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Abstract

During the past couple of years, Foot Locker, Inc. has underperformed the
public’s expectations. This has been evidenced by the rapid slide of its shardpec
current economical situation has further weighted down on the company’s tability
provide shareholder value. This paper will describe the problems associdtéaoti
Locker, Inc.’s underperformance in the marketplace. These problems mustdukee if
the company is to earn an attractive rate of return for its investors. &ésingdary
research, these problem areas will be identified by analyzing thetumernal and
external situation surrounding Foot Locker, Inc., determining the intensityrtgr®
Five Competitive Forces on industry profitability, looking at the competitiveipos of
Foot Locker's major competitors based on price and geographical coverageyimigntif
the key success factors (KSFs) associated with the industry, analgnnbdeker’s
current strategy, and conducting a SWOT (Strength, Weakness, Opportunigt) Thre
analysis. Finally, the future strategic elements essential to buddiadtractive and
sustainable return on investment (ROI), required by its shareholders, wiliderthis

strategic analysis of Foot Locker, Inc.
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Relevant Company History

Foot Locker, Inc. commands a dominant role in the international retail landscape
for sports apparel and accessories. Currently, Foot Locker, Inc. haal sifferent
subsidiaries under its control. These subsidiaries include Foot Locker, Famt,Adts
Foot Locker, Lady Foot Locker, Foot Locker International, Champs, and Eastliy. Wi
these retail outlets spread across 20 countries in North America, Europeli#\Lestich
New Zealand, Foot Locker, Inc. is recognized as the leading atlueticear retailer in
the United States (Foot Locker Inc., 2009). This widely-recognized comoras it is
known today, has its roots back in 1879 when a man named Frank Winfield Woolworth
opened his first five-and-ten store in Utica, New York (Funding Universe, 2005).

Woolworth opened this store after discovering how popular a five-cent strategy
worked for Moore & Smith when he was employed by the firm in 1878. Woolworth’s
first store failed after only a few months. However, he opened a second store in
Lancaster, Pennsylvania that same year. “By the mid-1880s”, accavctugding
Universe (2005), “there were seven Woolworth’s [the name of the 5 & 10 stores] in New
York and Pennsylvania” (para. 6). However, after only a few years, Woolvetirdick
with typhoid fever from his work exhaustion. This sickness prompted Woolworth to
delegate his authority in the day-to-day operations of the company to Carsok C. Pec
Freed of this burden, Woolworth was able to make his first overseas buying trip to
Europe in 1890. The products Woolworth was able to bring back to his domestic stores
attracted many customers looking for the unique products to be found only at

Woolworth’s (Funding Universe, 2005).
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Woolworth expanded his retail operation in 1897 to include his first international
store located in Toronto, Canada. A few years later, at the turn of the cé&Maglyyorth
had almost 60 stores topping $5 million in revenue on an annual basis. The entrance into
the twentieth century proved to be promising for Woolworth when, in 1905, he
incorporated as F.W. Woolworth & Co. with $10 million in sales and 120 stores. For the
remaining years after, until his death in April of 1919, Woolworth guided the company
through prosperous times and “by the company*3&hiversary in 1929, there were
2,247 Woolworth stores in the United States, Canada, Cuba, England, and Germany”
(para. 16) with sales over $300 million annually (Funding Universe, 2005).

After growing accustomed to the shallow pockets of consumers duringehe Gr
Depression and the Second World War, Woolworth & Co. failed to take advantage of the
growing prosperity being experienced by consumers during the post-war eoadiAg
to Funding Universe (2005), “It was keeping costs down and prices low at a time whe
customers wanted service and when prosperity made prices a secondary dmrsidera
(para. 19). Although the company recognized the need for change, Woolworth & Co
struggled for many years to keep pace with the growth trends of its canrgdht1974,
the company had a spark of success when the first Foot Locker stores opened, which
would later prove to be very profitable. However, by the mid-1990s, the comadny h
severe cash flow problems (Funding Universe, 2005).

“Thanks to dwindling profits, by early 1995, the company was nearly out of cash,
and short-term debt had swelled to $853 million” (para. 38). As the new chief executive
officer (CEO), Roger Farah focused on reducing the company'’s finanbiabylselling

off “nonstrategic chains and real estate” (para. 38). By the late 1990s, thengtsmpa
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balance sheet was healthier, and in 1999 the company agreed to change its name “to
better reflect its global specialty retailing formats” (para. d4ygnator Group, which
meantsportsmarin Latin. Through multiple investments in both merchandising and
operations, by spring of 2000, Venator Group had claimed a 17 percent share of the $14
billion dollar US footwear industry, had “3.8 billion in annual sales”, and had developed
“significant opportunities in the global market ...” (Funding Universe, 2005, 47).

As Venator Group moved into the new millennium, Roger Farah resigned his
position as CEO and Matthew Serra, the chief operating officer (COO), ®gpkake in
2001. Following this transition, Venator became increasingly focused on thecadhieti
apparel industry. Finally, in the fall of 2001, due to the company’s focus and suditess w
its Foot Locker subsidiary, Venator Group was renamed Foot Locker, e fix
years following 2001, Foot Locker, Inc. became a “lean, focused retadrhouse”, and
according to Serra, “Foot Locker [the parent company] has been very sutdessig
this time frame in terms of growing sales and profits and our shareholders have bee
nicely rewarded” (para. 52). However, in the past few years, Foot Ldokehas been
struggling due in part to the changing retail landscape, and the more recent and
continuing worldwide economic contraction. More concrete details about Foot Locker,
Inc.’s recent difficulties are delineated below (Funding Universe, 2005; Annpaltke
2008).

