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1. Introduction

The report would focus on analyzing Zara which is an international clothing retail
chain owned by the Inditex group in Spain. It is the market leader in fast fashion
segment with wide range of products including clothing, shoes, accessories, beauty,
perfumes and housewares (Zara Home). With 2,489 stores (Inditex, 2021) in the
global market, Zara was among the global fashion retailers was impacted heavily by
the outbreak of COVID-19 pandemic crisis in 2019. The Hong Kong market is no
exception due to the global travel restriction and social distance measures that brought
tremendous impact to the retail industry. The retail sales in Hong Kong dropped 42%
in March 2020 compared with the same period in 2019. After taken a hit in 2020, the
revenue of ZARA has been back to the level before the pandemic according to the
earnings result in 2021. This report will study the vision, mission and value of Zara,
assess how Zara set the strategic direction by these, analyse the corporate and
business strategies proposed by Zara and, base on the findings of the analysis, propose

recommendation for the strategies.

2. Background of Zara

As a group, Inditex (parent company of Zara) is the biggest clothing retailer in the
world in 2021 (Statista, 2022). In 1975, the first store of Zara (was called Zorba
initially) was opened by the founder Mr. Amancio Ortega in Galicia, Spain. At the
beginning, Zara sold high-end clothing fashion alike products at low price and with
few stores in Spain only. In 1980s, Zara introduced a revolutionary way to change the
whole process from design, manufacturing to distribution of its products so it could

capture the new trends and deliver to the customers swiftly. Zara started to expand to



outside Spain in 1988 (Inditex, 2022) that Porto, New York and Paris were the
stepping stone. The expansion accelerated in early 2000s that the footprint of Zara
reached South America (Mexico, Brazil, Venezuela e.t.c), Asia (Japan, Singapore,
China and Philippines) and Africa. Although hundred of stores were closed globally
during the COVID-19 pandemic, there are 2,489 Zara (including Zara Home) stores
all over the world in 2021. It’s parent company, Inditex, which Zara contributes over
70% of Sales revenue (Inditex, 2021), went public on the Madrid Stock Exchange in
2000 and the current market capitalization is USD73 Billion as of Oct 2022
(Bloomberg, 2022). In 2003, Zara Home was introduced to the label which enabled
Zara to reach a new market segment of housewares. As a retailer giant that brick-and-
mortar stores is the majority of its revenue, 2010 was the milestone for Zara to launch

its online e-commerce platform in Jordan firstly then extended to different countries.

2.1 The vision, mission and values of Zara and the relationship with its strategic

direction

Vision, mission and values are key factors of an organization’s strategic planning.
They have to be bought in and approved by the board of directors then cascade to all
stakeholders including management team, staffs and customers (Deazeley, 2009).
While vision is stating the aspirations of an organization about what it aims to achieve
or become, it would not specify any concrete targets. It serves as inspiration and
motivation for all stakeholders to contribute to the organization. Mission, on the other
hand, describes the means of an organization to achieve the vision. It should be more
specific, actionable and differentiate the organization with others in the industry. The

mission statement would guide the organization to its strategic goals and by achieving



these goals, hope to achieve the mission ultimately. The value is the code of ethics to
provide moral direction for an organization which would guide how people are
expected to behave, make decision and interact with other stakeholders. It would
define a standard to judge and assess any actions or violations which would guide all

levels of an organization making decision even during the toughest situation.

In Zara, the mission statement is “to give customers what they want, and get it to them
faster than anyone else.” It is clear and concise with two main elements only. The first
is the customer. Instead of selling its own designs as what fashion brands usually do,
Zara aims to give customers what they want. To achieve that goal, Zara proactively
collect the feedback from customers online via social media and offline from the
physical stores. The information would be directed to the design team who would
incorporate the customers’ ideas and feedback into the coming collections. The
second key element is delivering what the market demands quickly which is the core
of fast fashion strategy. Zara usually take only 14 days to complete a full collection

with around 500 items from design to delivering the finished products to stores.

The vision statement of Zara is “to contribute to the sustainable development of
society and that of the environment with which we interact.”. Nothing about sales,

revenue or profit, the vision of Zara reveals its priority on society and environment.

There are four elements of Zara’s core values to guide it on business decision making
and different aspects of daily operations including beauty, clarity, functionality,

sustainability.



