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Executive Summary
The purpose of this report is to analyse the global challenges faced by Zara over the years and to critically assess the current environmental forces and their impact upon the company. A variety of analysis methods and research has been undertaken to assess the current market position and I will be using a ‘SWOT’ analysis to examine Zara’s strengths, weaknesses, opportunities and threats. In addition to this, I will also be using ‘Michael Porters’ Five Forces’ to assess the industries competitive landscape and identify potential threats. Following this analysis, I will propose recommendations for moving forward and potential solutions issues faced. 
Company Overview
Introduction 
Zara is a Spanish global fashion retail company that specialises in clothing, accessories, shoes and beauty products. Founded in 1975 by Amancio Ortega, the first Zara store was opened in A Coruña Spain. Zara is a well recognised global brand and is one of the worlds most successful fashion brands owned by the Inditex group. Zara is the largest company owned by the group and currently has almost three thousand stores worldwide and operates in 96 countries. To accompany Zara’s network of stores, they also offer online shopping services to customers. 
Zara has a unique business model and centres around their fast production and turnover of fashion items. Zara has a strong supply chain due to their vertically integrated model and they have in-house suppliers and distribution centres which allow them to control production and reduce lead times. Zara has a strong presence on the high-street and their stores are placed in prime locations all over the world. 
Market Position
In 2022, Zara reported a gross profit of 18.6 billion with store sales growing by 23% and online sales rose by 4% compared to the previous year. Zara’s main competitors in the industry include, H&M, ASOS and Uniqlo. These three brands offer similar products and specialise in affordable fashion. According to Martinroll (2021), Zara has been considered as one of the worlds most success fashion brands and this is largely due to its reputation for its ‘fast fashion’ business model. This allows Zara to adapt quickly to shopping habits and fashion trends and enables them to quickly launch new products on the market. This concept means that Zara can get a competitive advantage over their competitors as they can create new designs and sell them in stores within a very short period of time, whereas other retailers are taking an estimated 6 months. These shorter lead times allow Zara to stay one step ahead of their competitors and allows Zara to produce more styles than other competitors. In addition to short lead times, Zara focuses on creating a sense of urgency and desire by reducing the quantity of the items manufactured to create a sense of exclusivity amongst their customers. Zara practices the scarcity principle and it is said that “products in limited supply give their owners prestige and status because not everyone can own the product” (Reilly, 2020). This technique has been particularly effective for Zara as they are able to reduce wastage of unpopular items which eliminates the need for constant sales and discounts and the same can’t be said for their competitors. 


Market entry techniques 
Zara has employed several market entry techniques to expand globally. The most common strategies were joint ventures and franchising. I have evidenced some of the positive market entry techniques below used by Zara to expand globally. 
Zara used joint ventures to gain access to the Indian market. In October 2017, Zara launched online in India after partnering with retail giant, Tata Group. Due to the cultural preferences in India, Zara partnered with the Tata Group in order to better target Indian customers. As the Tata Group were already a successful retail giant in India, they would be the best equipped to assist Zara in targeting their Indian customers needs by altering their fashion designs to suit traditional clothing and colour palettes. This proved to be a successful partnership and the company now has 20 shops in India and it reported a 40.42% growth in revenue for the year 2023, compared to the previous year.
In addition to joint ventures, Zara also used franchising to enter the foreign market. Franchising was a crucial strategy for Zara, as they partnered with local retail companies in foreign countries in order to broaden their customer base. Similar to joint ventures, Zara was able to benefit from the franchisees' local knowledge. An example of one of Zara’s successful partnerships was its agreement with the Cenomi retail group. Cenomi was key to Zara’s global success in Saudi Arabia and they currently have 31 stores in the country. The Inditex group, that owns Zara, reported that sales reached five billion, thanks to the global expansion in 8 countries including Saudi Arabia.