Problem Definition

Foot Locker, Inc.’s symptomatic problem over the last few yearsdesits

inability to provide shareholders with a satisfactory return for the rsbcasted with

each share of its stock. This is evidenced by the steep declines in its shasenpeice



Foot Locker, Inc. 7

mid-2006. For example, the value of one share of Foot Locker, Inc. in mid-2006 was
worth over $25; today that same share is worth under $8. Compare this drop with the
percentage decline of the Dow Jones in recent months.
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Additionally, Foot Locker, Inc. has not split or issued any stock during this tinoepe
This sharp decline in the value of one share can be attributed to a number of different
factors, all of which will be discussed in detail below, beginning with an asalf/the

industry in which Foot Locker, Inc. participates (Foot Locker Inc, 2009).
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Industry Situational Analysis

Introduction to Industry Analysis

In an analysis of Foot Locker, Inc.’s industry, which has been tefppdrel &
Footwear: Retailers & Brandby Standard & Poor’s, the author wilcover the
dominant industry economic characteristiozanalyze the five competitive forces
threatening profitability(c)identify the driving forces associated with the industty,
map the competitive positions of Foot Locker, Inc.’s primary competdefine the
industry’s key success factors, and finishfiigataloging the factors making the industry
both attractive and unattractive (NetAdvantage, 2009). First, the dominant industry
economic characteristics will be described.
Dominant Industry Economic Characteristics

The global sports apparel, equipment, and footwear industry had a total market
size of 278.4 billion dollars at the end of 2007, 36% of which was controlled by the
United States (U.S.). However, the U.S. share of the industry is declinimgia§arope,
due to the strong euro currency, and Asia, occasioned by the increasing taistslEnc
discretionary income levels of its countries. Though maturing in the U.Slotbe g
industry continues to see strong positive growth. This suggests that theyddjorit
opportunities in this industry are found overseas. However, due to the worldwide
economic slowdown, growth rates in this industry are expected to be flegair 2008
and 2009 (Global Sports, 2008).

The sports apparel and footwear industry is characterized by a high level of
fragmentation. With few barriers to entry, many competitors attemrgibke a claim in

the multi-billion dollar industry. Also, with industry growth rates decliningreased
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jockeying among competitors for market share is expected (Thompson and &drickla
2008).

According to NetAdvantage (2009), the sports apparel and footwear industry is
increasingly moving towards globalization, especially in the footwe&orséwr
companies in this industry to remain competitive in the future, a global strategy be
conceived and implemented. Moving to a global strategy will not only resultulced
cost of goods sold and other related factors as a percentage of sales, butlawilial
company to take advantage of key opportunities internationally. Additionally, moving
global will help a company spread its risk, associated with economic andgbolitic
instability, over many countries.

Another dominant characteristic associated with the sports apparel and footwea
industry is the rapid pace of technological change. In order to compeattvetie
companies are being forced to push technological advances to increase procuddivity
efficiency in product development and channel distribution. This rapid techndlogica
change is even more evident in the footwear segment of this industry. In thensegm
companies such as Nike and Adidas continually must be improving the performance of
their footwear to attract the attention and demand of consumers. Great exaintiples
cutting edge technology include the new Adidas_1 for runners which adjusts cushioning
around the shoe depending on where it is needed most, and Nike’s shoe sensor which
monitors running or walking statistics which are reported directly to thesuB&d Nano

(NetAdvantage, 2009).
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Competition Analysis

Porter’s five forces model analyzes the competitive jockeying gmeal sellers,
the threat of potential entry, the power of substitutes, the power of suppliers, threopowe
buyers, and finally, the collective strength of the five forces on profialHirst,
attention is turned towards the competitive jockeying among rival selldre sports
apparel and footwear industry.

Competitive jockeying among rival sellefgcording to Thompson and
Strickland (2008), competitive jockeying among rival sellers represenssrtmgest of
the five forces in Porter's modé&\Vhen looking at the sports apparel and footwear
industry, jockeying is intense among the rival sellers due to a number of fabtohs
include leveling off and/or falling demand and the fragmented attribute ofdbstry.

First, demand for products in this industry are leveling off and/or fallitigeas
global economy worsens. This correlation is due to a number of factors. One important
reason for the correlation is the reduced amount of disposable income among cansumers
With high energy and food prices, unemployment, house value declines, and the stock
market crises occurring around the globe, consumers will have less disangincome
to spend on products within this industry (NetAdvantage, 2009). A second, and equally
important factor, is consumer confidence, which is measured by the Conferends Boa
Consumer Confidence Index. The latest index taken was on February 24, 2009, when
consumer confidence stood at 25.0. This is the lowest point in the history of the index.
This low rating suggests that consumers are holding off on purchasing goods and
services, and instead, saving a larger percentage of their discretime@neifor fear of

a prolonged recession and/or loss of employment (Conference Board, 2009).
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The fragmented aspect of the industry contributes to its intense jockeyung.nat
First, as was mentioned previously, there are a large number of competitossaireha.
This lends to the fragmented nature of the industry. These firms are all aogripeta
greater market share, and, due to flat industry growth, many firmg& attacanother in
an attempt to gain it. (NetAdvantage, 2009).

Threat of potential entrylhe sports apparel and footwear industry is
accompanied by an intense threat of potential entry. This threat of potentfakent
caused by two main factors which include a low capital investment and competitor
product line and geographical extensions.

Having a low capital investment in an industry makes it relatively easy for
entrepreneurial companies to enter in searchpidee of the pieSports apparel and
footwear retailing is characteristic of this low capital investmemes Rauch (2007)
mentioned this in his article when he stated, “Because it [retailing] iSrselsaghat
requires relatively low capital investment ... retail trade offers ... entneprel
opportunities for people of modest means” (para. 1). The potential result of this low
barrier to entry could be large industry players finding their top lines belg@iaway
as these entrepreneurial retailers find their footing with niche nsarket

The last factor contributing to the industry’s low barrier to entry is ptdohe
and geographical extensions. As the investment for existing retail outétgand their
offerings to athletic apparel and/or footwear is small, a low barrier tp exists. Also,
as NetAdvantage (2009) indicates, an increasing number of firms are dewiding

implementing global strategies. Because of this, more international ttorpwill be
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entering the U.S. market at the same time that domestic firms move aitthde home
turf. Both of these factors further erode this industry’s barriers to entry.