The vision, mission and value of Zara is not only some words on the wall but being
merged into its strategic directions. From the full control of whole production process
from raw material procurement, design, manufacturing, marketing and delivery to the
end customers, Zara is in the position to ensure they could pulse the preference of
customers then incorporating into the designs, speedy delivery of the products to meet
customers’ demand. Zara spends the marketing budget on the stores and collecting
massive amount of customer feedback instead of advertising. All these strategic
directions are aligned with the mission statement reflects Zara commits to achieve its
strategic goals with the guidance of the mission. Zara is dedicated to achieve its
mission by involving and supporting different programs actively to give back to the
society. The environmental campaigns, minimizing labels on products and avoid the
use of plastic and toxic material in manufacturing process are the directions guided by

the mission of Zara.

3. Analysis of causal wear industry in Hong Kong

COVID-19 pandemic brought a big hit to the causal wear retail industry in Hong
Kong. It also changed the industry in many aspects. The drop of sales at stores due to
a series of strict social distant measures by Hong Kong Government forced retailers to
shut down under-performing stores especially those in tourist regions. Retailers
shifted much more resources to the online platform and logistics in order to
compensate the drop of revenue from physical stores. Over 40% of those fashion
retailers without e-commerce platform have plans to develop the platform in coming 2
years, raise dramatically from the same survey conducted by HKTDC in 2019. The
skyrocketing shipping costs due to bottlenecks in global logistics hubs is another

major challenge for clothing especially low-priced causal wear retailers. The slow



turnover of inventory due to pandemic and highly uncertain of global shipping cost
and lead time made the inventory control is very challenging for clothing retailers.
The new product lines in clothing industry is influenced by the COVID-19 pandemic
as well. The work-from-home arrangements across different industries and enterprises
changed the clothing appetite of customers. The demand for formal, well-designed
and tailor-made clothing dropped almost overnight when people stay home most of
time even during working hours. In opposite, the demand for causal wear which is
low-priced, washable and less-durable was raised by the trend of work-from-home
and health-aware “new-normal” lifestyle. The causal and sporty wear captured a great
part of the clothing market as there is lack of occasion (intention) for customers to
spend high cost on high fashion which would become outdated after one season. And
for hygiene reason aroused by the concern of the COVID-19 pandemic, people would
wash the outfit everyday if they have to leave home. For most high fashion items, it is
not for daily washing or even dry clean only. Though fast causal fashion is relatively
less design and made by cheaper material and parts, it is more suitable and affordable
for those prefer to wash the outfit everyday. Those factors boost the market of causal
wear in Hong Kong as previously it was labeled for those low income and budget
customers only, the target group expanded to those higher income earner who would

rather spend on other categories than fashion or designer clothing.

Fundamental, Hong Kong is an attractive market for global fashion brands due to no
consumption tax and well-developed regulations to protect authentic branding
products. Although the scale of domestic market is small in Hong Kong, the high

turnover of tourist and business travelers from all over the world would attract global



brands. The figure 1 shows the global clothing brands such as Zara, H&M and Uniqlo

had much bigger market share than local brand such as Giordano in 2020.

Figuse 1: The total sales ofmajor apparel mamifacturers andretailess in 2020 (in bilion US dollars)
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3.1 The threat and opportunities of causal wear industry in Hong Kong

In the past few years, the pandemic crisis was inevitably the biggest uncertainty and
challenge to the causal wear industry in Hong Kong. As the short term effect due to
the suspension of global travelling, the social distancing measures, the work-from-
home arrangement in wide range of industries and lack of consumption intention,
many causal wear brands had to shut down their stores temporarily or permanently
and took a big hit on the sales revenue. Many brands were forced to implement very
strict cost control by cutting number of stores and staffs to survive from the prolonged
pandemic period. Some apparel brands needed to file bankruptcy if they did not have
enough cash flow to survive or the plans to open new revenue sources were not
successful. Even for those are surviving, the COVID-19 pandemic brought many

changes to the whole operation process from the logistic cost and turnover time



control, the forecasting and budget planning under lot of uncertainties to the daily
operation to protect the safety of customers and staffs. Without any similar reference
from the past, it is very challenging for all participators in the causal wear industry no
matter from the local or international as wrong decision and direction may cause a

heavy damage to the brand.