PESTLE
I will be using the ‘Pestle’ analysis framework to critically evaluate the macro-environmental factors that impact Zara. I will be looking specifically at the different modes of engagement and the influence these factors have on Zara business Operations and the international market.
Political
The political environment of any nation can have a catastrophic affect on a business and it’s operations. If there is political unrest in a country that Zara operates in, this can directly impact the business and can potentially lead to disruption in the supply chain and trade restrictions.
Zara operates globally in 96 countries and has recently been affected by the war in Ukraine. Zara had 86 stores in Russia which were recently all closed in response to the Russian invasion of Ukraine. This decision was made in order assist in publicly condemning Russia for invading Ukraine and due to logistical and trade limitations that the war imposed. In response to the war, the parent company Inditex stated the following, “In the current circumstances Inditex cannot guarantee the continuity of the operations and commercial conditions in the Russian Federation and temporarily suspends its activity.” (Goldfingle, 2022). According to statistics, 8.5% of the Inditex Group’s global earnings, before interest and tax, comes from business operations in Russia. Whilst it can be difficult to predict political uncertainty in the future, it is important to assess the risks of political and regulatory environmental changes and the effects these have on business operations around the globe. 
Economic
Economic factors have a direct effect on the business environment and Zara’s profitability. Due to Zara being an international company, it can be heavily affected by different economic factors across the globe. Some of the current economic factors effecting Zara are currency exchange rates, interest rates and economic shrinkage.
Currency Exchange Rates
A country’s currency is a reflection of its economic stability. If the currency fluctuates this can result in disruption to business operations and trade difficulties. In order for Zara to mitigate the risks of currency fluctuations, Zara partner company Inditex uses hedging strategies in order to stabilize the costs of imports and exports. In the 2022 annual report, Zara acknowledges the foreign currency exchange risk and these are listed as a risk within the exchange rate risk hedging policy. 
Economic Shrinkage
The economic state of a country can have a direct effect on sales. When the economy is strong, generally people have more disposable income and spend more money on clothes. The UK is currently experiencing a cost-of-living crisis and according to the Office of National Statistics, 6 in 10 adults in great Britian are spending less on non-essential items and sales volumes in October 2023 dropped by 0.3% following on form a fall of 1.1% the previous month (Cost of living insights - Office for National Statistics, 2023).
Raw Material Price Increases
The cost of raw materials can fluctuate year to year and Zara has been subject to many raw material price increases in both textile and non-textile items. It is essential that Zara monitors the increased cost of materials and explores alternatives. In the annual report published by the parent company Inditex it highlights that “innovation is pivotal, since it enables us to find alternative solutions to conventional raw materials” (INDITEX GROUP ANNUAL REPORT 2022, 2022). In the same report, they highlighted the cost difference of sales between the years 2021 and 2022. From the print screen below (figure 1), you can see the significant rise in the cost of sales. When the cost of material increases, this could have a knock-on effect on customers as Zara will need to decide between increasing the prices or absorbing the additional costs to remain competitive. 
Figure 1 - (INDITEX GROUP ANNUAL REPORT 2022, p45) [image: A screenshot of a computer
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Social
The social factors that affect Zara are mainly due to preferences and lifestyle changes amongst it’s customers. The global Covid 19 pandemic had a significant effect on shopping habits and accelerating the technological growth and online facilities for customers. The pandemic prompted changes in consumer behaviour with people embracing online shopping due to lockdown restrictions. Zara quickly had to adapt their online prescence to maintain sales and to stay connected with their customers.   
Zara has a strong online presence and they have worked on their hybrid model to ensure smooth online services for their customers. “Zara's shift to online has been accelerated by the pandemic, with a 68.3% growth from 2019 to 2020.” (Zara: Online Sales 2023 and fashion trends | ECDB.com, 2023). Zara is still facing challenges relating to changes in consumer preference but they are constantly reviewing ways to embrace digital innovation and keep up to date with social trends. 
Technological
The increasing use of technology has transformed how Zara operates online and how it uses social media for marketing. According to Granata, G. (2019, p169) “Over the last decade, new advances in technology, and particularly the advance of social media, have changed people’s daily lives, creating new phenomena such as the boom in digital influencers and influencer marketing”. Zara has partnered with content creators who align with their target market and have used creators to drive sales by advertising on their social media channels and have allowed them to expand their visibility. Influencer marketing is still in its early stages but Zara have successfully branched into these technological market and in 2022 Zara was the most popular brand on the social media site Instagram. This new marketing strategy allowed them to gain a competitive edge as they were the top brand, followed by two of their main competitors Shein and H&M. 