Power of substituted.he power of substitutes in the athletic apparel and footwear
industry is potent. There are no obvious substitutes for shoes and clothing in general,
however, consumers are always willing to substitute lesser-known brandthingland
footwear in times of low consumer confidence and high economic uncertainty
(NetAdvantage, 2009). Matthew D. Serra, the current CEO of Foot Locker, Inc.,
reaffirmed this power of substitutes when he stated, “Many of our productsyfzatyi
high-end athletic footwear and licensed apparel, represent discretiondiggmsc
Accordingly, customer demand for these products could decline in a recession or if our
customers develop other priorities for their discretionary spending” (AnregdrR
2008, 3). In this statement to Foot Locker, Inc.’s shareholders, Serra is ¢cogfilm
elasticity of demand for premium athletic apparel and footwear. He isatioigsthat the
demand for clothing and shoes in general is elastic. This is an important disttoct
recognize as it affirms the power of substitutes in this industry.

Power of suppliersThe fourth force on profitability, as identified by Porter’s
model, is the power of suppliers. In Foot Locker, Inc.’s industry, the suppliers hold a
significant amount of power. This power results from the difficulty re@gecounter
when integrating backward, the ease and motivation for manufacturers to integrate
forward, the differentiated attributes of industry products, and finally, thivediasmall
number of suppliers. First, the forward and backward integration in the value chain are

described.
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The difficulty of integrating backwards for a retailer in this industraissed by
the required financial investment. For a manufacturer in this industry torache
economies of scale necessary to compete effectively, it must invest hetwvitg
infrastructure. Furthermore, a retailer integrating backwards woeldl toedevelop the
necessary competencies in manufacturing and designing the products, ghatribut
branding, and after-sale servicing. Acquiring these competencies would demand
additional financial investment. These factors, among others, discouragegdtaiter
integrating backwards in their value chain.

Although retailers face a formidable obstacle when integrating badkwa
suppliers encounter little resistance integrating forward in the value. ¢hsing one of
the many distribution channels available, suppliers can market their productiy tiirec
the end consumer. These distribution channels, which include traditional stores, the
Internet medium, and the catalog, represent easy and potential profitaielgicivptions
for industry suppliers. This forward integration is already taking placer@iag to
NetAdvantage (2009), as industry suppliers are recognizing the benefits obtained by
selling directly to the end consumer.

The final two components, which contribute to the power of suppliers, include the
differentiated industry products and the small number of industry suppliers. As
differentiated products foundationally support the overall strategy of sjyestdlilers,
the limited number of suppliers able to provide these products are more influential in the
buyer-seller relationship (Thompson and Strickland, 2008). In its industry analysi

NetAdvantage (2009) confirmed these two industry attributes by drawemgiatt to the
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very limited number of suppliers able to provide specialty retailers with prefmiamnas
and the latest fashions.

Power of buyersBuyers in the athletic apparel and footwear industry hold a
tremendous amount of power. This position is based foundationally on the work of
Thompson and Strickland (2008). These two authors argued that the power of buyers in a
market increased as switching costs among sellers decreased, asimaed tor the
seller’'s products decreased, as information about the seller’s productscasd pri
increased, and as the buyer’s purchasing flexibility increased. All ¢ thetors align
with the current industry situation, which reinforces the power of buyer&@Mantage,
20009).

Collective strength of five forces of profitabilifyhe five forces on profitability,
identified by Porter's model and described above, are not favorable towardgjearnin
healthy profit margins. According to Thompson and Strickland (2008), “The stronger the
forces of competition, the harder it becomes for industry members to eaotiatr
profits” (pg. 73). However, Porter’s five forces are not static and arecstibjehange.

This means, in the future, the athletic apparel and footwear retailing industrigan
more or less attractive than it is currently. Below, a summary chart eagpbavided to
guantitatively score each of the five forces and reinforce the facfecsiaf those

Scores.
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Intensity of Competitive
Jockeying

7 of 10

Reasons:

>

» Very fragmented industry with a larg

>

another

Falling demand in marketplace

number of competitors
Low cost involved in switching
purchases from one retail outlet to

Threat of Potential Entry

8 of 10

Reasons:

>

>

Low capital investment required for
start-ups

Companies can easily extend produ¢

lines and geographical coverage

Power of Substitutes

7 of 10

Reasons:
» A large number of less valued brand

substitutes

Power of Suppliers

8 of 10

Reasons:

>

>

>

>

Difficulty and expense of backward
integration

Ease and low expense of forward
integration

Industry contains differentiated
products

Small number of suppliers

11

—

Power of Buyers

7 of 10

Reasons:

>
>
>

Switching costs of buyers is low
Buyer demand is falling

Readily accessible information on
seller’'s products and prices is
increasing

Buyers have purchase discretion anc
can delay buying or do without

)

Collective Strength of the
Five Forces on Profitability

7.4 of 10

Driving Forces

According to Thompson and Strickland (2008), driving forces are “change agents

... [that] have the biggest influences in reshaping the industry landscape and alter

competitive conditions” (pg. 74). Four major driving forces have been identifiedefor t

athletic apparel and footwear industry which have the potential to significéiieity the

future industry landscape. The four driving forces are composed of the shorldbah g
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economic downturn, the long-term globalization trend, the e-commerce trend, and the
personalization trend. Each of these factors will be expanded below, beginninigewith t
short-term global economic downturn.

What began in December of 2007 as a U.S. confined recession has spread
globally leaving few, if any, countries unaffected. As of February, 2009, dingdio
Moody’'s Analytics, Peru is the only country left with an expanding economegr(gre
Those countries that have joined the global recession (red) include the Unigsg Stat
Canada, Portugal, Spain,
Ireland, the United Kingdom,
Germany, ltaly, France,
Sweden, Russia, Ukraine,
Japan, and New Zealand. The

remaining countries (orange

Figure 1 ~ Courtesy of Moody's Analytics, Inc. (2009). and blue) are defined as either

at risk of joining the global recession or with significant declining grovethds. A few
of these countries include Mexico, Brazil, Argentina, Norway, Finland, SoutbaAfri
India, China, and Australia (Global recession Status, 2009).
The recessionary effects on businesses are twofold:
1) Tendency for price wars to develop in a recession. Low sales encourage
firms to cut prices.

