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1. [bookmark: _Toc116364076]Introduction

Multinational corporates operate the business in different geographic location with many of reasons. These could be leveraging economies of scale from operation globally. The corporate needs strategy management for the sustainable competitive edge over market in the event of external environment changes.  The COVID-19 pandemic has affected global economy. The fashion industry is the one of the most impacted industries. Those products are classified as non-essential to consumers. Survey reviewed that over 56% of respondents from 9 countries across different continents around the world reported that their spending on fashion has been reduced (Vladimirova et al., 2022). In this report, A case study with Zara would be analysed. The objective of study is how the strategic management applied to Zara to retain its sustainable edge during adverse environment. As such, the investors, board of directors and the employee of Zara would be benefited.

Zara is one of the largest international fashion which is owned by Inditex group. Inditex was opened by Amancio Ortega with a small dressmaking workshop in year 1963. It started with a textile manufacturing company.  The group set up Zara as a first fashion retail company in year 1975 in Spain (Inditex, 2022). Based on this advantage of the ownership of supply chain, it allowed Zara to product more rapid products turnover. Manufacturing and retailing departments of a group would be more closely connected to satisfy changing customer demands. With such vertical integration with supply chain, Zara has disrupted the fashion industry to create fast fashion industry (AG, 2020). Zara has developed its extraordinary brand in Spain and could also manage to expand worldwide. Zara has further expanded its business throughrelated diversification in year 2003 to establish Zara Home. It is targeting a new area to extend the expression of design into home. As of June 2022, Zara operates more than 2000 stores in 406 location (Parietti, 2022). Hong Kong is one of the footprint Zara started to operate in year 2004. It first opened in IFC Mall with consistent latest ZARA layout worldwide and consistent with the operation strategy to situate all outlet in prime location in main commercial area across Asia, Europe and America (Government Press Release, 2004). 


Figure 1.1 Timeline for Zara
Source: Constructed by Author


In this report, the relationship between the strategic direction and the vision, mission and value of the Zara would be discussed first. This would help explain what current corporate strategies are and how does it influence their operation strategy. A macro-environment analysis for Hong Kong casual wear industry would be performed followed by the opportunities and threat for the industries. The scope of external environment analysis would be based on Hong Kong. This report would then evaluate how value chain can help add value to re-gain Zara’s competitive edge as they continue to operate in post-pandemic environments. Finally, this study will go through the recent corporate and business strategies proposed by Zara and evaluate the effectiveness during execution by using balance scorecard. This would be followed by a recommendation for both corporate and business strategies and the implementation plan to assist the entrepreneurs to execute effectively. 


2. [bookmark: _Toc116364077] Zara’s Vision, Mission and Values

Inditex has shared one common purpose for all its eight brand, it is to put their customer first through a variety of categories and styles. They aim to serve the entire modern lifestyle of worldwide customers with what they need and wants (Inditex, 2022). Zara share same vision and mission with the group Inditex while they remain their own self independent to design corporate strategies, business strategies for the business unit they are operating. Below are the Vision, Mission and Values.

Vision statement
Zara vision statement is “to contribute to the sustainable development of society and that of the environment with which we interact” (Zara, 2020).

Mission statement
Zara mission statement is to “give customers what they want, and get it to them faster than anyone else” (Zara, 2020).

Values
Zara core values include “beauty, clarity, functionality, and sustainability” (Zara, 2020).

[bookmark: _Toc116364078] 2.1 Strategy Direction related to its Vision, Mission and Values

Vision, mission and values are the guiding principles for company. Vision defines the strategic direction and is a conceptual mapping on how to move from current states to future desire states. Mission is the purpose of the organization existence. Values are how the company act to fulfil the vision. To realize the vision, mission and values, it is not only relying on top-down but also to fully engage employees and all related stakeholders, e.g supply chain, to act in the same direction (Mirvis, Googins and Kinnicutt, 2010). In this section, it is going to use Zara as an example to assess the relationship between “Strategic Direction” and the “Vision, Mission and Values”.