Legal
Knowledge of legal regulations is crucial for Zara to ensure they are acting ethically and that they are regulating within the law in the country in which they are operating in. For international companies, legal factors such as employment laws, health and safety factors and consumer protection can differ depending on the country. Zara’s parent company Inditex is responsible for ensuring that Zara comply to the law and avoid legal issues which could ultimately result in damage to their reputation and customer loss. The Inditex group have a Compliance Committee and a Committee of Ethics who are responsible for ensuring that Zara is operating ethically and within the law.
Over the past few years Zara has had numerous allegations filed about unfair practices and breaches in labour laws. In 2021 the Inditex Group published the ‘Human Trafficking and Transparency in Supply Chain Statement FY2021’. The statement explains how the group are proactively taking steps to promote human rights and how they do not tolerate any forms of modern slavery or human trafficking in the organisation. They state that “Inditex has put in place concrete monitoring and assessment tools and systems to ensure that none of its suppliers is directly or indirectly involved in any violation of labour rights”. The group has put in place concrete monitoring and assessment tools and systems to ensure that none of its suppliers are directly or in-directly involved in any violation of labour rights. Whilst this is just a small step in mitigating risks, long term action is required to ensure suppliers continue to operate legally and ethically. 
Environmental
The Fashion industry is well known for unsustainable trade practices and exploitive labour practices, coined by the phrase ‘fast fashion’. Fast fashion can promote a culture of overconsumption and increased waste. The fashion industry has recently been identified as the 2nd most polluting industry in the world after oil and change is critical in reducing carbon emissions worldwide and fighting climate change. 
Zara has been faced with public criticism regarding its environmental practices and it’s ‘fast fashion’ business model. Whilst it’s not as unsustainable as some of its competitors like Shein, Zara has been subject to claims of green washing and concerns have been raised about their lack of transparency. Sustainability has been a key topic for Zara over the years and it has now been incorporated into Zara’s business operations. With increased awareness of the effects of fast fashion, Zara has had to alter their products to suit the up and coming trend. Zara’s parent company Inditex has pledged to become more responsible and sustainable and has an aim of becoming net zero for emissions by 2040. 
As part of Zara’s social and environmental commitment, they have implemented a used clothes collection programme with the aim of promoting the recovery of preloved garments. The project is designed to encourage recycling and to reduce clothes going to landfill. All the clothing collected is donated to people in need and the donations are used to fund social projects with non-profit organisations and charities. Zara has caught onto the shift towards sustainable fashion quickly and has cleverly marketed their new line to target a new audience and boost their profits. Following the introduction of the new collection, it is reported that Zara’s profits had doubled to 3.2 billion (Euronews, 2022). Whilst Zara is still actively working on resolving some of its environmental concerns, it is likely that if Zara continue to adapt to these environmental changes, they will continue to appeal to the current customer base and target sustainable shoppers. 

