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$26.23 

Apparel Retail 

$10.60B 

$24.70 – 43.90 

1.09614 

  Investments in Supply Chain Technologies will 

yield increases in operating margin 

 

 Growth opportunities from expansion in Asia, 

Athleta, and Franchises 

 

  “Rightsizing” store base and expanding online 

presence positions Gap for profitability in the 

future of retail. 

  

Company Description:   

The Gap, Inc. operates as an apparel retail company worldwide. It offers apparel, accessories, and personal care products 

for men, women, and children under the Gap, Banana Republic, Old Navy, Athleta, and Intermix brand names. The 

company provides apparel, handbags, shoes, jewelry, personal care products, and eyewear for men and women; and 

performance and lifestyle apparel for use in yoga, strength training, and running, as well as seasonal sports, including skiing 

and tennis. It offers its products through company-operated stores, franchise stores, Websites, e-commerce and social sites, 

and catalogs. The company has franchise agreements with unaffiliated franchisees to operate Gap, Banana Republic, and 

Old Navy stores in Asia, Australia, Europe, Latin America, the Middle East, and Africa. As of January 31, 2015, it operated 

3,280 company-operated stores. The company was founded in 1969 and is headquartered in San Francisco, California. 
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Thesis 

The Gap, Inc. has invested in powerful cost saving 

supply chain technologies that will drive operating 

margin up, and wasted inventory costs down. The Gap 

proforma boasts an ROIC of 10.4% and a WACC of 

5.14% which implies value creation. Gap intends on 

shrinking its brick and mortar stores and investing in 

E-commerce. Gap’s growth initiatives in Asia, growing 

product line Athleta, and franchising endeavor will lead 

to growth and value creation in the future.  

 

Leadership 

Art Peck became CEO of Gap in February of 2014. 

From 2012 to January 2015, Art served as President 

of the company’s Growth, Innovation and Digital 

(GID) division, with responsibility for the digital 

strategy of our more than $2 billion e-commerce 

business across the 80 countries where the company 

serves customers online. He drove the innovation 

agenda for the company across its digital platforms 

and more than 3,000 stores around the world. 

Ultimately, Art and his team developed and 

deployed the industry-leading, omni-channel 

platform for consumers to bridge the physical and 

digital shopping experience. His primary concerns as 

of the earnings report 11/19/2015 gravitate around 

keeping inventory low and expense control to drive 

margins up. 

 

Changes in Gap over the years 

Gap was founded in 1969, when malls were being 

built, real estate was coming available, and consumer 

shopping patterns were being trained. The brand 

enjoyed a 15-year reign over classically cool, 

affordable American style, but it has spent the past 

decade-plus struggling with an identity crisis while 

new retailers have colonized much of its domain. 

The iconic brand slept through the fast-fashion 

revolution fueled by the likes of European labels 

H&M and Zara; got lost amid competitors such as 

Uniqlo and Target, who offered basics and denim at 

higher and lower price points; over expanded; and 

became too ubiquitous for today’s niche-minded 

fashion crowd. Art Peck believes the company’s 

future will depend not just on delivering better 

product but on radical experimentation. Gap thrived 

in the heyday of the mall—what Peck calls Retail 

1.0—and floundered in the fast-fashion wave he 

calls Retail 2.0. Gap’s hope, he explains, is to 

leapfrog ahead to win in the Retail 3.0 era: a mobile-

fueled future in which physical stores will have an 

entirely new role. Peck hints that the number and 

size of the company’s 3,680 stores will inevitably 

shrink. He plans to make mobile the central point of 

all customer interactions. 

 

Porter’s 5 Forces 

Competitive Rivalry: HIGH 

The advent of Fast Fashion makes apparel retail a highly 

competitive field. Fast Fashion is a contemporary term 

used by fashion retailers to express that designs move 

from catwalk quickly in order to capture 

current fashion trends. Fast fashion clothing collections 

are based on the most recent fashion trends presented 

at Fashion Week in both the spring and the autumn of 

every year. Popular brands and competitors to Gap are 

H&M, Uniqlo, and Inditex.  

 

Threat of Substitute Products or Services:  HIGH 

Best Cost retailers are becoming increasingly popular. 