2.1.1 The linkage of Strategy Direction with Vision and Values

Over three fourths of the executive globally think that sustainability think that sustainability is important to the financial success of the company. However, only around 30%-40% are taking steps to apply in business (Mirvis, Googins and Kinnicutt, 2010). Zara’s and the group Inditex are to contribute the sustainability to the society and the environment. With a clearly-defined vision, it provides direction to align major stakeholders, from self-owned supply chain, logistic and retail chain to its business partner across the global to think of the way to reduce harm to natural environment when doing business. This could be illustrated through manufacturing, logistic and retail outlet operation.

The group has exercised environment management system to control the consumption of resources and renewal energy. It is certified to ISO 14001 standard and fully implemented to group headquarters, logistic centres and the own factories. On retail sides, the group has launched a centralized platform to monitor and optimize the retail outlet consumption. In year 2021, over 66% of the own stores were connected to that platform. The overall consumption has been reduced from 1,632,248 MWh in year 2019 to 1,503,739 MWh in year 2021. On the other hands, the group also set a goal to reduce 25% of water consumption in supply chain by year 2025. In raw material supply chain, there were also a global project to evaluate the best practise for a more sustainable cotton supply chain. On the other hand, Zara did roll out an economy flag ship store in Crawford House on Queen Road in Hong Kong. It is designed to consumes less 30% energy than other shops and to reduce water consumption by 70%. This also show that how Zara live with core value to maintain its vision for sustainability.

All this explained that Zara’s core value has become the beliefs and norms when conducting firm business to align strategic direction within the Inditex group and Zara of global scale. (Inditex Statement, 2021). 

To strengthen the sustainable governance and integrate into company’s corporate strategy, the board of director has approved sustainability committee to nurture the commitment to sustainability goal. It is clearly that company values of sustainability could be reflected from actions and in line with strategy direction. From the board structure to major projects achievement in recent years, it is shown that the group has built up a strong share visions and values from top management to support company strategic direction.

[bookmark: _Toc116364080]2.1.2 The linkage of Strategy Direction with Mission

Zara’s mission is to give customers the want and needs and to provide new products faster than other companies. Zara’s corporate strategy is to treat the customers as a centre of clothing design strategy. Amancio Ortega saw the beauty to combine manufacturing and retailing since Zara’s establishment. Its success has been contributed to internally controlled the supply. The vertical integration strategy are mostly aligned with the mission to short the product delivery time.

Zara makes use of the store as a source to promote the brand rather than through advertisement It relies on the sale team in the outlet to capture customer preference and feedback through handheld device to the in-house design team (Tokatli, 2008). As such, the customer needs and want could be captured in fast and accurate manner. The large team of designers in Zara act promptly to finalize the choice of material, cutting and design based on the real time information. Such information could be shared with the in-house supply chain and deliver to the retail outlet in a month (Parietti, 2021). Such corporate strategy has enabled Zara to outperform other player to compete in fast fashion segment. 

This also demonstrate that mission is crucial to influence the direction of core corporate strategy.

[bookmark: _Toc116364081]2.1.3 Bring the Vision, Mission and Values into products

Zara established a standard “Join Life” to bring environmental protection and sustainability into product. This let customers aware of the effort Zara has spent on to protect the environment. The group Inditex has increased Join Life products from 9% in year 2018 to 47% in year 2021 (Inditex Statement, 2021). The success of the product collections was contributed by engaging employees, suppliers and even the customers. 

All these show that the importance of an organization to develop a vision, mission and values is important to define strategic direction of the company.