In medium and long term, the causal wear industry has to deal with the change of
customer’s purchase behavior which probably be permanently. Even before the
COVID-19 pandemic, the brick-and-mortar retail was declining for years due to the
speedy development of online e-commerce. In Figure 2, Taobao, the e-commerce
platform under the Alibaba Group and one of the biggest in the world, had double its
gross sales volume in 5 years and reach CNY 3,387 billion in 2020. The surge of
Taobao forced many retailers in Hong Kong and China, especially those small to
medium scale, out of the market. For those big or international labels, they have to
play catch up game to develop their own e-commerce platform in order to maintain
the market share. The outbreak of pandemic further stimulated the trend. People stays
home for safety would shop online for actual needs or the desire of shopping. The
online e-commerce platform of most fashion brands need to be well-developed that
customers could visualize how they look when putting the clothing items on and
know what color and size would fit. The biggest obstacle of online shopping versus
retail store experience is the delivery time. Many customer’s purchase decision is
coming from impulsion which is irreplaceable experience of retail shopping. While
the fashion retailers are eager to share the e-retailing market by setting up the e-
platform, logistic is another major challenge to minimize the waiting time of the

customers. The anxiety of waiting for delivery is the biggest challenge for e-



commerce business. With the strong logistic and store network, Zara offers the in-
store pick up is a relative advantage over other fast fashion brands which is one of key
factor why Zara could recover the sales faster from the pandemic impact. Therefore,
the development of e-commerce exponentially in last few years could be a threat but

also an opportunity for causal wear industry.

Figure 2 : The gross sales volume of Taobao from financial year 2015 to 2020
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Another change of customer behavior could also be the opportunity for causal wear
industry. As mentioned in the analysis of the Hong Kong causal wear industry, the
work-from-home and health-aware new living style allows causal wear brands to
reach some new customer segment. Especially if those brands could provide causal
fashion items with modest design or high-end fashion design alike in cheaper material
and lower price, that would capture those customers used to spend a lot on high-end
or designer clothing. Lack of formal occasion and demand for daily wash let some

fast fashion brands like Zara be the ideal substitution of high-end fashion clothing.



Although there are many uncertainties and unexpected cost due to the global knock
down that jet up the global shipping and energy cost, the drop of rental cost is one of
major positive effect from the pandemic. Rental cost is always the major cost factor
for retailers in Hong Kong. Since the outbreak of pandemic in early 2020 that
landlords in Hong Kong stood strong on the rent as people took the situation of SARS
in 2002-2004 as reference that market rebounded sharply after several months of
crisis. But with the pandemic prolong for years after waives of outbreak, the market of
commercial property is declining from the peak in 2019. The retailers have more
bargaining power and landlords cut the rents up to 50% in order to keep the property
occupied. With a lower rental cost, casual wear brands could reposition their
allocation of stores from focusing on tourism areas previously to more domestic areas
to recoup the sales before the tourist from mainland China and overseas are coming

back.

To have a through analysis of those threats and opportunities of the causal wear
industry is important for the retailers to build the strategic planning for the post-
pandemic situation. Introduced by Michael E. Porter in 1979, the Porter’s Five Forces
analysis is a framework to analyse the five major forces which could be applied on all
industries to determine the weakness and strength of an industry (Dobbs, 2014). This
framework could find out why an industry could sustain and with varies profitability

level.

Figure 3 demonstrated the Porter’s Five Force analysis of the causal wear industry in
Hong Kong. Firstly, the threat from substitute products or service is stronger among

the five forces. The causal wear industry in Hong Kong is an open market with high



competition. With relative lower brand recognition and loyalty with high-end fashion
brands, there are lots of similar substitute products in the market. The switching cost
is low for customers and product differentiation is low among different brands.
Except Zara, there are other international brands such as H&M, Uniqlo or GU
providing fast, causal fashion items at similar price. Those competitors have strengths
and weaknesses in different categories. For example, Uniqlo has a better Research and
Development of material like “HEATTECH” so Uniqlo is strong at producing some
cloths are very thin and light, breathable but still able to keep warm. Zara, on the
other hand, do not have any self-develop high technology and functional material but
offer some more fashionable items for different occasion from causal, smart causal to
formal. Zara is also well-known by some products which are controversial by
mocking some designs of high fashion brands. It could be a selling points for those

customers desire fashionable items at low price.

The impact from the rest of the four forces is low relatively. The bargaining power of
suppliers is low in the causal wear industry especially for an international brand as
Zara. Zara even has its own factories to manufacturing some core products to reduce
the dependency of suppliers. The volume is so big which give Zara dominant power
on negotiation with suppliers. The bargaining power of customer is low as individual
however, it would be stronger as a segment. With the competition from other retailers
in the same market segment, Zara needs to be caution with its pricing strategy as there
are many options for its target customers not only from the local market but also, with
powerful online shopping platform and logistics infrastructure in Hong Kong, from
overseas as well. Even though the high competition in the causal wear industry in

Hong Kong, the rivalry among the competitors is not very high. Different brands have
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their own market positioning and product differentiation. And the number of
competitors is big that no particular rival to target on. At the end, the threat from new
entrants is low for Zara as well. The capital investment is substantial for any new
entrants could threaten Zara’s market share, especially when the global economy is
declining. After analyzed the status of causal wear industry in Hong Kong with the
Porter’s Five Force model, the threat from substitute is obviously the strongest factor
to consider for any business strategic planning.

