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Discuss the challenges faced by an expanding business in the current economic environment





Zara serves as an excellent example of the challenges a growing business will face as it continues to flourish in today’s economy. Being the primary brand under the Inditex group, Zara has gained strong global influence by being responsive to market trends, producing items quickly, and integrating both a physical and online model to distribute items to consumers in virtually every country. Zara’s success is also attributed to its speed at recognising what consumers want and turning these preferences into product development rapidly and then getting these products into customers ' hands around the world promptly. Previously, the environment that allowed for relatively simple international expansion has changed especially since expansion is now occurring in an environment where the growth rate is slower globally, consumers are becoming more sensitive to inflation and prices, more rules and regulations related to sustainability and social responsibility, digital disruption has changed the manner in which consumers make purchases, disruptions in geopolitical relationships and an increase in the demand by consumers for businesses to be engaged in sustainable practices. 
Zara is an established global company that has created a competitive advantage by leveraging their time, taste and scale to create a strong brand image in the minds of consumers. Zara is also a fantastic resource for how a large corporation is trying to continue to grow while managing the economic, social and regulatory challenges created by the external environments. Zara continues to expand based on the 2024 reporting from Inditex, where, like the previous year, there continues to be revenue growth, continued investment in the logistics system, continued investment in the operations of Zara in over 200 countries and ultimately confirmation that Zara will continue to expand despite increasing regulatory pressures to change.
The business environment is defined as a network consisting of external influences that potentially will affect how well an organisation performs, while continuing to impact how an organisation strategically chooses to implement new business strategies. Political, economic, social, technological, legal and environmental influences create both obstacles and opportunities for corporations.
To be successful, therefore, when creating expansion strategies, businesses must have a clear understanding of the environment in which they operate. As businesses expand, their risk may grow due to the number of factors involved in managing their business environment. For example, an international retailer like Zara will have complex legal requirements, diverse consumer expectations, longer supply chains and reputational scrutiny as they continue to grow. Expansion for a retailer also involves coordinating supply chains, maintaining brand position, adapting to local business conditions, and ensuring ethical and sustainable practices meet the expectations of stakeholders. Therefore, the complexity of expanding operations today is also a strategic and institutional challenge, as it relates to issues related to business. Using a PESTLE analysis to investigate Zara's external environment can be an effective method for understanding macro-level forces that shape the company's strategic direction. The PESTLE framework is designed to identify the political, economic, social, technological, legal and environmental influences which create structural change within the external environment of an organisation. It allows for a structured review of the pressures and opportunities facing a business. One of its primary benefits is that it highlights the broader structural changes that can impact business decision-making and how these changes can occur independently of direct competitive rivalry. For Zara, PESTLE analysis suggests that today's expansion strategy is no longer exclusively based on geographies of growth; rather, it is dependent on supply chain agility, digital integration, regulatory compliance and credible sustainability. In addition, growth today is not only about selling more clothes in more locations but also about demonstrating to stakeholders that this level of growth can be achieved responsibly in the face of increased volatility and scrutiny.
At the political level, factors that are shaping Zara's strategy for expansion include trade-related regulations, industrial policy, labour relations and geopolitical fragmentation. Given that fashion on a global scale necessitates multi-country sourcing, production, distribution and access to markets, any changes to trade rules or levels of political stability will be able to rapidly impact a company's performance. According to Aiyar et al. (2023), geo-economic fragmentation is changing how multilateralism operates; moreover, according to Morgan, Syropoulos and Yotov (2023), the effects of sanctions, geopolitical disturbances and the fragmentation of the global economy will continue to shape cross-border businesses. Therefore, any type of political disruption will have a significant impact on Zara's relationships with suppliers, costs of imports, shipping times, consumers' level of confidence and actual operations internationally. As a result, while there are opportunities for Zara to find new markets, the key challenge for Zara will be to maintain continuity across its globally dispersed supply chain. The fashion industry must address the implications of this issue, as time to respond is critical to Zara's competitive advantage; therefore, any delays caused by sourcing, customs processing or transportation reduce Zara's ability to respond quickly to trends in the marketplace. Political instability, therefore, threatens one of Zara's greatest strengths, its ability to move rapidly from the design stage to retail. The 2024 report released by Inditex has focused on their continued commitment to increasing logistic capacity, including creating a second distribution centre for Zara in Zaragoza, thereby mitigating some of the political and trade uncertainties with a stronger infrastructure and more resilient networks. It is a sensible strategic decision to respond to the need for continued expansion by considering both the demand for product and protecting the continuity of supply in an environment where political risk is increasingly causing uncertainty.
Zara is also impacted by economic factors and faces significant challenges due to global economic slowdown, risks related to inflation, and pressure on household budgets in many of the developed economies. According to the IMF's economic outlook for 2025, growth will continue to slow down, and there will be increasing regional differences; these conditions have a direct impact on discretionary retail categories, such as fashion, as opposed to grocery purchases or essential items. Consumer confidence and disposable income are likely to be more volatile when it comes to clothing purchases than for either groceries or essential items, making fashion more cyclical and putting Zara at greater risk of economic downturns and consumers who are sensitive to inflation than retailers who sell more essential goods.
Additionally, other contributing factors such as volatility in currency exchange rates, wage increases, freight costs, and materials costs affect sourcing and profit margins. Challoumis (2024) describes the worldwide impact of changes in exchange rates, while Xiuzhen, Zheng and Umair (2022) identify energy price fluctuations as causing great instability. These external pressures will create significant challenges for Zara, as its operational model relies heavily on being able to operate with speed and flexibility, both of which will be more costly to maintain in a highly volatile macroeconomic environment.