2) Falling sales will lead to lower revenues (Effects of Recession, 2008,

3).
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These effects result in lower gross and profit margins for comparmeeseaf by the
recession. The recessionary effects are even more evident in compémnigsewialty
products with elastic demand curves. Foot Locker, Inc. is one of these companies most
affected. Foot Locker, Inc.’s CEO, Matthew Serra, has recognized amch@tfo
shareholders regarding this threat in its Annual Report (2008)ating, “Any significant
declines in general economic conditions, public safety concerns or uncertainties
regarding future economic prospects that affect customer spending halitbaoeila
material adverse effect on customer purchases of our products” (pg. 3).

Globalization is another driving force affecting this industry. The Busines
Network (BNET) Dictionary defines globalization as the “creation afrimational
strategies by organizations for overseas expansion and operation on a worldelide le
(Business Definition, 2009, 1). Retailers are rapidly transitioning into gégishtions.
With the fierce competition in the athletic apparel and footwear industry, coespzan
no longer afford to remain domestic in operations. As Deloitte Research (2009¢decla
in its globalization studyRevisiting retail Globalization"There are too many good
reasons to globalize, not the least of which is that the home markets foriWetdders
are slowing and becoming saturated” (pg. 10) (Assessing retail Ghatinatiz2004).

E-commerce, another industry driving force, is a rapidly growing ti&fitth.
online purchases taking an increasingly larger share of total retail $aleam Hoffman
(2008) claims that, “Retailers already are reorganizing their suppipsto take
advantage of the emerging online channel” (pg. 22). Sales through this onlinelchann
increased by double digits in the athletic apparel and footwear industry betweem@006 a

2007 (NetAdvantage, 2009).
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The last identified driving force, personalization, has been drasticallgicigan
this industry’s landscape in recent years. Nancy Wurtzel (2008) affirinsahsumers
“love the feeling that they are buying something unique that allows themi stit in
the crowd” (para. 1). This personalization trend is building momentum, not only in the
United States, but worldwide. In order to hold market share, companies will have to adapt
to this trend quickly, while ensuring their economies of scale are not eroded away.
Competitive Position of Major Companies

Below, a map chart has been included plotting the various market positions of key
industry players. As the diagram illustrates, geographical covenalgerige represent
the x- and y-axes respectively. The diameter of each company’s cpaseats the
relative sales volume. After the map chart is presented below, an analy#ow.

Group Map Chart.

N
5 Hibbett Pvrole
2 uthority ~
Sports (2.980B ~ '08) Foot
(0.51218 ~ 07) L ocker
. (5.437B ~ '07)
o Finish Line
g 1.338B in 2007
o
. Wal-Mart
3 (378.799B ~ '07)

Few localities Geogr aphic Coverage Many localities
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Group Map AnalysisVisually, the group map separates the companies into two
distinct tiers along the y-axis. These two tiers represent the two polarcgetnategies of
differentiation and low-cost. Companies along the top tier, including Hibbett Sports,
Sports Authority, Finish Line, and Foot Locker, Inc., employ the generiegyraf
differentiation. Companies along the bottom tier, including Wal-Mart and T agploy
the low-cost generic strategy. The wide gap located along the mid-sedienysaxis
indicates that industry participants tend to avoid the best cost generigys{i@tempson
and Strickland, 2008). The industry analysis performed by NetAdvantage (2009)
validated this observation when stating, “The strongest demand for apparel and
accessories is bifurcated between luxury goods on the high end and inexpensive goods on
the low end” (pg. 10).

Industry branding is a key reason for this market gap. When making purchasing
decisions within this industry, consumers decide between name-brand apparel and
footwear (differentiated products) or generic-brand products (low-&etpuse of this
separation, during economic periods of high discretionary income, retailers lzdatiog t
tier should experience less difficulty in attracting demand relativetédlers along the
bottom tier. However, the reverse is true during economic periods of low dsansti
income.

Along the geographical x-axis, companies are widely distributed. The industry
low entrant barriers are the leading cause for this. As few obstacleswatsmtered by
entrepreneurial and existing firms when entering this industry, a continatistigesent
for industry participants. However, as globalization continues to reshapeltistry

landscape, these companies should begin shifting right along the x-axis wirilegente
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additional geographical markets (About Foot Locker Inc, 2009; About Wal-Mart, 2009;
About Sport Authority, 2009; Our Company, 2009; Investor Information, 2009).
Key Success Factors

An industry’s key success factors, defined by Thompson and Strickland (2008),
are “the product attributes, competencies, competitive capabilities, akdtma
achievements with the greatest impact on future competitive success in thiplaeeke
(pg. 87). Six key success factors (KSFs) have been identified for thécadiplearel and
footwear industry. These KSFs include globalization, personalization, diifren,
merchandising, technology, and finally, multiple sales channels. Gloiiahizeaill be the
first KSF to be described.

Globalization.Global expansion is growing in importance for firms looking to
remain competitive in the marketplace. Implementing a global stratggies several
advantages. One of these advantages involves the avoided risk associated atithgoper
only at the domestic level. By implementing a multinational corporategjrat
company can spread its risk across a greater geographical aremg@sulecreased
economic and political risk.

U.S. firms have the additional advantage of less saturated markets abrogd. Man
overseas markets hold tremendous opportunity for growth. By expanding a company’s
operations overseas, greater market share of the worldwide industry canitedobta
without directly attacking another competitor. These two advantages providargisbs
motivation for global growth. However, globalization is not the only KSF assatwith

this industry (NetAdvantage, 2009).
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PersonalizationPersonalization is another industry KSF gaining momentum
internationally. With this growing trend, consumers are pursing products tinat thieir
individuality (Nancy Wurtzel, 2008). Industry retailers successful in atgpdi this
personalization trend will gain a strategic competitive advantage in tiketplace.

Differentiation.Differentiation is the third KSF associated with the athletic
apparel and footwear industry. In a saturated market, competitors areuetiytin
search of ways to distinguish themselves. For companies employing the lowrest ge
strategy, this differentiation is focused on low prices. However, the uppér tiere
companies, as described previously, must distinguish their businesses in ghedna&
common method used is private branding.

