TOMS Shoes in 2016:
An Ongoing Dedication
to Social Responsibility N T

Assignment Questions

1. What are the key elements of TOMS shoes’ competitive strategy? Is the strategy best described as low cost,
differentiation, or best cost? Has the company focused on a niche or chosen to pursue the broader footwear
market? Explain.

2. In what ways does TOMS exercise its commitment to corporate social responsibility?
3. How does TOMS’ dedication to corporate social responsibility contribute to its competitive advantage?

4. Whatis TOMS Shoes situation like? What are its internal strengths and weaknesses? Its external opportunities
and threats?

5. What evidence suggests whether TOMS shoes strategy is working? Does it have a competitive advantage?
Is its financial performance improving or declining?

6. What strategic issues should TOMS shoes management and investors be most concerned with? Are there
possible improvements to its competitive strategy? Are there internal weaknesses or external threats to its
well-being that must be addressed?
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Industry Background

Even though Mycoskie’s vision for his company was a
uniqucone,vyingforaposiﬁoninglobalfootwwmn-
s children’s selfconfidence, help ufacturing was a risky and difficult venture. The indus-
wmmm membem, try was both stable and mature—one in which large and
small companies competed on the basis of price, qual-
ity, and service. Competitive pressures came from for-
eignasweﬂasdomaﬁcoompaniuandnewmts
needed to fight for access to downstream retailers.
Further, the cost of supplies was forecast to
increase between 2013 and 2020. Materials and
wages constituted over 70 percent of industry costs—
clearly a sizable concern for competitors. Supply pur-
chases included leather, rubber, plastic compounds,
foam, nylon, canvas, laces, and so on. While the price
of leather rose steadily each year, the price of rub-
ber also began to climb at an average annual rate of
7.6 percent. Wages were expected to increase at a rate
of 5.8 percent over a five-year period due to growing
awareness of how manufacmrers took advantage of
chbap outsourced labor.*
h oorder to thrive in the footwear manufacturing
: S 3 8 dustry firms needed to differentiate their products
1d out " in a meaningful way. Selling good-quality products at
a reasonable price was rarely enough; they needed to
targe? a niche market that desired a certain image.
Produot innovation and advertising campaigns there-
mee the most successful competitive weap-
ons. For example, Clarks adopted a sophisticated
design, appealing to a wealthier, more mature cus-
tomer base. Nike, adidas, and Skechers developed
athletic footwear and aggressively marketed their
ds to reflect that image. Achieving economies of
increasing technical efficiency, and developing
ctive distribution system were also essen-
s for success.
ite the presence of established incumbents,
Oty manufacturing was an attractive
rential entrants based on the predic-
d demand and therefore sales rev-
the industry offered incumbents one
profit margins in the fashion industry.
were likely to open new
nd their brands in order to discour-
w companies’ only option was to
m on cost. Acquiring capital



Moving forward, TOMS focused more on selling the
story behind the shoe rather than product features or
celebrity endorsements. Moreover, rather than relying
primarily on mainstream advertising, TOMS empha-
sized a grassroots approach using social media and
word of mouth. With over 3.5 million Facebook “likes”
and over 2 million Twitter “followers” in 2016, TOMS’s
social media presence eclipsed that of its much larger
rivals, Skechers and Clarks. Based on 2016 data, TOMS
had fewer “followers” than Nike, and fewer “likes” than
both Nike and adidas. However, TOMS had more
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A Business Model Dedicated
to Socially Responsible
Behavior

Traditionally, the content of advertisements for many
large apparel companies focused on the attractive
aspects of the featured products. TOMS’s advertising,
on the other hand, showcased its charitable contribu-
tions and the story of its founder Blake Mycoskie.
While the CEOs of Nike, adidas, and Clarks rarely
appeared in their companies’” advertisements, TOMS
ran as many ads with its founder as it did without
emphasizing the inseparability of the TOMS’s
mm Mycoskie’s story. In all of his appear-
‘Mycoskie was dressed in casual and friendly
; 'cqstomers could easily relate to him
ion. This advertising method conveyed
feel and encouraged consumers to
y with the TOMS brand. It also
buyer patronage through differen-
from others. Consumers

e instruments of the company’s
ative advertisements for

I GIVE BLOOD

IR PURCHASED,

G PAIR OF SHOES

CHILD IN NEED.
"OR ONE.

Instead of appealing to consumers desire for stylish footwear, TOMS
advertisement instead addresses the consumer’s sense of social
consciousness by encouraging people to not only provide shoes to a
child in need, but to also vote.

Source: TOMS.

In addition to offering a high-quality product that
people valued, TOMS was able to establish a positive
repertoire with its customers through efficient distri-
bution. Maintaining an online shop helped TOMS
save money on retail locations but also allowed it
to serve a wide geographic range. Further, the com-
pany negotiated with well-known retailers like Nord-
strom and Neiman Marcus 10 assist in distribution.
Through thoughtful planning and structured coordi-
nation, TOMS limited operation costs and provided
prompt service for its customers.

