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Report – Investigating current developments’ (e.g.: Brexit and Covid-19) impact on Zara’s macro and micro environment 
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The follow report is written with the aim of critically analysing the impact of the current developments on the business environment with special focus on the fashion industry. The report is written by using Zara – a fashion retailer as an example. 
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Zara – Case Study
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According to Morrison (2017) business can be defined as set of activities that are conducted by individuals or organisations with the primary aim of profit making. Thus, a business organisation conducts activities to produce products or services to its target consumers in return of revenue and profit. Once a business is established, shareholders’ main objectives often included growth. To sustain profitability and growth is highly depending on certain factors. For example, on the organisation’s recourses, the situation and conditions of the environment. These factors, situations and conditions that are affecting on an organisation in both direct and indirect ways can be defined as environment and its factors. 
Business environment can be defined as a mixture of factors that are external and uncontrollable, complex and dynamic within the business organisations are to be operated. Set of uncontrollable conditions: Political, Economic, Social, Technological, Environmental and Legal that are affecting on the operational activities and functioning of an organisation. (Guy, 2010)
Morrison (2017) highlighted the importance of the potential impact of both external and internal factors on the performance of organisations. To sustain profitability, increase market share and tackle the challenges caused by Covid-19 and Brexit, constant analysis of the factors and business environment in order to adjust the implemented business strategies are crucial. 
This study will be analysing the impact of the recent developments in the environment on Zara, a player of the fashion industry, with reference to Covid-19 by utilizing SWOT and PESTLE environment analysis tools.
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The global health pandemic, Covid-19 has been threatening the whole economy, livelihoods and lives of people globally. Due to Covid-19, the hospital systems became strained and economic crisis created (worldbank.org, 2021). In response to the coronavirus outbreak, as a precautionary measure, the governments announced national lockdowns, which significantly impacted on the social, legal and technological environments, too. (bbc.co.uk, 2021) Businesses aim to survive and sustain satisfactory performance, which is why they change and adapt their strategies in accordance with the new business environment that is reshaped by the forces. (McKinsey.com, 2021) 
According to Bush (2019) Zara is a world-wide known fast fashion brand, having over 10,000 stores around the world which origins from Spain. While Zara is one of the leader of fashion brands, the pandemic’s negative impacts makes us question whether the decades-old brand will survive or not. In response to the pandemic and its impacts on the business environment, firms were forced to pause their activities or shift them to online by utilizing the recent technological innovations. Business models, ways of working and operating, consumers behaviours and preferences have been shifting. In addition to that, the UK’s economy in the first quarter of 2020 showed one of the biggest economic falls for decades as a result of precautionary measures of restrictions of movements, as lockdown. (bbc.co.uk, 2021)
Fig.1
[image: Coronavirus: UK economy hit by worst contraction in 41 years - BBC News]
Source: bbc.co.uk (2021)

Zara had to close its high street stores in the UK in order to comply with the UK Government’s regulation.  Fashion retailers are not considered as essential shops. Only essential shops were allowed to carry out their operational activities without disruption. (gov.uk, 2021) Similarly to Zara, majority of the fashion retailers suffered from declining sales and considerable loss which resulted in firms closing stores and numerous job loss. (statista.co.uk, 2021) The fashion industry, hospitality and travel&tourism industry’s survival is still questionable. Reaching the break-even-point, reducing the expenses and operational costs by closing physical stores and reducing the number of the employees became a tendency as part of a survival strategy for fashion brands with global networks. (bbc.co.uk, 2021)
Numerous industries have been colossally effected by the changes caused by Covid-19 in the macro environments’ elements. (statista.co.uk, 2021) Fashion industry has been still suffering by the global health crisis’s effects, which is one of the most significant fiscal heavyweight of the world. Hence, the deterioration of the fashion industry will seriously impact the economy globally. Fashion retailers must change their re-stocking tactics, opening hours and comply with new regulations, resulting millions of unemployment status due to non-essential business shuttering recently in several countries. (Elle, 2021)
The key factors’ influence can be analysed by utilizing PESTLE framework. The PESTLE analysis gives managers an insight into the impacts of the external factors on their organisation. (CIPD, 2021) Even though, both external and internal factors impact on a firm is crucial in order to effective strategic planning. Therefore, in this report SWOT analysis will be also conducted. 
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Political