By investing the resources into building demand for a private brand, a retailer has
distinguished itself from its competitors. As the brand is exclusive to oneyparti
company, any consumer wishing to purchase that branded product will be required to use
one of the company’s distribution channels. Additionally, most companies are able to
achieve higher gross margin percentages through the sale of private brands
(NetAdvantage, 2009). Carroll Trosclair (2008) reaffirmed this KSF amondgrstai
when she quoted,

Part of the new strategy, at least among some retailers, is to develdp a hig
guality, economical line of private label products that complement other
items in their marketing mix. The retailer can use the store label to
differentiate his firm from his competitors (para. 6).

MerchandisingMerchandising products effectively is essential to attracting and

retaining loyal customers. For this reason, merchandising is considefedrthekSF in
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this industry. Melanie Mcintosh (2007) emphasized the significance of good
merchandising in one of her recent articles. Mcintosh believed that anr'stail
merchandising ability correlates directly with its current and &upuwofitability. In her
article, she referred to merchandising as “an integral component of the busiagss i
(para. 6). For a company to remain competitive in this industry, effeavehandising
must be a priority.

TechnologyThe fifth KSF, technology, plays an important role in gaining a
sustainable competitive advantage in this indusichnological development is
becoming the dominant method of driving down costs and increasing company profit
margins. In its industry analysis, NetAdvantage (2009) stated, “techoalagnovations
have facilitated global expansion and closer coordination between resaiters
manufacturers, while also cutting costs” (pg. 15).

Multiple Sales Channel& company having multiple sales channels is the final
KSF within the athletic apparel and footwear industry. As consumers hold the baflance
power in this industry’s buyer-seller relationship, companies must be wiliogerate
through multiple sales channels. The negative implications of not doing so are too grea
to ignore. According to NetAdvantage (2009), most companies have already etnbrac
this KSF by operating through multiple distribution channels, including physaaks
e-commerce, and catalogs.

To earn attractive profit margins, companies within this industry musgnece
the KSFs described above as essential. These KSFs include globalization,

personalization, differentiation, merchandising, technology, and multiplectedasels.
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Becoming proficient in each of these KSFs will help to ensure the company&s oare
able to earn an attractive return on their investment.
Company Situational Analysis

Evaluation of Current Strategy

Foot Locker, Inc.’s current strategy can be defined using seven different
classifications. These seven strategic elements include the following:

1) Creating value for its stockholders

2) Increasing productivity with current stores

3) Expanding internationally

4) Differentiating its stores from its competitors

5) Merchandising renovations

6) Marketing initiatives

7) Inventory Management

Creating value for its stockholderdistorically, Foot Locker, Inc. has relied
heavily on dividends in creating value for shareholders. In 2007, after finishingahe y
with $45 million in net income, Foot Locker still paid $77 million in common
stockholder dividends. Furthermore, Foot Locker, Inc’'s CEO, Matthew Serra, golemne
increase that number by 20% in 2008. Although many large corporations utilizendivide
payouts to increase share value, Foot Locker, Inc. should not use this strategy.

With many opportunities still undeveloped overseas, Foot Locker, Inc. should
reinvest its dividends into the company’s future growth, instead of depletingpitsecbt
earnings. This company growth would lead to increased future profitamittystronger
global competitiveness. This strategic option would provide shareholders estieigr

future dividend payouts, causing the current stock value to increase (Annual Report,

2008).
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Increasing productivity with current stordmproving current store productivity
is another element of Foot Locker, Inc.’s current strategy. By reingvatt closing
unproductive stores, an anticipated increase in ROI for shareholders will @seh the
current economic downturn, this strategy is warranted and will be benafteiaivorld
economies recover. Additionally, the resources liberated through the exectthis
strategic element can be allocated to global expansion.

Expanding internationallylnternational expansion is the third strategic element
for Foot Locker, Inc. Although the current state of the world economy has slowed the
pace of global expansion, Matthew Serra, CEO, has clearly indicated owg®setsis
continuing to occur. This global growth is anticipated to quicken after the world economy
regains its footing (NetAdvantage, 2009). It is important to note that, even amidst the
global recession, some countries, including China, India, and Brazil, aresétiencing
high positive growth rates in gross domestic product (GDP). By continuing overseas
growth, Foot Locker, Inc. will be better positioned to capitalize on opportsigitieng
the recovery phase of the global economy (Global recession Status, 2009).

Differentiating from competitordn an effort to differentiate from competitors,
Foot Locker, Inc. is expanding its private brands to provide “more compelling
assortments of name-brand athletic footwear by increasing the quaotitirique,
exclusive and limited-distribution marquee goods” (Annual Report, 2008, 3). This
strategic element is also an industry key success factor, as desdrilved Executing
this strategy will help Foot Locker, Inc.’s brand become more distinctve f

competitors in the future.
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Merchandising renovation#n his report to stockholders, Matthew Serra
identified the fifth strategic element for Foot Locker, Inc. According toaSéhe
company’s future plans include “modifying the interior layouts of the stores, adeiing
fixtures to enhance the display of our products, and better define and cater tbithe fas
desires of the core customer” (Annual Report, 2008, 3). As these merchandising
renovations will further increase productivity within existing stores, imptging this
strategic element will enable Foot Locker, Inc. to promote its conveesitivantage.

Marketing initiatives Sports marketing programs comprise the greatest majority
of marketing dollars spent annually on behalf of Foot Locker, Inc. In its 2007 Annual
Report (2008), Matthew Serra wrote “The Company supports its businesses through a
number of highly-visible sports marketing programs and partnerships wittkmealin
third parties in the global sports arena designed to increase consumeressarfats
brands” (pg. 6). In the future, Foot Locker, Inc. should complement its sports imgrket
programs with incongruent marketing initiatives. By using a greatetyaf marketing
media, Foot Locker, Inc. should realize a greater ROI from its adwerbsidget.

Inventory managemerfoot Locker, Inc.’s last identified strategic element
involves its conservative approach to inventory management. Given the degenerate
economy, the company is working to scale its inventory back to healthier levels (Annual
Report, 2008). As the economic recession is predicted to last throughout the 2009 year,
this inventory reduction strategy is essential in relieving pressure onrgangsn
percentages (Monetary Policy, 2009). As Foot Locker, Inc. executives focow on |
inventory costs and rapid turns, attention must be paid to ensure inventory levels are not

too low that stock-outs begin increasing which force consumers to spend elsewhere.
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SWOT Analysis

In the following few pages, analysis will be conducted on Foot Locker, Inc.’s
strengths and resource capabilities, competitive weaknesses and relebicrercies,
market opportunities, and threats to future profitability. Together, these énewrls
comprise the SWOTS(rength,weaknessppportunity,threat) analysis. The company’s
strengths and resource capabilities will be described first.