Giving Partners

As it continued to grow, TOMS sought to improve
its operational efficiency by teaming up with “Giving




* Health/Education Focused: Giving Partners
must give shoes only in conjunction with health
and education efforts.

As of 2016, TOMS had built relationships with
over 100 Giving Partners including Save the Chil-
dren, US. Fund for UNICEF, and IMA World
Health. In order to remain accountable to its mission
in these joint ventures, TOMS also performed unan-
nounced audit reports that ensured shoes were dis-
tributed according to the One for One® model.

Bulldlng a Relationship

Having Giving Partners offered TOMS the valuable
~opp ty to shlft some of its philanthropic costs
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vith a high degree of child and  candidates to become more involved in their mission
snumu of International Labor by increasing public awareness. In 2013, instead of
ird-party factory audits and a Sup-  internally selecting customers to participate on the
duct helped ensure compliance  Giving Trips, TOMS opted to hold an open voting pro-
"mndium.conduotedon cess that encouraged candidates to reach out to their
unannounced basis while the ~ known contacts and ask them to vote for their inclu-
wwbﬂdy posted in the  sion. This contest drew thousands of contestants and
; te. The Supplier Code  likely hundreds of thousands of voters, although the

~such as minimum  final vote tallies were not publicly released.

Environmental Sustainability

Dedlcated to minimizing its environmental lmpact,
TOMS pursued a number of sustainable practices
that J.ncluded offering vegan shoes, incorporating
e recycled bottles into its products, and printing with
-3 soy ink. TOMS also used a blend of organic canvas
and postconsumer, recycled plastics to create shoes
that were both comfortable and durable. By utilizing
natural hemp and organic cotton, TOMS eliminated
pesticide and insecticide use that adversely affected
the environment.
~ In addition, TOMS supported several environ-
mental organizations like Surfers Against Sewage, a
movement that raised awareness about excess sewage
discharge in the UK. Formally, TOMS was a member
of the Textile Exchange, an organization dedicated
to textile sustainability and protecting the environ-
‘ment. The company also participated actively in the
~ AAFA’s Environmental Responsibility Committee.

. TOMS has grown, we've continued to look
ﬁqrthesesametmtsmthe interns and employ-
.,that we hire. Are you passionate? Can you
Iy solve problems? Can you be resource-
hout resources? Do you have the compas-

Naomothers?Youca.ntcachancwhue
S .. but you absolutely cannot

w:.ndpawonmsomeoneﬁm

s emphasis on creativity and passion
uf&smwthOMSmuedsohemlyon

d new hires rather than experienced work-
ng ) er, more inexperienced employees,



and Executing Strategy

their own successes, but also the successes of their
co-workers.

Diversity and inclusion were also emphasized
at TOMS. For example, cultural traditions like
the Chinese Lunar New Year were celebrated pub-
licly on the TOMS’s company blog. Moreover, as
TOMS began expanding and distributing globally,
the company increasingly sought to recruit a more
diverse workforce by hiring multilingual individ-
uals who were familiar with TOMS’s diverse cus-
tomer base and could communicate with its giving
communities. 2
- The emphasis that Mycoskie placed on each indi-
vidual employee was one of the key reasons why
employees at TOMS often felt “lucky” to be part of

the movement.”® Coupled with the fact that TOMS
~ employees knew their efforts fostered social justice,
> “Agents of Change,” as they referred to them-
, were generally quite satisfied with their work,
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were priced at around $70." Factoring in the giv-
ing aspect, TOMS seemed to have a slightly smaller
markup than companies like Nike, yet it still main-
tained considerable profit margins. More detailed
information on trends in TOMS’s production costs
and practices is limited due to the private nature of
the company.

The Future
Because demand and revenues were predicted to
imtease in the global footwear manufacturing indus-
incumbents like TOMS needed to find ways to
d their position in the market. One method was
‘continue to differentiate products based on qual-
age, or price. Another strategy was to focus
h and development (R&D) and craft new
ds and product lines that appealed to different
ces. It was also recommended that compan-
westigate how to mitigate the threat posed by an
ase in supply costs.
an effort to broaden its mission and product
TOMS began to expand both its consumer
! charitable-giving product lines. For its cus-
TQM’S started offering stylish wedges, ballet
 wedding apparel in an effort to reach
@g:omers and satisfy the special needs of cur-
the children it sought to help, TOMS
its basic black canvas shoe offerings
ots to help keep children’s feet dry and
. the winter months in cold climate

front, TOMS entered the eyewear
es of restoring vision to the 285 million
M impaired individuals around the
every pair of TOMS glasses sold, TOMS
to one individual either through
cription glasses or offering medical
those suffering from cataracts and eye
'OMS recently focused its vision-related
pal, but also hoped to expand globally as
ar brand grew. As of 2016, TOMS
up with 15 Giving Partners to help
360,000 individuals in 13 countries.
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