According to Morrison (2017) the political factors are powerful and significantly can shape the way organisations operate. Simple changes in government policies may change a nation’s legal, economic and social environment immediately. While democratic governments have periodic re-elections, the political environment may be still the least predictable element. The political factors, such as tariffs, trade-control, regulation of the competition, bureaucracy and corruption level can have huge impact on a business. (Guy, 2010) Zara operates internationally, hence it is not only impacted by the parliamentary constitutional monarchy of the UK but every countries’ political environment where Zara operates shape the operational activities of the firm. (zara.com, 2021) While Spain and UK maintain good alliances with other countries, UK leaving the EU also creates political uncertainties for Zara. (bbc.co.uk, 2021)
Hill (2014) stated that changes in tax policies may directly impact on the interest rates. Even minor change in tax policies can have huge impact on the demand patterns. However, according to Worldbank (2021) UK’s and Spain’s ranking is low on the money laundering and political risk list.
Zara is a Spanish firm, hence it enjoys the EU’s extensive trade agreements. Importing raw materials and exporting the items within the EU is easy. (bbc.co.uk, 2021) However, the national lockdowns, restrictions on movements slowed down the supply chain and distribution channels, as well resulted much lower demand for products of Zara. (Zara, 2021) While the UK Government included reducing the tax and financial aids for businesses who were forced to limit their activities, (gov.uk, 2021) the political arrangements significantly shaped the legal, social and economic environment, which led towards shifts in customer demands. (bbc.co.uk, 2021)



Economical

Economic factors that are connected with the organisations’ resources can significantly impact on the decision-making process – including financial ones – of a firm. While economic factors may only affect a business indirectly, they directly impact the value of the assets, consumer demands and taxes, too. (Hill, 2014) The and the government’s precautionary measures in response to Covid-19 significantly impacted on the interest, inflation tax and exchange rates. (statista.co.uk, 2021) Countries head towards a recession which negatively impacts on Zara’s customer demand and supply. While UK’s GDP per capita is relatively which indicates wealth, the unemployment rate has grown while the disposable income has decreased. Spain has very high unemployment rate, Zara can take advantages of low-cost labour compared to UK, France and Germany. (statista.co.uk, 2021)
Germany and UK, Zara’s biggest market segments still have strong economic positions, the decreased disposable income of the targeted consumers suggest Zara to make changes in its pricing strategy. (worldbank.org, 2021)
Fig.2:
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Source: statista.co.uk (2021)

Social 
The changes caused by Covid-19 in the macroenvironmental factors resulted shifts in the demand and supply in fashion industry. The new trends also impact on the individuals; availability and willingness of work. (statista.co.uk, 2021) Zara operates internationally, hence it has large market. By offering  wide range of products, the social factors unlikely to have huge impact on the firm as it is not only focus on a niche market. It targets different segments. (zara.com, 2021) Even though, the limitations of the movements and the changes in the economic environment shifted the trends and positively impacted on the growth of e-commerce. (bbc.co.uk, 2021) According to Morrison (2017) purchasing decisions of the consumers in certain sectors, e.g.: fashion, highly impacted by cultural factors. If consumers cannot identify with the products will be rejected in a particular cultural group. Though, Zara manufactures its product in line with the local cultures and invested in for different initiatives for the diverse societies. E.g.: eco-friendly approaches. (Zara, 2021)

Technological
The owner of Zara, namely Inditex,  invested in technology recently. (Zara, 2021) As the result of the changes in the legal, political and economical environment, new innovations got introduced in order to increase the efficiency and reduce the costs for firms and accommodate the new way of living. (bbc.co.uk, 2021)  E.g.: remote working, e-commerce, etc. Hence, Zara has been developing its website and e-commerce channels, too. The firm aims to increase its total e-commerce sales to 20% by the end of 2022. (Zara, 2021) 
Furthermore, new technological innovations such as geofencing, location-based marketing etc can be taken advantage of to analyse and use the available data to meet the consumers’ changed demands more efficiently. 



Legal 
Legal factors are also very powerful and can completely shape the way firms operate. (Morrison, 20217) In response to Covid-19, new health and safety regulations got into force which must be complied with. For example, social-distancing, circulation, no fitting-rooms, etc. (gov.uk, 2021) In addition to that, sustainability and ethics play also crucial role. Zara established principles within their operations in reference to sustainability. While employment laws did not change much due to Covid-19, firms must ensure a safe working environment, implement on-site testing and security measures which are extra expenses for every firms.  

Environmental
The amount of medical waste sharply increased as the cases were rising. Hence, environmental issues are even more urging nowadays which shapes the environmental awareness of the individuals. Their preference and demand towards sustainable and eco-conscious products are increasing, which forces fashion brands to come under customer scrutiny. (Ella, 2021) In response, Zara is looking to adopt more sustainable ways and making its stores to be 100% eco efficient. (Zara, 2021)
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Taking the impact of Covid-19 on the business environment into account, Zara’s SWOT analysis as follows:
STRENGHTS: 
· Zara is a fast-fashion business and has pioneer advantages. Quickly identifies the trend. 
· Zara has strong global presence in over 200 markets, with more than 2000 stores. Zara has almost double stores than Nike. 
· Excellent supply chain enables Zara to refresh its collection twice a week and deliver any location within 48 hours from its logistics centres. 
· The owner of Zara, Inditex has a large trained designer team – hence Zara has access to talents. 
· Developed e-commerce channels as a result of Inditex’s $3billion investment which focused on online buying experience
(tradegecko.com, 2021)