Company strengths and resource capabilitiesur strengths and resource
capabilities have been identified for Foot Locker, Inc. These strengthdents
experienced and well-seasoned senior management team, its strong sladances
current infrastructure, and finally, its strong brand image. An analysisaifLocker,
Inc.’s strengths will begin with its experienced and well-seasoned seammagement
team.

One of the most important investments for companies today is in human capital.
Recently, Matthew Serra defined Foot Locker, Inc.’s management seawaell-
seasoned and experienced asset, strategically important in achievinitbeorporate
vision (Annual Report, 2008). This important resource can be utilized in out-stiadegiz
Foot Locker, Inc’'s competition while achieving corporate goals and objsctive

A strong balance sheet represents the second resource capability foodkaot
Inc. As of January, 2009, the company’s balance sheet listed approximately $1,754
million in current assets and only $416 million in current liabilities. This reptese
current ratio of 4.22, meaning that Foot Locker, Inc. can afford to pay its current
liabilities four times over (Annual Report, 2008). Additionally, the company has bee

able to reduce its merchandise inventory by over 13% during the 2008 fiscalyaiar (F
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Locker Inc ~ Reuters, 2009). Matthew Serra believes these factors, atbrievi
company’s strong debt-to-equity ratio, will furnish Foot Locker, Inc, “whthfinancial
flexibility to execute our long-term business plans effectively and to nteategically to
expand our business reach” (Annual Report, 2008, 2).

Foot Locker, Inc.’s third strength is its company infrastructure, whidhdes its
many physical stores, its distribution centers, and its Internet andgcdisiobution
capabilities. Matthew Serra identified this as a real advantage, camghgpeaking, in
further differentiating its business units from their competitors (AnnupbRe2008).
Using this infrastructure, Foot Locker, Inc. can erect a barrier to enitiyindustry, and
more effectively compete against current rivals.

The last identified strength for Foot Locker, Inc. is its strong brand intags.
the past years, the Foot Locker brand has become one of the most dominant names in its
specific industry. The company has already utilized this strengtlvesalging its strong
brand in creating the successful Lady Foot Locker and Kids Foot Locker suilesidin
the future, Foot Locker, Inc. will be able to continue leveraging this strongd bsait
expands both domestically and internationally. (Annual Report, 2008).

Company weaknesses and resource deficierfseemindary research has
identified two significant weaknesses for Foot Locker, Inc. These tworpesou
deficiencies include a strong reliance on mall traffic to drive sales, andl@ntory
turns relative to its historic average. Of these two weaknesses, Foot,llacksrstrong
reliance on mall traffic is described first.

Foot Locker, Inc.’s strong reliance on mall traffic presents a comailerisk on

future profitability. Matthew Serra identified this weakness when hedst&deir sales ...
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are dependent in part on a high volume of mall traffic [as] our stores are lodatadlpr

in enclosed regional and neighborhood malls” (Annual Report, 2008, 19). Recently, both
the economic recession and the changing socio-cultural trends of consumersibade ca

a decline in mall traffic. Robert McHugh, chief financial officer (CF@gntified in

March of 2009 that the company’s revenue declines were largely caused by the
dampening mall traffic in correlation with the economic recession (Q4TCalscript,

20009).

The recent growth decline in mall traffic has also been affected lmhémaying
social cultural behaviors of consumers. Today, an increasing number of consuener
flocking to lifestyle centers, which offer a more boutique style shopping exjgeti
These lifestyle centers tend to attract the more affluent shoppers vdmraodate Foot
Locker, Inc.’s premium brands (NetAdvantage, 2009).

Foot Locker, Inc.’s low inventory turns represent a second weakness for the
company. A company'’s inventory turns portray the efficiency with which it memniag
inventory. A high turnover indicates less cash tied up in inventory, and more avtatable
other investment options. A low turnover suggests the opposite. Because of its low
turnover, Foot Locker, Inc. is not efficiently employing its invested capitalvever, the
company is currently implementing strategies to eliminate this weglasesxlicated by
Robert McHugh, CFO (Q4 Call Transcript, 2009).

Company market opportunitie&.few current opportunities exist for Foot Locker,
Inc. These opportunities include the ability to negotiate lower occupansywite

traditional malls, global growth and expansion, the growth of lifestyle ceaisals
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finally, the acceptance of high-tech offerings by the consumer markeabllitg to
negotiate lower occupancy rates will be described first.

As traditional malls are being affected by the global economic dowrtaaon,
Locker, Inc. resides in a unigue position to renegotiate its occupancyimatesU.S.,
mall vacancy rates rose to 8.2% in the second quarter of 2008. With these high vacancy
rates, many businesses are negotiating lower lease rates with¢hesed bargaining
power. In capitalizing on this opportunity, Foot Locker, Inc. can reduce itatopg
costs and work to improve its future profit margins (Katherine Field, 2008).

Global growth and expansion represent the second opportunity for Foot Locker,
Inc. As the U.S. market becomes increasingly saturated, manyretaigeexpanding
overseas. These retailers will find more opportunities for continued grovi&astern
European and Asian countries were buying power is growing rapidly (Net/Adeant
2009). Foot Locker, Inc. has already expressed its intent to grow into thesainjgbiort
markets.

The third opportunity exists in the recent growth of lifestyle centerslefised
previously, lifestyle centers offer a more boutique style of shopping for tisncess.
They also tend to attract the more affluent shoppers. According to the Irdeahati
Council of Shopping Centers, there are over 150 of these lifestyle centerstigurr
operating in the United States, with approximately 50% of these having beerdaiter
2002. As more consumers begin to choose lifestyle centers over traditional malls, Foot
Locker, Inc. can capture a greater market share by having a dominant priestese

centers (NetAdvantage, 2009).
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The acceptance of high-tech offerings by consumers, the last identified
opportunity, has encouraged many companies in recent years to develop technplogicall
advanced products within this industry. The Adidas shoe that monitors running and
walking statistics and the Under Armour apparel that helps control the body a&tuneer
are both examples of this recent trend. Consumers today are welcoming theses pmoduc
the marketplace. In taking advantage of this consumer trend, Foot Lockeredais to
partner closely with its key suppliers in developing these high-tech psoad services,
which will help to establish Foot Locker, Inc as a relevant shopping destination.

