the development of this niche segment over the
past two decades and have significant implications for the future of the Peruvian textile and

garment industry (Madison, 2019).
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1.3.3. Social

For an examination of the social environment, structural characteristics such as the
population or the education system and the associated trends (demographic change) can be
used. In addition, the values, attitudes and behavior of customers, employees, and suppliers in
the market should be examined in detail, as they can provide information about specific
product characteristics with regard to customer wishes (increased environmental and health
awareness, individualization) and how these are addressed (Reisinger et al., 2018).

According to a report provided by McKinsey (2019), the companies that get the most
out of the "next generation" social media are the ones that can see the social media landscape
through the eyes of the daily user.

Experts warn that companies should not always advertise and sell and forget that
participation in social media should be a social experience. It is above all the creation of an
engaging brand voice that holds a digital presence together, especially on platforms that are
new to brands. Advanced social platforms from Asia represent a lucrative opportunity in
many ways, but for fashion and beauty industry players to benefit, they must remember to
build trust and credibility on every social media platform (McKinsey, 2019).

In “The State of Fashion 2020 report by McKinsey (2019) another trend concerning
the textile industry is pointed out. Under the heading “In The Neighborhood”, the customer
demand for convenience, immediacy, and local shopping is described:

Today’s consumers are used to getting what they want — when and where they want
it. Convenience is key, and in terms of shopping, that often means local in tandem
with online shopping. Given that many people still like to touch, feel, and try
fashioning items before they buy, the industry is well placed to benefit from this
theme. We expect fashion retailers to ramp up their presence in neighborhoods and

new districts beyond traditional commercial zones, with stores that reflect the local
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community and focus on service and experience. (McKinsey & Company, 2019, p.
43)
Aside from convenience, the trend towards sustainable and environmentally friendly
products is becoming increasingly evident and important for the textile industry. Figure 4
shows that the younger generation would be willing to pay more for products that have a less

negative environmental impact.
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Figure 4. Willingness to Pay More for Sustainable Products

Adapted from “The State of Fashion 2020 by McKinsey & Company, 2019,
(https://www.mckinsey.com/~/media/mckinsey/industries/retail/our%20insights/the%?20state
%2001%20fashion%202020%20navigating%?20uncertainty/the-state-of-fashion-2020-

final.ashx), p.55.

It is also predicted that customers will increasingly demand sporty and casual
clothing. Joggers and sneakers are now not only worn for sports but also on city trips when
socializing and casually in everyday life. This trend is reinforced by the fact that many people

are increasingly working from home (Wehsack, 2020).
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In times of the COVID-19 crisis, the textile industry is also focusing on medical
textile products. The growing number of surgical operations and the increasing incidence of
various chronic diseases are driving the demand for medical protective clothing on the world
market considerably. One trend that has gained in importance in this context is the increased
demand for medical clothing suitable for everyday use and the desire for fashionable,
attractive medical clothing. It is assumed that the regions North America and Europe have the
largest market for medical protective clothing, as the main market players are located in these
regions. Countries such as India, China, and Japan in the Asia-Pacific region are believed to
be emerging due to the growing market penetration in these areas (Medgadget, 2019).

A developing trend is that of customization. Customers want individuality - also in the
textile industry. North Face, for example, is planning outdoor clothing for the year 2021,
which can still be individually designed by customers, due to the continuing customer
demand. Specific features can be added as required (Henkel, 2019).

1.3.4. Technological

Technological developments can also influence the strategic decisions of companies.
Information and communication technology have revolutionized the work processes of
companies. E-Business has changed the way transactions are processed and also made new
business models possible. This can mean that a company has to master additional
technologies in different markets that were previously unimportant, or that companies from
completely different fields of technology suddenly become competitors (Reisinger et al.,
2018).

Technological innovations and further developments in the world of information and
communication have brought countries, markets, suppliers, and customers closer together.
Global trade and the movement of goods, people, and capital has become very simple, even

in remote places. The textile industry has also been severely affected by globalization and
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technologization. This poses various advantages but also challenges. Part of today's
businesses are processes that use technologies such as cloud computing, large amounts of
data, the Internet of Things, sensors, and intelligent robotics. Digitization is key to the growth
of productivity enhancements, which can be used as an opportunity to create new market
factors (Fern Fort University, n.d.).