Porter’s 5 Forces Model
Following on from my Pestle analysis where I identified the external impacts effecting Zara, I will now be using the Porters 5 Forces Model, developed by Michael Porter, to Analyse the competitive market Zara faces. Within this analysis, I will provide an insight into the industry challenges and Zara’s competitiveness on the international market. I will evaluate the competitive forces in three categories - low, medium and high. 
Threats of New Entrants - Low
As already highlighted, Zara is one of the world’s largest high-street fashion brands and is very well established globally. The threat to Zara of new entrants onto the market is low due to Zara’s position in the market making it difficult for new entrants to compete with them. The retail industry already has a number of recognised brands and for a new entrant to be successful to compete with Zara, they will need to be a niche brand offering similar products for cheaper prices. In the event of a new entrant trying to enter the market, Zara could potentially look at imposing barriers, this could be achieved by strengthening the supply chain and distribution infrastructure. Additionally, advancing technology and online platforms could assist with this as it is becoming easier for small businesses to reach customers without having any physical stores on the Highstreet. 
Threats of Substitutes - Low
Zara faces a relatively low threat of substitutes. As Zara’s main product is clothing, there isn’t an alternative product for this and clothing is considered a necessity. As stated by (Team, 2022), “In the fashion industry, all "substitution" is essentially just competition”. This is because clothes can’t be substituted but the style, material or brand can be substituted for an alternative. This is why it’s incredibly important for Zara to stay competitive and even more so during periods of financial instability as consumers may opt for alternative clothing at cheaper prices, sacrificing style and their usual preference. 
Bargaining Power of Customers - Medium 
The bargaining power of customers is moderate for Zara. The retail industry can be very competitive and can be unpredictable. It’s common for shoppers to want to get the best deal and whilst Zara has lots of loyal customers, often people shop around for cheaper alternatives. For example, it’s common for online retail companies to stock cheaper alternatives. A good example of this is the online retail Shein who has been accused of copying Zara’s designs. In an article posted in The Guardian, it highlights how Shein have the ability to manufacture items for a considerable amount less than Zara. Social media influencers have also cottoned onto this and there are social media accounts who post items being sold by Zara and showing a cheaper alternative on Shein. 
Bargaining Power of Suppliers - Low 
Zara faces low threats of bargaining powers of suppliers. There are a significant number of suppliers on the market and due to Zara being part of the Inditex group, one of the largest fashion retailers worldwide, they are well positioned in the market. According to Inditex’s annual statement “In 2022, we worked with 1,729 direct suppliers located in 50 markets. In turn, those suppliers used 8,271 factories to make our products” (Inditex Group Annual Report 2022, no date b). As you can see from that statement there are plenty of suppliers that Zara can use to source their products and they aren’t just dependant on a handful of suppliers. Zara also has the advantage of having direct lines of manufacturing within the company.
Competitive Rivalry - High
The competitive rivalry for Zara is incredibly high. Whilst Zara is a well established popular brand, there are lots of rival companies on the high-street. Some of Zara’s main competitors are H&M, ASOS and Uniqlo. In the retail industry things can change monthly depending on consumers preferences and luckily Zara has a fast production turnaround which allows them to stay competitive on the market. As highlighted in the pestle analysis above, consumer preferences can change quickly and with sustainable fashion becoming more popular Zara need to ensure it keeps up with the demand for sustainable clothing. In addition to this, we must consider the online presence Zara has compared to online companies such as ASOS. Online shopping has become increasingly popular and Zara need to ensure they can compete with companies who are offering next day and premium delivery packages which is something Zara don’t currently offer. 

SWOT Analysis
The final analysis I am going to conduct is a SWOT analysis. I have focused on the external factors and competitive forces experience by Zara but I’m now going to explore the internal strength, weakness, threats and opportunities. 
Strengths
What makes Zara unique in comparison to other retail companies is its fast production of products. Zara uses lots of different suppliers for different garments as well as being able to directly manufacture items in house. This enables them to be versatile and keep up with new fashion trends to be the first on the Highstreet to showcase the new trends. Zara business model is considered be ‘untraditional’ due to its vertically integrated supply chain.  It focuses on manufacturing small batches of products based on fashion trends in order to create a sense of urgency amongst its customers to increase sales. This technique also allows Zara to cut down on production costs and wastage as they are able to quickly discontinue unpopular items. 
Technology is a fundamental component in businesses today and this has fuelled the strong competitive environment in the retail sector. Technology and innovation is a key part of Inditex’s business model. As highlighted in the Martin Roll article “One of the secrets to Zara’s success includes using Radio Frequency Identification Technology (RFID) in its stores” (Martinroll, 2021b). Zara has used this software to manage stock, self-checkout and have introduced interactive fitting rooms. These advances have created a richer shopping experience for customers and Zara was one of the leading retail companies using this technology on the Highstreet. 