Threats to company'’s future profitabiliffhree threats have been recognized as
endangering Foot Locker, Inc.’s future profitability. These threatadedhe impact
from the current economic trend, the low entry barriers associated withté#ilis re
industry, and finally, the growing possibility of forward integration by sepgl The
impact from the current economic trend will be described first.

As the Dow Jones has recently hit levels unseen since 1997 and the
unemployment rate has exploded to 8.1% as of February 2009, the impact from the
current economic conditions is threatening Foot Locker’s profit margin areturs on
equity. Stockholders already have identified this threat by driving down tHesioe in
recent months. Matthew Serra has also expressed his company’s vuliyaabilit
economic swings when he stated “purchases of discretionary athletic dooapparel,

& related products, tend to decline during recessionary periods when disposable incom
is low and customers are hesitant to use available credit” (Annual Report, 2008, 4)
The industry’s low entry barriers represent another material tlor&atot Locker,

Inc. The low entry barriers have the potential to significantly increaseothpetitive
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nature of the industry. This increased competition will shrink profit mardarmapen
market share, and endanger the future survival of industry participants (Annual, Report
2008).

The last threat for Foot Locker, Inc. is the growing possibility of &wdwv
integration by its key suppliers. Matthew Serra has already informextheany’s
shareholders of this growing threat (Annual Report, 2008). Many of Foot Locker, Inc.’s
current suppliers are already operating physical retail locatrmhgeriving revenue
through website sales. In response to this threat, Foot Locker, Inc. must dontifiea
its customers exclusive value in order to drive foot traffic through its doors.

This completes the SWOT analysis for Foot Locker, Inc. Below, a suntaidey
has been provided to reinforce the main points for each strength, weakness, dgportuni

and threat that was identified above.



Strengths:

e An experienced and well-
seasoned senior management
team

e A strong balance sheet
e |ts current infrastructure
e |ts strong brand image

Weaknesses:

e Strong reliance on mall traffic
to drive top-line sales

e Inability to drive acceptable
inventory turns
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Opportunities:

e Ability to negotiate lower
occupancy rates with
traditional malls

e Global growth and expansion
e The growth of lifestyle centers

* The acceptance of high-tech
offerings by the consumer
market

Threats:

e Impact from current negative
economic trends

® Low entry barriers associated
with specific industry

® Growing possibility of forward
integration of suppliers

Proposed Elements of Future Strategy

From the preceding analysis, several elements have been identified for Foot
Locker, Inc.’s future strategic direction. These elements includelgapansion,
continued focus on efficiency of current operations, a conservative approach to the
company’s balance sheet, an increased cooperation with key suppliers inrdgliver
differentiated products and services to its consumers, the expansion of itsutiés!

into lifestyle centers, negotiating lower lease rates with currentitnaali malls, and an
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increased focus on differentiating its online sales channel. Global expan#herfirst
proposed strategic element.

Global expansionfFoot Locker, Inc. must be at the forefront of globalization in
this industry to gain a first-mover advantage. Being first to establighintsew
opportunistic markets will build a strong foundation upon which it can erect barriers to
entry. In implementing this strategic element, Foot Locker, Inc. shoudtdtis dividend
payouts to more productive uses overseas. This elimination of cash dividends will
provide for greater future cash inflows and is therefore in the best interestmdimpm
shareholders.

Continued focus on efficiency of current operati@hgrently, as addressed to the
shareholders by Matthew Serra, Foot Locker, Inc. is focusing its attentioereasing
its return from operations. Implementing this strategic focus has rddhgecompany to
close unproductive stores, and invest financially into re-merchandising and uptating
other stores to reflect changing social-cultural trends in the markstsirategic element
for Foot Locker, Inc. is essential to improving the company’s future pnafigin. For
this reason, Foot Locker, Inc. should continue this implementation into the future.

Conservative approach to its balance sh&eR008, Matthew Serra used a
financially conservative approach in dealing with the financial collapse anctaiman
the global economic community. Because of this, Foot Locker, Inc. was able to
significantly decrease its inventory asset and uphold its gross margenfages to an
acceptable level. In 2009, Foot Locker, Inc. should continue using this conservative
approach while ensuring the company does not ignore any opportunities that typically

emerge during economic recessions, especially during the recovery phase.
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Increased cooperation with suppliers for differentiated produrtst Locker,
Inc.’s core strategy is differentiation. In delivering differemthproducts and services to
its consumers, the company must work closely with its key suppliers in developing
exclusive market offerings that are technologically sophisticated emdytrThe key
factor here is exclusivity. If Foot Locker, Inc. can develop exclusive aiggi@products
for its channel members, the company will benefit from higher grossm@ecentages.

Expansion into lifestyle centerAs lifestyle centers continue to attract an
increasing number of consumers, Foot Locker, Inc. needs to begin purchasinigp space
these centers to take advantage of the affluent shoppers it attractdubuihef these
lifestyle centers continue to lure more customers away from traditicaléd, Foot
Locker, Inc. will need to ensure its stores are already stratiggitated and positioned
to capitalize on the opportunity.

Negotiate lower lease rated/ith the current economic downturn, stores in
traditional malls are finding themselves with increased negotiating p&wet Locker,
Inc. needs to take advantage of this recently acquired power to negotiatechsteaates
with its shopping malls. This will help reduce its operating costs and inctegsefit
margins in the near term and potentially long-term.