Figure 3: Hong Kong causal wear mdustry anatvsis in Porter's Five Forces Model
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4. Value chain of Zara in the post-pandemic environment

A value chain is the process flow of the creation of finished product, from the design
stage to the delivery of the products to customers. The chain divided the process into
different steps which value was added including the procurement, manufacturing,
supply chain management and marketing. By evaluate the value chain, a company
could zoom in to every steps to maximize the creation of value at the lowest possible

cost and maintain the efficiency of the whole process. It would enable a company a
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competitive advantage when it could scratch the most productivity from every dollar
it spent which is the key to survive and success in the post-pandemic environment.
The report will focus on the primary activities in the value chain of Zara which enable

it with some competitive advantages.

4.1 Inbound Logistics

It is the movement of raw material for manufacturing, distribution of finished
products, inventory control of raw material and supplies for production and stock in
stores. Zara processes the control of supply chain as almost 60% of products are
manufactured in Spain and the rest is in overseas. Zara set up the manufacturing
centers with high interchangeability so it could adjust the production force to response
to the market changes swiftly with minimal transition time and cost. It enables Zara
the ability to maximize the revenue from best sales products instead of inflexible and

unreliable pre-season market prediction.

4.2 Operations

Zara consolidates the design departments at its headquarters in Spain with the
procurement sector that it could response to any changes of direction quickly. It
separates the production of the three main lines: Men, Women and juvenile as
independent decision making and operations so they could react to the changes of the

particular market.
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4.3 Outbound Logistics

Basically Zara’s distribution of finished products according to the each fashion
seasons. Forecast of order quantity is highly replied on big data predictions. Since
2014 (Bjork, 2016), Zara introduced the RFID technology to stores which allowed
Zara could possess the real time monitoring and control of its inventory level globally.
Zara also changed the traditional approach of shipping that items are with prices and

tags and on hangers already so they are ready to the point of sales once delivered.

4.4 Marketing and Sales

The marketing strategy of Zara does not reply on promotion offer and advertising.
While most of the brands are spending around 3.5% of sales on advertising, Zara
spends only about 0.3%. Instead, Zara is focusing on collecting first hand comments
(good or bad) on its product and service then the report will be channeled back to the
headquarters directly. The ideas would be emerged in the incoming designs which
allows Zara could truly follow the trend closely. The brand loyalty could be
established and enforced as customers feel they are participating in the process of

design.

The selection of store locations is another key element of Zara’s marketing strategy.
Usually it would pick the heart area of a downtown city not only for the footfall but
also being together with those high-end fashion brands. During the pandemic period,
the demand for high-end fashion dropped for a series of reason mentioned above, Zara

is an ideal substitute with premium looking products at affordable price. Therefore,
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when studying the marketing spending of Zara, investing on more efficient areas
instead of traditional advertising channels is a smart strategy for a well-established

brand like Zara.

4.5 Service

Be responsive is the core of Zara’s strategy on service. They would avoid a long
period of waiting at their stores. Ensure staffs will reach out for those customers need
help or in rush and any complaints or inquiries would be handled and responded

quickly.

In the post-pandemic environment, the control of each links of the value chain is the
key for Zara to sustain and out-performing other fast fashion brands. It could maintain
the strategy to deliver most trendy fashion items from design, manufacturing to
deliver the end products to customer at the shortest lead time. It enables Zara to stay
at the first choice of customers when considering low priced fashion items with the

most trendy and exclusive designs.

5. Corporate and business strategies of Zara

The corporate strategy of Zara is selling fashion items with high-end design, medium
quality at modest price to customers. Young adult and mid-age who are fashion
conscious are its target segments. The strategy determines the market segment which
Zara wants to compete in and serve as an overall guidance of every strategic planning

and goals set by Zara in order to be succeed in the industry in long run.
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To carry out the corporate strategy, Zara adopts a high level of vertical integration of
the whole value chain process so that they could have full control to ensure a rapid
replacement cycle of its products. Some key business strategies are adopted by Zara to

give it a competitive advantage over others in the industry.