Weaknesses
Whilst above I have highlighted Zara’s fast production as a strength, the quick output of clothing has a negative impact on the environment. “At Inditex we firmly believe in our capacity to act as an agent of change within the fashion industry and we are making notable efforts to reduce the environmental impact of our activity, as part of a circularity strategy that applies to all our processes.” (Inditex Group Annual Report 2022, 2022). Although the above statement is correct and the Inditex group have lots of environmental strategies in place, ultimately the fashion industry has a long way to go. Over the years there has been a shift in consumer behaviours and it is said that the younger generation are better educated about the effect of climate change and are fuelling the need for sustainable and ethical clothing on the high-street. 
Another weakness that has been highlighted during my pestle analysis is the ethical work standards. Inditex works with thousands of suppliers worldwide with different working standards regulations and although the transparency of their supply chain has improved, working standards and production facilities still need to be closely monitored. Over the years businesses have come under public scrutiny for unethical practices which can result in reputation damage, loss of customer trust, and potential legal consequences. By Zara continuing to implement sustainable practices and audit controls they can try to mitigate some of these risks and try to positively impact the environment and society in general. 
Opportunities
Fast fashion and ethical practices have been a re-occurring theme during this analysis and Zara can use these negatives and turn them into positives. As already highlighted, there is an upwards shift towards sustainable fashion and Zara could continue to develop this into their business model. Zara has recently launched a pre-owned project in the UK which allows customer to resell or donate garments. “In 2022, 17,015 tonnes of garments and footwear were collected through this programme”. (Inditex Group Annual Report 2022). This new development is only in the early stages but there is an opportunity for Zara to expand this into new markets to target more customers. By offering this service to customers, this will allow Zara to meet sustainability goals and customer preferences. Zara can also financially benefit as they will be able sell items that would normally go to landfill. 
Zara can look to expand their market share by expanding their stores and online offering in the USA. Zara is already well established in Europe, particularly in Spain where they were founded but there are opportunities for Zara to further expand their market share and customer base. According to Statsista, in September 2023 there were 304 Zara stores in Spain as opposed to 98 in the USA (Statista, 2023a). Whilst the figures are similar, Spain is a lot smaller than the size of the USA. The USA is a highly developed country and people are spending more money in the retail industry. Current figures published suggests that the GDP is expected to rise by 4% due to increase in retail sales (Knightley, 2023b). By expanding in the USA, Zara can explain its reach and attract new customers, this could be done by forming joint ventures or franchising. 
Innovation and technology is crucial to Zara’s business model and its core values. Technology has advanced rapidly and 40% of the world’s population now has access to the internet. Zara can look to further develop their use of AI to improve business efficiency and cut costs. According to McKinsey Global Survey, “A majority of executives whose companies have adopted AI report that it has provided an uptick in revenue in the business areas where it is used, and 44 percent say AI has reduced costs” (Global AI Survey: AI proves its worth, but few scale impact, 2019).Zara currently uses AI to analyse customer behaviour but could look to further expand their usage by using more AI online to create a more personalised shopping experience, both in store and online.
Threats
One of the biggest threat Zara faces is its competitive rivalry, both on the high-street and with online retailers. The retail industry can be highly competitive with companies competing for a market share. In the annual statement published in 2022 these concerns have been highlighted in the below statement:
‘The competitive environment may result in risks from difficulties in adapting to the environment or market in which we operate, as regards both the procurement processes and the product retailing and sale activities. These risks are inherent to the fashion retailing business and consist of our Group's potential inability to continue operating and react to changes in the target market or to adapt to new situations in its supply or distribution countries’ (Inditex Group Annual Report 2022). 
Due to the covid 19 pandemic, online shopping habits expanded rapidly and Zara now face even more competition from retail giants such as Asos, Amazon and Zalando. As well as intense competition, the economic state of countries which Zara operates in can have a big effect on shopping habits and consumers preferences which in turn could affect Zara’s sales. The UK is currently struggling with the cost-of-living crisis and high interest rates which is affecting spending habits due to citizens having less disposable income. The UK isn’t alone in this and the soaring costs are affecting people across the globe. According to the EUI report, ‘In 2023 global prices rose by 7.4% on average, despite the easing of supply-chain disruptions and rising interest rates. ‘(Worldwide Cost of Living 2023 - Economist Intelligence Unit, 2023).  As a result of both of the above factors, the Elasticity of demand for Zara must remain relatively high and Zara must have effective pricing strategies in order to remain competitive on the market.