Substituting products is as simple as walking into a 

different store or typing in a different URL. However, 

Gap has a competitive advantage with the ubiquity of 

their brick and mortar stores. 

 

Bargaining Power of Buyers: HIGH 

Customers have high bargaining power when it comes 

to the fashion industry. One of the reasons is the low 

switching costs from one store to another. When a 

customer becomes dissatisfied with the quality or 

pricing of a certain store’s clothes, the consequence is 

that they will switch to a rival store. Therefore, if a store 

desires to retain its customers, it is imperative that it 

offers them the best in terms of quality, price and trend. 

 

Bargaining Power of Suppliers: HIGH 

Like Gap Inc., most companies in the fashion industry 

do not manufacture their own clothing but rather 

acquire them from suppliers whom they give 

instructions regarding style and/or design.  Because of 

the large number of textile manufactures across the 

world, bargaining power is weak. Consequently, the 

suppliers are unable to charge high prices for fear of 

losing contracts to competitors who may offer the same 

goods and services at a cheaper price. 

 

 

 

http://video.cnbc.com/gallery/?video=3000279634
http://video.cnbc.com/gallery/?video=3000279634
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Threat of new entrants: HIGH 

In the fashion industry, the barriers to entry are low. 

Therefore, it is of utmost importance for a corporation 

to have high brand perception because to the low 

switching costs. It may be easy to enter the market, 

however to compete on the scale of Gap, Inc. is difficult. 

Brand loyalty is a narrow moat for fashion companies 

because the fashion trends and preferences change so 

frequently.  

 

 

Supply Chain Investments 

 

The Gap Inc. has invested in a responsive supply chain, 

seamless inventory, international expansion and Omni 

channel capabilities. Over the past five years Gap has 

increased net sales by $1.6 Billion dollars and expanded 

operating margin by 260 basis points. 

 

Responsive Supply Chain 

 

The Gap, Inc. has invested in a responsive supply chain. 

This involves systems that implement fabric 

platforming, vendor-managed inventory, rapid 

response, and test and respond.  

Vendor-managed inventory is when key merchants keep a 

pool of finished goods they can draw on for 

replenishment, but is targeted for longer-life products 

and enables better in stock levels.  

Rapid Response is aimed at seasonal products. It allows 

companies to read demand and react to color, size and 

silhouette, volatility. And allows companies to adjust to 

the most popular styles in a season. 

Test and Respond fashion items allow the retailer to assess 

customer style preferences so it can buy into known 

demand.  

These components are underpinned by fabric platforming, 

which allows Gap to leverage its scale and drive average 

unit cost savings. Gap anticipates that 50% of its 

product assortment will be on the responsive supply 

chain model by 2016. This supply chain is driving Gap 

to the frontier of Retail 3.0. 

 

Seamless Inventory 

Gap has been working to better match its inventory 

allocations across channels, geographies, distribution 

centers and stores. Once in place Gap will use 

sophisticated predictive analytics to assess real-time data 

that will allow it to get product to its customers when 

and how they want it. This will make Gap more 

competitive with the likes of Zara, H&M and Uniqlo. 

 

Omni-channel Capabilitities 

Through their online platform, Gap has included 

options in its supply chain such as: ship from store, 

find in store, reserve in store, and order in store. This 

is designed to drive customer engagement and loyalty 

as well as again new customers.  

 

International Expansion 

Gap intends on rapid international growth through 

franchising all of its brands. Gap has 75 stores 

planned to open by the end of 2015. The Gap, Inc. 

has high growth potential in China and throughout 

Asia with its mobile platform. 

 

Summary 

Gap has invested in the future of retail, a phase of 

shopping CEO Art Peck has coined Retail 3.0. Their 

investments in modernizing their supply chain are 

aimed at reducing the amount of inventory and 

operating expenses. By decreasing expenses, margins 

and profitability will increase. Gaps intends on 

rightsizing their brick and mortar stores and using 

that capital to expand and their E-commerce and 

digital identity. As retail becomes progressively more 

digital, the Gap brand will resurge as a powerhouse 

of apparel retail. 
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