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Fashion retail is one of the most competitive industries in the world. It is one of the main consumer markets but it is also accused of being one of the segments featured with highest negative impact on sustainability. Some of the most popular fast fashion brands have been accused many times in pollution, labour exploitation, modern slavery, discrimination, racism and other forms of harassment, as well as ineffective manufacturing processes which are harming the environment. Reflecting all these issues, as well as increasing customer concerns regarding sustainability and corporate social responsibility (CSR), companies in the industry have made significant changes in their policies with the aim of self-regulating and adapting to market trends. 
The current report aims at exploring the case of Zara – one of the most popular fast fashion brands in the world, which has also been in the spotlight of numerous huge scandals regarding failure to cope with sustainability issues and its CSR obligations. 
[bookmark: _Toc71315217]Importance of sustainability in fashion industry
During the last decade, sustainability has become a main factor of influence on customer decision-making; thereby, serving as a significant source of competitive advantage. As discussed by Pero et al. (2020), modern society is becoming more and more interested in the operations of clothing manufacturers driven by their concern to preserve natural resources, reduce poverty and improve working conditions in third-world countries. 
Fashion industry is considered as one of the markets which have most severe negative impact on these areas. Recent reports show that 35% of material input used for clothing manufacturing ends up in waste, while only 1% of materials used in production is actually recycled (Pero et al., 2020). In addition to that, fashion industry is one of the most labour-intensive markets with the main proportion of manufacturing processes being located in low-income countries like Morocco, Bangladesh and Myanmar. It has been revealed that 80% of the 75 million people working in fashion industry are female between 18 and 24 years-old and a vast proportion of them work in unsatisfactory conditions (Pero et al., 2020). 
Some of the most popular fashion brands in the world, including Zara, have outsources their manufacturing processes in such countries with the aim of decreasing cost of production and increasing competitiveness on the market. For the period 2000-2015, a massive shift of outsourcing clothing manufacturing processes has been evident in the industry on a global scale. It resulted in severe drop in employment in Europe (42%) and the United States (66%) (Pero et al., 2020). This, however, has been accompanied by scandals revealing harmful practices ranging from child labour used in cotton manufacturing to forced labour in clothing manufacturing plants (Pero et al., 2020). A recent report identified that approximately 90% of the people employed in global garment industry have no opportunity to negotiate their wages or labour conditions (Pero et al., 2020). 
All this has been revealed mainly due to increased technological progress, use of Internet and social media and higher engagement of society with companies’ operations. Due to all these trends, there is currently a growing request and expectations from the general public for companies to adopt eco-friendly and sustainable practices which address the wide variety of needs of different stakeholder groups, including the environment and employees (Pero et al., 2020). This imposes significant pressure on fashion brands as their engagement in sustainability strategies becomes a sufficient determinant of their competitiveness on the market, customer engagement and long-term performance (Solino et al., 2020). 
As already stated, Zara has been in the spotlight of many scandals and accusations regarding its policies of manufacturing and treating workforce. One of the latest examples comes from 2020 when the company has been accused of unfairly treating its employees in Myanmar (Sainato, 2020). A study on corporate practices of the brand in the country revealed that more than 500 workers have been laid off in the middle of the pandemic, while the rest work on 11-hours shifts, 6 days per week and being paid between $3.50 and $4.70 per day (Singh, 2020; Kerr, 2019). 
However, this is not the first time Zara is accused of unfair employee treatment. In 2015, the brand was claimed to have discriminated its employees of different race and ethnicity (Singh, 2020). In 2017, the company’s employees in Myanmar and Turkey factories complained for being sufficiently underpaid (Singh, 2020). In Turkey, employees were even sewing notes asking for help inside the clothes of the brand (Buchanan, 2017). In 2018, Zara has been accused in forcing its employees in Brazilian factories to work in conditions which would be classified as modern slavery (Singh, 2020). In addition to all that, the brand is accused numerous times in contributing massively to waste generation through producing 500 new designs per week, resulting in the production of sufficient tonnage of clothes which is then destined for landfills (Singh, 2020). 
Due to all this, the reputation of the brand was significantly harmed. The attitudes of customers towards the company started changing in a negative direction and its performance on the market was partially deteriorated as a result (Holgate, 2019). Despite the fact that the company has been long engaged in sustainability practices and strategies, it had to respond to these challenges, as well. In 2019, Zara announced its three main sustainability goals and pillars to be pursued by the company during the following years. One of them is focused on supplying 100% of its cotton, linen and polyester used by all brands and factories of the company in the form of organic, sustainable or recycled materials by 2025 (Thacker, 2019). 
Apart from that, Zara announced another aim – to fully eliminate the use of plastic bags by 2023 (Thacker, 2019). The company is also planning to stop using synthetic fibres derived from fossil fuels in all of its products, including clothing, accessories and shoes manufacturing (Thacker, 2019; Segura, 2021). Furthermore, Zara committed to sourcing 80% of its energy needs by renewable sources, including electricity in distribution centres, stores and offices around the globe (Bowman and McCammon, 2019; Shatzman, 2019). The company also invested more than 3.5 million euro in an agreement with the MIT for exploring various technological solutions which can contribute to the establishment of a circular business model improving company’s supply chain and mitigate environmental footprint (Remington, 2019). 
