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Analyst: David Itoafa
Sector: Clothing Retail

Guess? , Inc. (GES)
Buy
Key Statistics as of 12/09/2016

Price Target: $15.77

Catalysts:


Market Price: $13.89
Market Cap: 1.17 Billion
52-Week Range: 12.90- 22.84
Beta: 1.13
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Short-term (within 3 months): Next
Earning Call.
Mid-term (1 to 2 years): Ability to
Expand in Asian Market.
Long-term( over 2 years): Retail
Sector Recovery or Demise due to
Online Sales

Company Description:
Guess?, Inc. specializes in marketing, design, licensing, and distribution of fashionable attire and accessories for
women, children and men. The business operates in North America Retail, Wholesale, and Licensing. Other segments
of the business consist of European and Asian Wholesale and Licensing. Their product lines comprise of full
collections of clothing like jeans, pants, dresses, blouses, shirts, jackets, knitwear, and intimate apparel. The company
was originally established by Pail and Maurice Marciano in 1981. Their headquarters is in Los Angeles and although the
company has had its ups and downs, it has been a staple in the clothing and retail game since its creation.
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Thesis






Due to online shopping surging for the
holidays; Guess will beat analysts’
expectations for the next quarter.
The company continues to expand and
capture the Asian market, which will help
them counteract the American struggle in
long run
Operating Costs will decrease due to their
plans to shrink the amount of stores in the
US.

Porter Five Forces
Bargaining Power Of Suppliers:
In terms of clothing and retail it is very easier for
suppliers to vary prices because they generally
produce the fabrics for a very minimal price.
However, big brands that have been in the industry
for a while like Guess have relationships to keep
the bargaining power low. This means that they can
keep reasonable pricing with their suppliers and in
their specific case it is fairly low. Since this
industry is currently recovering from a sort of
recession this does however give the supplier more
bargaining power since they are doing their part
and companies like guess are struggling with sales
of clothing.
Bargaining Power Of Customer
Customers do have a substantial amount of power
in this industry because if a large number of people
stop buying their clothing the prices will have to
diminish or companies like Guess will have to close
stores. Currently bargaining power is very high
because there are so many various brands out on
the market that have been a long for a substantial
amount of time. Certain customers do become
attached to certain brands. For Instance, many
American’s in the state of Massachusetts will only
wear Clothing from companies like Vineyard Vines
no matter how high the price for the clothing will
rise too. Therefore, bargaining power of customers
is fairly mediocre since there are a lot of various
companies that could sell their products for very
cheap, but there is also brand loyalty.
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Intensity of Existing Rivalry
Retail clothing has a substantial amount of
Intensity of existing rivalry because the majority of
competitors have been in the game for over 30
years. There are a lot of stores and certain
marketing strategies could positively or negatively
affect each customer’s impulse to buy a product. If
they can’t find anything they desire at one store
they can always find an appealing deal at another.
Therefore, since consumer spending has been high
quality brands like Guess have struggled to capture
market share and customers because there
products are higher quality and highly priced. Also,
there is a fairly low industry growth rate and a fairly
substantial amount of storage costs in this industry.
Threat Of Substitutes
When it comes to clothing in general there is a high
threat of substation because there are so many
various companies offering clothing at various
prices. If a customer is unsatisfied with a price,
customer service, or quality they can easily find a
replacement at a different store. However, when it
comes to European apparel and style Guess is one
of the only companies that specializes in this this
type of clothing allowing them a sort of product
differentiation that has kept them afloat since their
foundation. The problem that guess and many
industry have had is dealing with competitors like
Pac- Sun for instance that enable customers a
substantially low cost of switching in a time where
consumer spending has not been very high.
Threat Of New Competitors
In this industry there is a very small probability that
a startup will come into the market gain rapid
market share and contest with big time players.
Since the majority of clothing stores have been
around for generations unless there is some sort of
clothing that changes the game most companies
will not be able to survive in this industry. It is not
impossible and has been done before, but it is very
risky because having a strong brand name that
offers a customer confidence in a product is
essential. It is also very important to have a strong
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distribution network in order to move goods
around. GES has been along for a while and like
many other companies have very strong
distribution networks, which new competitors
would have difficulty Establishing.