Differentiating its online sales chann&ecause an increasing percentage of
consumers are choosing to purchase products and services online rather than in the
traditional brick and mortar stores, Foot Locker, Inc. must learn how to compete
effectively within this sales channel. Currently, the company does saléitshandise via
the Internet; however, its website is very similar to its competitors’ @malisrs’

websites. If Foot Locker, Inc. wants to ensure that these competingegeathsinot steal
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its future market share, the company needs to invest the necessary resouares to m
effectively differentiate this sales channel.
Conclusion

The current situation surrounding Foot Locker, Inc. is unfavorable. As the
economy continues to place more pressure on profit margins and the industry’s
competitive forces continue to intensify, Foot Locker, Inc. will need tdudgrenanage
its balance sheet items in order to ensure its future survival and profitability.
Additionally, by recognizing the key success factors, the industry’s opportuaitce
threats, as well as the company’s own strengths and weaknesses, keo} Inac will
be in a much better position to match its own ‘DNA’ to that of its industry. Finally, by
taking all this into consideration, including the competitive position of its corapetit
and its current strategy, Foot Locker, Inc.’s future strategic elesmaumt include global
expansion, a continued focus on efficiency of current operations, a conservative approach
to its balance sheet, increased cooperation with suppliers for differentiatedtproduc
expansion of its stores into lifestyle centers, negotiating lower latesse and
differentiating its online sales channel. By focusing on these core ekendmnitified
from the analysis in the first two-thirds of the paper, Foot Locker, Inc. canagaoe
provide a healthy return on investment (ROI) for its shareholders and bringrépsica

back up to its 2004-2005 levels.



Foot Locker, Inc. 36

References
(2009).About Us Retrieved January 10, 2009, from Foot Locker Inc. Web site:

http://www.footlocker-inc.com/IR index.htm

(2009).About Us Retrieved February 15, 2009, from Wal-Mart Web site:

http://walmartstores.com/AboutUs/

(2009).About Us Retrieved February 15, 2009, from Sports Authority Web site:

http://www.sportsauthority.com/corp/index.jsp?clickid=botnav_aboutus_txt

(2008).Annual ReportNew York City, NY.
(2009).Business definition for GlobalizatioRetrieved February 3, 2009, from BNET
Business Network Web site:

http://dictionary.bnet.com/definition/Globalization.html?tag=col1KkBictionary

(2004, January 20Assessing retail GlobalizatioRRetrieved February 3, 2008, from

http://www.deloitte.com/dtt/cda/doc/content/Deloitte%20Research Asgefe

tail_Jan%202004(1).pdf

(2008, DecemberRevisiting retail GlobalizationRetrieved February 3, 2008, from

http://www.deloitte.com/dtt/cda/doc/content/us_retail_globalization.pdf

(2008, January 30Effects of recession on BusineRgtrieved February 3, 2009, from

Economics Help Web site: http://www.economicshelp.org/blog/readers-

questions/effects-of-recession-on-business/

Field, Katherine (2008, September). Vacancy rates cause change-ups dt.t@hala
Store Age84, Retrieved March 21, 2009, from

http://search.ebscohost.com.ezproxy.liberty.edu:2048/login.aspx?direct=true&db

=bth&AN=34234368&site=bsi-live




Foot Locker, Inc. 37

(2009, January 30koot Locker IncRetrieved February 2, 2009, from Yahoo Finance

Web site: http://finance.yahoo.com/q/bc?s=FL&t=5y&|=0ff&z=m&ag=K.c

(2009, March 4)Foot Locker Inc. reports Fourth Quarter; Fiscal Year Results
Retrieved March 17, 2009, from Reuters Web site:

http://www.reuters.com/article/pressRelease/idUS229422+04-Mar-

2009+PRN20090304

(2009, March 5)Footlocker, Inc. Q4 2008 earnings call Transcrietrieved March 18,

2009, from Seeking Alpha Web site: http://seekingalpha.com/article/124433-

footlocker-inc-g4-2008-earnings-call-transcript?page=-1

(2005).Funding UniverseRetrieved February 1, 2009, from Foot Locker Inc. Web site:

http://www.fundinguniverse.com/company-histories/Foot-Locker-Inc-Company-

History.html
(2009).Global recession Status: Moody's Analytics IRetrieved February 3, 2009,

from Dismal Scientist Web site:

http://www.economy.com/dismal/map/default.asp?refresh=1

Hoffman, W. (2008, December 22). From bricks to Clidmsirnal of Commerce

(15307557)9(50), 22-22. Retrieved February 3, 2009, from Business Source

Complete database.

(2009).Investor InformationRetrieved February 15, 2009, from Hibbett Sports Web

site: http://www.hibbett.com/investor_info.php

(2008).Global sports equipment, apparel and footwear market nearly $2Ré8ieved

April 17, 2009, from www.marketingcharts.com




Foot Locker, Inc. 38

Mcintosh, Melanie (2007)[he importance of retail Merchandisingetrieved February
15, 2009, from The Sideroad Web site:

http://www.sideroad.com/Retail Services/retail merchandising.html

(2009).Monetary Policy Retrieved February 16, 2009, from Federal Reserve Web site:

http://www.federalreserve.qov/

(2009).NetAdvantageRetrieved February 15, 2009, from Standard & Poor's Web site:

http://www.netadvantage.standardandpoors.com/NASApp/NetAdvantage/index.d

o]
(2009).0ur CompanyRetrieved February 15, 2009, from Finish Line Web site:

http://www.finishline.com/store/corporate_info/ourcompany.jsp

Rauch, James E. (Winter 1997). Empty Stre@tsestia 15, Retrieved February 3, 2009,

from http://www.questia.com/qgoogleScholar.qst?docld=5001515257

(2009, January 27).he conference board consumer confidence index dips in January
Retrieved February 2, 2009, from The Conference Board Web site:

http://www.conference-board.org/economics/ConsumerConfidence.cfm

Thompson, A., & Strickland, A. (2008Frafting and executing Strategy: The Quest for
Competitive Advantagdew York: McGraw-Hill.

Trosclair, Carrol (2008, September Retailers branding private LabelRetrieved
February 15, 2009, from Suite101.com Web site:

http://advertising.suite101.com/article.cfm/retailers branding privateld




Foot Locker, Inc. 39

Wurtzel, Nancy (2008, December 25). Gamers trend toward customized and
personalized ProductfRetrieved February 3, 2009, from ArticlesDatabase Web

site: http://www.articlesbase.com/marketing-articles/conssttrend-toward-

customized-and-personalized-products-696834.html