Zara believes delivering what the customers need is the key to succeed in the highly
competitive fashion market in long run. The customers’ preference and desires is the
core of Zara’s design strategy. Zara spends lot of resources to collect feedback from
customers up to hourly basis via online social media and the front-line staffs. Massive
amount of data would be centralized at the headquarters where Zara designs and
produces the products. The teams would incorporate the customers’ feedback and

preferences in coming design which could be delivered to the market in just 2 weeks.

Zara leverages the information technology to monitoring and managing the inventory
and controlling the cost. The real time data of the sales figures of all products enables
the management to pulse the market trends and preference of customers so that they

could plan and tune the production to meet the market demand.

Zara produces the fabric by itself and close to the manufacturing facilities of the
products. It allows Zara to avoid the risk of delay of delivery of fabrics which would
lead to delay of delivery of its products to customers. It also enable Zara to adjust the

just-in-time production to fulfil the market demand by monitoring closely.
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6. Balanced Scorecard assessment of Zara’s corporate and business strategy

Without a regular and objective mechanism to assess the performance with the goals,
all strategies are only empty talks. Balanced scorecard is a tool to access and evaluate
the periodic results against the preset goals in 4 different perspectives including
financial, customer, internal process, and learning and growth (Bhagwat and Sharma,
2007). Financially, after the big hit by the outbreak of COVID-19 pandemic in 2020,
Inditex (the parent company of Zara) reported EUR 850million profit in 2" quarter of
2021 as the sales revenue was even higher than the pre-pandemic level. Zara
rebounded from the pandemic impact faster than other market competitors that proves
Zara has executed the strategies successfully to achieve the strategic goal. From the
customer perspectives, Zara is the most searched for fashion brand in the world
according to an analysis of data from Google search from 37 countries conducted by
money.co.uk while its close competitors H&M and Uniqlo ranked 8 and 12 only

(Money.co.uk, 2021).

7. Recommendations

Zara usually use very interchangeable and standardized fabric to produce most of its
clothing items. The benefit is the cost effective due to the large scale of production
and Zara can switch the production among different items according to the market
response as the material is basically the same. However, it could not meet the demand
of those customers prefer higher quality and functional material. Zara should invest
on developing some quality material and design a different product line with the new

material. It could change the perception of customers consider the products of Zara
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are made with high end design but low end material and not durable. The
sustainability of all kind of products is an important consideration of customers

nowadays so Zara should improve the quality of material to meet the demand.

In the post-pandemic period, the customers’ conscious of health is high than ever.
Wearing sport or exercise outfit is no longer treated as underdressed. Instead, it
becomes a fashion trend and is a huge market as customers are willing to buy a outfit
for cross-training or yoga cost almost a set of business suit. Zara is well known by
selling high-end design fashion items at modest price and does not have much
exposure in sportswear. Lack of functional material specially for sportswear is one of
the reasons. With higher quality functional fabric is developed by Zara, it could

expend the brand exposure to the highly potential sportswear market.

8. Implementation plan

Gantt Chart was invented by Henry Gantt (1861-1919) and widely used as a tool to
plan and monitor the progression of a project. It provides a clear picture to
demonstrate the dependency relationship between activities and current schedule
status. The activities are listed on the left hand side of the chart, the time schedule set
at the top and responsible departments are on the right. The chart could be used to

monitor the plan of new material and product line development.
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Zara new material and product line development project Overview

Week 1-2

Week 3-4

Week 5-6

Week 7-8

Week 9-10

New Material Development

R&D / Procurement

New Product Line Design

Design / Product Development

Manufacturing Planning

Manufacturing

In-store/Online Marketing

Marketing

Delivery to stores/customers

Business /Logistics

Market evaluation

Business/Design

9. Conclusion

Zara is a pioneer of fast fashion concept who has been successful with its unique

corporate and business strategies. By analyse the vision, mission and value of Zara

and its strategic directions to carry out the vision and mission, Zara does the fashion

business in the industry like no one else. It takes full control of the whole process to

ensure its strategies could be executed exactly the way it wants. While outsourcing

most of the function due to cost consideration in most brands in clothing retailing or

other industries, Zara consolidate the material and end products production close to its

headquarters. While most of fashion brands spend heavily on advertising, Zara prefers

to listen the customers’ feedback to enhance its products directly. Zara figures out the

best balance among the interest of all stakeholders to ensure its vision and mission

could be achieved.
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