Industry Outlook
Although retail clothing has struggled in reason
year, the future looks very positive. According to
the national retail federation job growth higher
wages and other factors will boost consumer
spending in the next year. Consumer confidence
will remain high and will positively affect Guess in
the future. Various companies are struggling with
retail sales, which have been decreasing year over
year for almost all companies in this sector. This is
why revenue growth is not as influential
determinant of the price, but Capex and Operating
Expenses are the two major keys. GES like all of
its competitors are cutting down on the number of
retail stores in order to decrease operating costs.
One of the main drivers for GES in the future, will
be that the majority of their revenue comes from
licensing and not retail. This means that even if we
see a shrinkage of shopping in clothing retail in the
near future contrary to the expected industry
outlook, there are still somewhat protected. Since
GES has a respected and high quality brand name
there is a possibility of licensing their products to
online clothing stores in the future as well. This
would provide protection to these potential risks.
Another speculative theory that will affect every
business or person is the President Elect’s tax cuts.
Nobody knows exactly how much or which taxes
he will cut until it is made final, but lower income
taxes would enable more consumer shopping and
possibly nicer margins for retail stores like GES.
Although, one could argue that the corporate side
of this has already been factored in the price, it
would be difficult for the market to price exactly
how much cutting income taxes would affect
GES’s revenue in the future.

Emerging Markets in Asia
There is no hiding the fact that Guess has been
struggling in the American Market for quite some
time now as seen in their past 4 years of revenue
data per country:
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Source: Bloomberg
Although all of these numbers are decreasing
revenue in the US, which used to be one of the
main generators has been decreasing at the fastest
rate. Even in the last earnings call the CEO has
warned investors that they have never been an
American Company and it is not their main area of
focus. The company had a lot of success in the US
during in the 90’s and 2000’s because many
Americans were very interested in European trends
that GES provides. This made them substantial
revenue in the past, but times change and so do
people resulting in American’s not being as
attracted to GES products. This is the main reason
why the company is at their lowest point in terms
of share price. The most recent earning’s call is
showing much of the same in the US, but Europe
and Asia are showing very positive signals.

Source: Q3 Earning’s Call
European fashion will always do well in Europe,
but one market that is finally opening up is in Asia
where the company will focus on in the future. The
main reason for this increase in revenue is that just
as the US did in earlier years, Asian countries are
becoming less traditional and more mainstream.
Since GES is already positioned in this market they
will be able to capture considerate market share as
these trends start to pick up resulting in more
revenue in the future along with nicer margins.

Devil’s Advocate
With every investment there are risks and there are
macroeconomic factors that could hinder GES in
the future potentially. If trade deals between China
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And America under the new president fail GES
stands to be negatively impacted. This is because if
they look to move further into Asian Markets and
the dollar strengthens as Asian currencies
depreciate revenue and expenses will put GES in a
very tough position. Moreover, if they do not do a
good job of transitioning into in store mobile
devices new loyalty programs, utilizing internet of
things to enhance shopping experience the
company could be in trouble. There has also been
substantial controversy surrounding the company’s
ownership that could put them at risk. The
majority of their management team is very old and
in order to survive In the future they will need new
blood to keep up with current trends. No company
is perfect and GES does have certain elements that
could negatively affect them in the future as well as
some positives.

Financials
Although the company is trading close to its 52
week low and does not look to be in the best
position at this time short interest remains fairly
low.
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Recent improvement in these sectors of their
business will be very positive in the long run
because in recent years as seen in historical data
their competitors are blowing them out of the
water in an industry that has pulled back.

The good news is that there is room for
improvement in terms of profitability and reducing
operating expenses in the future. This will enable
the company to provide substantia returns in the
future because no it isn’t an industry leader, but
does have potentially to grab the Asian market.
Moreover, if retail recovers or GES is able to
survive by switching to a more electronic and
technologically advanced company. All financial
ratios and analysis prove that this company is not
an industry leader, but was once upon a time. They
know what it takes to be on top and has to change
very little in terms of operating expenses to make it
an undervalued company.

Conclusion

Source: Bloomberg
There is very high volume meaning the majority of
people are buying into the company at this
moment of time, but not shorting. Additionally,
margins have been improving in Europe And US.

Source: Bloomberg
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Currently the company is trading at its all-time
lowest point because revenue is decreasing and
operating expenses remain very high. The company
is implementing some changes that even if slightly
have a positive impact could offer a boost in the
price. Closing down American stores and
expanding seems to be the future of the company
in order to survive and prosper. Although there are
risks associated to this company there is a lot of
room for improvement financially and the industry
outlook does stand to help GES recover in the
future.
 Point Of Entry: $13-$14
 Target Price: $15.77
 Target Return: %15-20%
 Time Horizon: 1- 1.5 year’s
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