3. [bookmark: _Toc116364082]Macro environment analysis for Hong Kong casual wear industries

There are lots of external factors affecting the casual wear and fast fashion industries. To analysis the situation, we are going to make use of PEST analysis. Through the PEST analysis, it is possible to identify the key effects of changes and therefore to derive the opportunities and threat. PEST consists of 4 main areas: Political, Economic, Social and Technological. In the general environment, the major factor that impact the macro environment is the outbreak of COVID-19 pandemic. Firstly, COVID-19 caused disruption of global economy, Hong Kong’s economy is not in exception (Vladimirova et al., 2022). Secondly, social factors are also important as a results of social distancing control by Hong Kong government. It is expected social activities has been affected greatly. Thirdly, technology advance on digital wallet has facilitated more e-commerce sales activities (startupr.hk, 2021). In this section, it is going to discuss on how economic, social, technology and political factors impacted to Hong Kong casual wear industry.


[bookmark: _Toc116364083]3.1 Economic factors

1. COVID-19 caused disruption of global economy. Hong Kong follows the trend but better than average

Billions of people around the world are being impacted. Below are the data conducted during Apr-June 2020, a quarter after COVID-19 was outbreak. It shows that more than 30% of respondents were found a decreased in salary. Hong Kong is slightly lower than the average. 
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Description automatically generated]Figure 3.1.1 descriptive statistic for disposable income








Source: Cleaner and Responsible Consumption (Vladimirova et al., 2022)



2. Global demand of textile has been decreased. Hong Kong follows the trend but decrease milder than the average

COVID-19 pandemic has led to 16% dropped in textile export. This has been the second largest drop since the 19% drop in 2009 (HKTDC, 2022). Global demand for textile has been decreased. Hong Kong’s local consumption is unavoidable be affected. Textile is not essential products. It is not surprised to record a drastic decreased as a results of global economy downturn. Below figures explained the situation by using another angle to measure by the consumers’ spending on apparel for the nine countries. All of them are recorded a decreasing spending. The decreased spending in Hong Kong is lower than the average of 56%. It indicates that Hong Kong people is still recognize the apparent demands (Vladimirova et al., 2022).

Figure 3.2 descriptive statistic for apparel spending
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Source: Cleaner and Responsible Consumption (Vladimirova et al., 2022)

3. Interest rate increasing cycle started in 3rd Quarter in 2022

The interest rate started to increase based interest rate by 75 basis point in Hong Kong. This triggers the increase lending rate from major bank increasing (Reuters, 2022). The commercial cost would then increase. This would further impact economic. Companies interest expense increase, there is potential risk to cut staff cost to maintain financial competence. The demand for the inexperience workforce would be even worse as a results of headcount cut. As such, the consumption power for the younger group towards casual wear fashion would be greatly impacted. Zara’s current target customer segment on younger age group. This is clearly a threat to the company.

[bookmark: _Toc116364084]3.2 Social factors

The government has implemented few wave of social distancing control since COVID-19 pandemic outbreak in year 2020. This further limited the opening hours and number of people gatherings restaurant, bar. karaoke and many of the entertainment. As a results the demand of apparel has been reduced. On the other hand, many of the companies are executing the work from home policy. The demand to have dress up has been further reduced. Besides, there is increasing social awareness of environment friendly and sustainability, fast fashion industry introduces many of the unusual waste of material. As such, the demand of fast fashion is reducing. This is the threat to Zara as its business model are more focusing on fast fashion.

Hong Kong has been fashion city. The city to rely heavily on garment industries between 1950s to 80s. The city has been connected to fashion for long history. The last generation has relied on mass manufacturing of garment industries to bring up during the period and finally become consumption of fashions (Peirson-Smith and Craik, 2020). A heritage project in an old Tsuen Wan cotton mill revamp has been one of the collective memory of the Hong Kong textile and fashion industry. This also recognize Hong Kong historical success in garment industry (South China Morning Post, 2016). On the other hands, the lifestyle of pursuing fashioning entertaining experience is persisting (Peirson-Smith and Craik, 2020).

Due to the social appreciation of fashion in Hong Kong, there are opportunities to capture the rebound on retail when the social distancing measure reduced. To capture this opportunities, it is recommended promote more on “Join Life” products. This would address the threat of being criticized on impact to the environment and to promote Zara’s vision and brand image to support sustainability.