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In order to critically evaluate the impact of these changes in Zara’s business model on its competitive advantage position, Porter’s five forces model is applied. It is a tool which is often used for analysing industry drivers and limitations, as well as the competitive structures operating on them. The model addresses five main industry features, illustrated on the figure below. These include threat of new entrants, threat of substitutes, bargaining power of buyers, bargaining power of suppliers and competitive rivalry (Evans, 2008).




Figure 1 – Porter's five forces
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Source: Evans (2008)
The threat of new entrants on the industry for Zara is relatively low due to its leadership and stable position on the market, high popularity and significant customer awareness of the company and its products. The brand value is another barrier to entry, as it is more than $18.4 billion; thereby, indicating the existence of loyal customers (Sabanoglu, 2021). This serves as a partial barrier for entering the market as new-comers would need to invest a significant amount of resources in order to compete at Zara’s level. The adopted changes in the business model of the company further mitigate this threat as it imposes higher requirements and expectations for new entrants in the industry.
The bargaining power of buyers is relatively high in the marketplace. This is mainly due to the fact that they have relatively low switching costs allowing them to easily move across brands in the industry, a wide variety of options and their preferences are among the main drivers of the industry (Evans, 2008). As already stated, one of the main reasons for Zara to increase its focus on sustainability was the deteriorated perceptions of buyers for the brand. Thus, it can be assumed that buyers have significantly high bargaining power in the case of Zara. The increase of the emphasis on sustainability mitigates to a certain extent this trend, as it differentiates the brand more and increases switching costs for loyal customers.
The threat of substitutes is also significantly high but is considered to be partially reduced by the adopted changes in the business model of the company. There are many brands operating in the industry which offer similar products of clothing, accessories, shoes and apparel. However, producing 100% sustainably sourced items, which is the goal of Zara to be achieved by 2025, significantly decreases the threat of substitute products and increases the competitiveness of the company, as it makes it more distinctive than rivals. 
The bargaining power of suppliers in the case of Zara is relatively low. This is due to the fact that it outsources its supplying and manufacturing processes to low-income countries where there are many suppliers who are competing to work with a company of this scale. However, after the commitment to the new sustainability goals, the bargaining power of suppliers would increase significantly and Zara would be more restrained in terms of available options for companies to source sustainable materials from. Furthermore, this is also very likely to increase the cost of materials for the company. All this would decrease its competitiveness on the market. 
The rivalry on the industry is high as there are many players which are not concentrated in a certain segment or price range (Evans, 2008). The number and variety of fashion retailers are very big which imposes higher competitive pressures on Zara. Rivalry has also escalated due to the economic recession in 2020 causing a significant decline in the fashion retail sales volumes (Statista, 2021). However, the shift towards sustainability, as mentioned, would lead to greater differentiation of the company and improved competitive position over rivals. 





Figure 2- Decline in the fashion sector amid the pandemic 
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Source: Statista (2021)
Having said all, the focus on sustainability could be seen as a key for developing a more competitive performance in the marketplace. This is the case, as other conventional factors for competitive advantage are already replicated by competitors and there is no room for differentiation. 
Despite the numerous accusations towards the company, Zara is ranked as the most sustainable retailer by Dow Jones sustainability index for the period 2016-2018, recognising its efforts to improve the industry’s footprint on environment and working conditions of its factories and sub-contractors around the world (Conlon, 2019). It has been reported that the company has collected more than 34,000 tonnes of used stock after it installed clothing banks in more than 800 stores in 24 countries across the globe back in 2015 (Conlon, 2019). The brand also invested in numerous different charity initiatives focused on reducing poverty in low-income countries where it operates and improving labour conditions of its factories (Conlon, 2019; Inditex, 2020). The company also imposed a strict ban on the use of natural fur and angora on its products with the aim of improving animal welfare (Dockrill, 2020). Brand’s products are also banned to be tested on animals. However, the company is still using wool, leather and exotic animal hair and does not communicate in sufficient detail the supply of animal materials (Dockrill, 2020; Sitaro, 2020). 
[bookmark: _Toc71315219]Conclusion and recommendations
As revealed by the analysis, the changes in business model of the company and increased focus on sustainability would lead to improved competitive position of the company with the exception of its supply chain and bargaining power of suppliers which can result in increased cost of production. Based on all this, the following recommendations can be provided to the brand:
· Research extensively optional sustainable sourcing alternatives in various regions beyond the geographical scope of currently operated countries;
· Communicate more information to consumers regarding sustainability goals, practices and approaches, so that awareness increases and brand image and reputation are improved;
· Address the issues of labour exploitation accusation through emphasising on stricter clauses and agreements with partnering factories, as well as invest more in own plants with the aim of improving labour conditions;
· Pursue more partnerships and collaborations, such as the one with MIT with the aim of exploring more sources of sustainability in operations.
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