WEAKNESSES:
· Fast-fashion: lack of sustainability 
· High reliance on physical stores. 
· Lack of stores and presence in UK and Asia-Pacific, regardless UK is the biggest potential apparel market. 
· AI-enabled systems, lack of technological innovations, such as big data systems (trdegecko.com)

OPPORTUNITIES:
· Shortening the delivery cycles to respond to the emerging trends
· Technological innovations, advantages of the digital landscape. E.g.: collecting data and personalized offers and suggestion to customers. 
· Sustainability, becoming more eco-friendly
· Integrating re-sale strategy 
· Social media platforms and influencers
(Sudhakaran, 2021)


THREATS:
· Growing inflation rate, growing unemployment rate (statista.co.uk, 2021)
· Tough competition: fashion industry is highly competitive. Especially the growing popularity of cheap online fast-fashion retailers, e.g.: Shcein
· Price war due to intense competition
· Changes in the legal environment: government regulations in response to Covid-19. E.g.: national lockdowns, limitation of movement, etc. 
· Another wave of Covid-19
(Sudhakaran, 2021)
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As it was briefly discussed above, the business environment was largely impacted by Covid-19. The restrictions on the movements gave a boost for the technological innovations and a new way of living has been created. For example, remote working and online shopping. Covid-19 negatively impacted on the whole economy, though positively impacted on certain industries and aspects of business. One of the winners of Covid-19 is the e-commerce. The online shopping industry has been massively growing for a decade parallel with the PCs, portable and mobile devices’ popularity, offering opportunities for businesses to reach out to a wider audience on lower costs. (Sudhakaran, 2021)
While the consumers’ demand and trends are shifting, the legal and economic environment are changing e-commerce offers advantages for businesses to reach out more buyers and tackle the challenges faced due to growing interest, unemployment and inflation rates. The e-commerce has been predicted to further grown, it is essential to analyse how fashion industry is poised for the future – post-Covid-19. 

E-commerce: which provides extensive accessibility. Consumers meant to travel to physical stores within certain opening-hours. E-commerce offers flexibility for the consumers and to retailers, too, removing certain barriers and contributing toward higher efficiency. From consumer point of view: purchasing, browsing and gathering information of products can be without time-constraints from anywhere with only a device which is connecting to the internet. (bbc.co.uk, 2021) While businesses can reduce their expenses and costs, having an opportunity to higher their efficiency and lower their product prices. E-commerce channels tend to lower the prices compared to traditional retail channels as a result of less interaction with the consumers. There is less need for distributors as well lower overheads compared to physical stores where rent, employee salaries and many more have to be paid. 
Technological innovations / Digital landscape: The changes in the environment due to Covid-19, such as lockdowns limits the free movement, which contributes towards the growth of the internet and portable devices’ popularity. More and more households have internet access, make purchases online, communicates with others via social media networks, etc. The digital landscape is drastically changing by the new technological innovations which drives the portable electronics devices’ prices down, making them more affordable for the consumers. Since the national lockdowns, the spent time on social media per households has increased by over 30% (statista.co.uk, 2021) which indicates a potential for businesses to utilize social media influencers to advertise their products and services. According to Sudhakaran, (2021) the effectiveness of social media influencers in terms of promotions is growing. Numerous retailers have realized the potential of using influencers due to their large social followings. They are a powerful marketing opportunity. Especially as nowadays due to the new way of living and working trends, social media plays huge part of the everyday lives. Nowadays’ generation is very technological savvy, constantly present on social media and a fan of eCommerce. Therefore, in how products and services are marketed, influencers can play a very important role.  
Online shopping trend: while online shopping is this century’s major trend, majority of the consumers still prefers trying clothes on in actual physical stores. 
Consumers’ trend is changing: Especially in the fashion industry, the shopping trends and behaviours are constantly changing. Therefore, retailers and fashion brands, such as Zara, must constantly analyse the need and demand of the consumers and satisfy them. 
High competition: there are low barriers to enter the e-commerce industry which increases the competition and poses huge threat for the current players. 
Cyber-crime/fraud: the easier access to the internet and technological innovations fuel the fraudsters which are big threats for both consumers and sellers, too. 
Data concerns: on top of the potential fraud, other things can go wrong, too when it comes to online shopping. E.g.: handing sensitive data of payment detais, personal information, etc. 
Monopolies: there are alternatives, such as E-bay and Amazon who lead the e-commerce. This trend may spread into fashion industry, too. 
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The business environment is ever changing due to unforeseen events and recent developments. The success or failure of an organisation or a whole industry highly depend on appropriate environmental analysis, forecasts and planning.
While Covid-19 crisis has not ended yet and global recession is predicted, there are opportunities for the fashion industry players to recover. The technological environment and the digital landscape offers opportunities, which can be combined with the changing social trends. Such as, e-commerce and online presence should be the priority for Zara. While Zara’s financial reports show signs of recovery, there is still space for improvement, which lies in boosting online sales. Growth of online shopping has been accelerated by the pandemic, and significant changes in the digital and physical space. 
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