Recommendations
After thoroughly analysing the organisations business practices, competitors and position in the market, I will specifically be looking at the threats and challenges Zara faces and will be looking at strategies to mitigate these. 
Online Presence - Digital Infrastructure 
Research conducted by the Customer Intelligence Start up Charter Mill in 2022, reveals that Zara has been rated the worst fashion website for customer experience as opposed to ASOS, which received consistently high scores (Iddenden, 2022). With the acceleration of online presence growing, Zara needs to focus on improving their website, mobile app and online offering in general. The data found that there has been a fall in customer loyalty across the industry and this is due to the increase in online retailers and increased accessibility. 
Sustainability Efforts and Pre-owned Offering
Due to Zara’s fast fashion business model their sustainability has been scrutinised over the years and has already highlighted above there is room for improvement. Zara can strengthen its commitment to sustainability by using renewable energy into their production processes and seeking alternative materials to make clothes more sustainable. In addition, introducing the pre-owned fashion to more markets would allow them to meet this sustainability object and will make them more appealing to sustainable shoppers.  
Continuous Cost Analysis 
Costing is a crucial aspect of Zara business and they need to continuously monitor costing strategies to ensure they remain competitive to cheaper online websites. During periods of financial uncertainty, Zara needs to ensure production is efficient by evaluating sales patterns, stock and pricing terms with suppliers. By putting these in steps in place, it will allow Zara to minimise passing the costs onto customers and will allow them to maintain economies of scale. 
Market Share 
Expanding into new markets can lead to further success for Zara. By increasing their market share into other countries outside of Europe, such as the USA, this will help reduce their dependency on Spain and other European countries. This can also help reduce the consequences of economic and other external factors, as highlighted in my PESTLE analysis. By entering a new market, it can also encourage innovation as Zara will need to adapt the product they offer to the culture. As well as this, expansion can open trade opportunities as new markets may have access to new resources. 
Conclusion
Throughout this report I have highlighted Zara business operations and the challenges they face globally. It is clear that Zara is well established worldwide and they are one of the most popular fast fashion brands. However there are some key strategies they can use to expand their market share. This report reveals the opportunities and threats facing Zara and the fashion industry as a whole and how it is essential to evaluate the environment and economic state of an economy in which you are operating in. The recommendations supplied above will allow Zara to remain competitive in the market, attract more customers and in turn, enhance profitability. Despite Zara being very successful, due to the competition in the retail industry and the shift toward online shopping, Zara will need to be flexible in their approach and look to implement some of recommendations highlighted. 
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Sales i the consolidated income statement include amounts
received from the sale of goods and income from rentals,
royalties and other services rendered in the ordinary course of
the Group’s business, net of VAT and other sales taxes.

The detail of this line item in 2022 and 2021 s as follows:

2022

Net sales in company-managed stores and
online EXED

Net sales to franchises 2674
Other sales and services rendered a7
Total 32,569

5. Cost of sales

The detail of this line item in 2022 and 2021 is as follows:

2022
Raw materials and consumables 14150
Change in inventories )
Change in provisions 2
Total waon

6. Operating expenses

The detail of “Operating expenses” and of the changes therein is

as follows:

Personnel costs
Operating leases (Note 16.3)
Other operating expenses

x| +

raw material

Group Management believes there are o differentiated income
categories with respect to the manner in which the nature,
amount, timing and uncertainty of revenues from ordinary
activities and cash flows are affected by economic factors. This
consideration is consistent with the breakdown of revenues by
operating segments (Note 1)

Raw materials and consumables include mainly amounts
relating to the acquisition from or production by third parties of
products held for sale or transformation, and other direct
expenses related to the acquisition of goods (Note 321).

The detail, by category, of the headcount of the Group and its
jointly controlled entiies at 31 January 2023 is as follows:

Gender
Categories w Total
Manufacturing and logistics 4515 10258
Central services 6917 374
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