3.3 Technology factors

COVID-19 has enabled many opportunities for e-commerce. Online shopping become an important way of shopping to replace physical retail visits. There is urgent demand from industry to develop online platforms, payment platforms, inventory management and ordering system. The advancement of technology has enabled the logistic for online shopping. Ride on the free trade policy, Hong Kong is not subject to any tariff or tax when to transfer good in and out (HKTDC, 2021). It is favourable to enable cross border online shopping.

Below are the data conducted during Apr-June 2020, a quarter after COVID-19 was outbreak. It shows that nearly 40% of respondents were found an increased online shopping. Hong Kong is slightly higher than the average. 

Figure 3.3 Descriptive statistics for online shopping
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Source: Cleaner and Responsible Consumption (Vladimirova et al., 2022)

There is the opportunity and the threat to the industries. The threat is that the competitor in Hong Kong causal wear industries is no longer the physical shop, but also the cross border online shopping. On the contrary, if the firm are good at operate in online shopping, more cost could be saved from operating the physical stores.

[bookmark: _Toc116364085]3.4 Political factors

The textile industries comprise of spinning, weaving, knitting and finishing of fabrics. In year 2020, there were 310 manufacturing in Hong Kong with 1760 worker. This accounts for 1.1% export. Ride on the good experience in manufacturing of textile, Hong Kong companies also engaged in textiles trading. Hong Kong textile industries not only came from local manufactures but also from those Mainland China and other offshore production. Mainland China has agreed to provide Hong Kong the textiles a product of origin and tariff-free arrangement under CEPA III effective on year 2006.   Due to labour cost increasing, the investors tend to set up the factories in countries like Cambodia, Vietnam and Bangladesh (HKTDC, 2022). Hong Kong is still a place that is favourable to the textile industry in terms of trade and retail.

There are opportunities to leverage on the cheaper cost manufacturing supplier in East Asia countries like Cambodia, Vietnam and Bangladesh to product simply products like plain fashion. 

4. [bookmark: _Toc116364086]Value Chain of Zara

To evaluate internal environment of Zara, it is required to understand more on how Zara perform activities to support its strategy. Porter’s value chain below shown in figure 4.1 show the component of value chain model. 
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In the value chain, it is divided into supporting activities and primary activities (Mozota, 2010). In this section, it is going to discuss how Zara adopt the design on the value chain followed the contribution on each area of activities created value to Zara as operate in post-pandemic environments.

4.1 Primary activities

Inbound logistic:

Zara buy huge amount of only selected few type of raw fabric from supplier in major European countries in Spain, Italy, Portugal and Greece. It is ensuring the supplier of the raw material to be ready in 5 days when order is placed They are all connected to the highly automated distribution centre. Inbound logistic are mainly by truck (Hugos, 2020). The well-established supplier of raw materials and centralized bulk order enable Zara to continue its competitive edge to control the cost from raw materials.

Operation:

Zara has its unique supply chain model with centralized distribution centre enable the supply of raw material is timely and don’t require to keep much inventory of raw material and the manufactured product.  The design team are also centralized with over 200 fashion designers to satisfy customers wants.

Operation has been riding vertical integration with supply chain and apply lean and agile in the supply chain to perform just in time production. Such operation model become a key enabler for Zara to maintain a unique competitive edge (Hugos, 2020). This enables Zara could deliver products in two weeks and achieve 24 seasons a year rather 4 seasons fashion in traditional apparel industries. The inventory for fast fashion products could be minimal. It created a sense of scarcity to the customer for those products they like in the shop in order to prevent it from sold out.

Such business model not only create value to customers through differentiation with the rival but also align company mission to give what customers want faster than anyone else. This adds value to Zara to maintain a best cost provider strategy in post-pandemic environments..

Outbound logistic:
Zara has strong distribution networks which enable to deliver to European stores in 24 hours while to American and Asian store in less than 40 hours


5. [bookmark: _Toc116364087]Conclusion and Recommendation
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