Investment in science and technology in Peru is low in comparison to other
economies. Figure 4 shows the R&D expenditures as a percentage of GDP for Peru from
2011 to 2018. The average value for Peru during this period was 0.103 percent, with a
minimum of 0.06 percent in 2012 and a maximum of 0.13 percent in 2018. By comparison,

the global average in 2018 based on 26 countries is 0.42 percent (Global Economy, n.d.).

Figure 5. R&D Expenditures in Peru from 2011 to 2018
Data are from “Peru: Research and development expenditure”, Global Economy, n.d.

(https://www.theglobaleconomy.com/Peru/Research _and development/).
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1.3.5. Environmental

Ecological-geographical environmental factors include climatic conditions, the
topography and size of a country, and the available resources. The climate, for example, can
influence the demand (e.g. for soft drinks), the functionality (use of technical equipment in
the desert or the tropics), and the transport and packaging of products. The topography also
influences the strategic planning of the company, as natural barriers such as mountains and
virgin forests can make the transport of products (distribution) more difficult. In addition, the
consumer behavior of people who live in the smallest towns and villages differs from that of
those living in large cities. Ultimately, the availability of resources indicates the economic
development potential of a country (Reisinger et al., 2018).

The design, production and distribution of yarns, fabrics, and clothing are the core
areas of the textile industry. In recent decades, the industry has experienced enormous growth
on an international level, especially in cotton production. Cotton is the world's most
important natural fiber and in the year 2007, the global yield was 25 million tons from 35
million hectares cultivated in more than 50 countries (Majeed, 2019).

Many countries have started to focus on sustainable and environmentally friendly
textiles. Some of the innovative approaches in this area are clothing made from used coffee
grounds, algae, or spoiled milk. These new textiles are unique and are becoming increasingly
popular on the market. Recycling, reuse, and resale are the main pillars of sustainability
(Basu, 2011).

In their report, McKinsey (2019) also points out the trend of upcycling. The company
Patagonia, for example, has managed to produce high quality and high-priced products from

collected irreparable old clothes.
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In the following table, the opportunities and threats resulting from the external

analysis are presented.
Table 2.

Opportunities and Threats

Opportunities

Threats

O1. Technological solutions for the automation of
operations

02. Fashionable medical garments

03. Social Media advertisement (Cutting-edge Social
Media)

04. Domestic purchasing

O5. Sustainable and environmental-friendly products

06. Upcycled garments

O7. Sporty and casual clothing

T1. Economic slowdown

T2. COVID-19 crisis

T3. Increased competitive pressure

T4. Reduction in Pima cotton cultivation

T5. Rising personnel costs throughout the industry

T6. Customers are getting more and more price-sensitive
T7. Companies start to integrate vertically

T8. New players have efficient and agile processes and

procedures to cope with the digital era

1.4. Internal Analysis (AMOFHIT) — Strengths and Weaknesses

The internal analysis of a company is essential for decision making by managers and

executives. The main areas that have to be considered in this analysis are: Administration and

Management (A), Marketing and Sales (M), Operations and Logistics (O), Finance and

Accounting (F), Human Resources (H), Information and Communication Systems (I), and

Technology, Research and Development (T) (D’ Alessio, 2013).

1.4.1. Management and Administration

The administration and management of an organization is the unit responsible for

managing all operational and strategic activities of the company. Furthermore, decisions are

made about the future of the organization and about which strategies need to be adjusted to
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achieve their goals. Figure 6 (see Section 2.2.3. Ownership of the problem) shows the
organizational chart of Creditex.

Planning. Creditex’s management team is trying to find cheaper yarns and fabrics so
they can sell their finished products at cheaper selling prices. The future direction of the
company is strategically formulating how they can increase sales in South America (SA),
North America (NA), and Europe (EUR) while sustaining a competitive advantage and
increasing market share in the three regions (Koch & Negron personal communication, June
16, 2020).

Organization. The Chief Executive Officer (CEO) and the board of directors make
decisions, proposals, and policy changes. Once put forward in motion, the board
communicates the message to the rest of the staff to implement the changes made. (Koch &
Negron personal communication, June 25, 2020).

Management. The management style at Creditex is looking to shift from an autocratic
and permissive style to more of a persuasive management approach. Currently, management
is risk-averse and looking to change that mentality (Koch & Negron personal communication,
June 16, 2020).

Coordination. There is a communication issue in the organization that is negatively
affecting the coordination between different divisions. Management is looking to fix this
problem so that the integration between the divisions ensures that the resources of the
company are used most efficiently so they can succeed in achieving their short-term goals.
(Koch & Negron personal communication, June 25, 2020).

Control. Although senior management and the Board of D<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>