The economic challenge for Zara is to find a way to sustain its current levels of agility while at the same time preserving its profitability. Zara's fast-response production model allows it to quickly adjust product mix, allowing Zara to maintain its competitive advantage during uncertain times. However, as energy prices, wages and logistics increase, so too will the cost of sustaining such fast-response capabilities. Inditex has also indicated in its most recent financial reporting that it expects a currency impact from these current economic conditions, suggestive that even strong operational models are not immune to macroeconomic fluctuations. Therefore, the current economic conditions are redefining what successful growth looks like. The previous model of simply scaling existing systems for growth will require new approaches for controlling costs, inventory levels or market responsiveness. Zara will face a substantial challenge in maintaining its premium brand image relative to lower-cost fast-fashion competitors, while still appealing to consumers who are facing year-over-year inflationary pressure.
Social factors are important to Zara's strategic positioning, as fashion demand is affected by numerous social pressures, including, but not limited to, income, identity, aspiration, social media and ethical considerations. Consumers are increasingly looking for products that are trend-driven; at the same time, they are questioning the ethical implications of buying from fast-fashion companies like Zara. In addition, as fast fashion grows in popularity, consumers, especially younger generations, are aware of the environmental and labour implications of their purchases. This creates a significant contradiction for Zara. In the past, Zara's success was based on rapid manufacturing and frequent product turnover, but the current trend among consumers is to shift away from consumption-based behaviours, primarily due to a growing interest in sustainable and ethical products. According to Ausat (2023), social media impacts how the public views issues and makes economic decisions, and marketing strategy is critical to competing on a global scale, according to Sudirjo (2023) and Nozdreva, Konina, and Ponomareva (2023). Many characteristics of Zara’s power are the result of being culturally responsive while being visible within society.
Because of Zara's visibility within society, they are subject to additional scrutiny. Many consumers admire Zara for offering fast-fashion clothing, but there are consumers that criticize the fashion industry for how it contributes towards overconsumption. As Zara continues to expand globally, it faces the challenge of providing consumers with fast fashion while being considered an unsustainable company. Additionally, consumers are demanding that new fashions are accessible, reflective of their personality, and produced in an ethically responsible manner. Zara’s pre-owned platform (repair, resale and donation) is a start at addressing changing social values. According to Inditex, Zara Pre-Owned is available in the United States and 16 different European countries. This is evidence of how Zara is beginning to incorporate circularity into their brand’s image and suggests that social legitimacy is determined not just by how a product is designed, but also by how an organisation presents itself in an environmentally and ethically responsible manner.

Zara is affected by technological factors in today’s environment. Historically, Zara had a competitive advantage through an information-based merchandising system, together with short lead times and vertically coordinated operations. Unlike other slower fashion retailers, Zara has developed a model that directly connects store data, design teams and distribution systems together. In the present day, the existing model must continue to evolve; it will need to include AI (artificial intelligence), Advanced Analytics (analytics that look at the past and make projections for the future), along with RFID (radio frequency identification), digital inventory visibility, and omnichannel integration that is supported by these technologies. Leon García and Parra Acero (2024) proved the effect that big data can have on a company's competitiveness; Luo et al. (2023), Mitrache, Spulbar and Mitrache (2024), and Talebi et al. (2025) provided evidence of how important the digital world has become as adoption becomes more relevant due to the state of uncertainty and competition. At Zara, having access to technology is essential because it provides the information needed to continue operating as a company with the speed and accuracy that has built the company's reputation.
Inditex, the parent company of Zara, stated in their 2024 reporting that they are investing in technology and logistics to help support the growth required by the company and that investment is critical now that all areas of expanding a business, such as retailing in physical stores and online, as well as in distributing product, must be in sync across all retail and distribution platforms. Technology is no longer something that simply supports a company; it is also the way that Zara keeps its ability to react promptly, because of the size of the company. Additionally, digital systems enable Zara to improve the forecasting of product availability, be able to more effectively reallocate inventory among its stores, and to better integrate its online and physical stores. However, while technology has made it easier for many retailers to do business, it has also introduced several new challenges. The introduction of technology will require a significant amount of continuous capital investment, changes to the organisation as well as its processes, and changes to the organisation's workforce. Finally, technology presents another source of risk for Zara because the technology may create cybersecurity issues, create a dependency on technical support, or create significant challenges in implementation. Therefore, Zara must ensure that the company has made the necessary capital investment in technology to improve speed and accuracy, while avoiding excessive complexity or costs. In the current retail environment, having digital abilities is an area of strategic strength, but effective management of those abilities is critical to leveraging their value.
Zara has seen a huge increase in legal pressures due to increased oversight on the issues of labour rights, product quality, environmental claims, corporate governance and diligence regarding supply chains within the fashion industry. According to Akinsola (2025), governance is vital for legal accountability, while Bohm and colleagues (2022) assert that ethics is critical to the future of business. Zara has exposure to legal risks at multiple levels of their global sourcing networks, meaning that they will also increase their compliance risk about expansion into more markets. Moreover, there are now very high expectations regarding conducting environmental and human rights due diligence, which have transformed from being a marginal concern to a priority. Leadership quality has been shown to influence the ethical behaviour of managers within international business, according to Antunez, Ramalho and Marques (2024). Thus, Zara will operate within a legal environment where cost efficiency and speed must be balanced with an increasingly heavy emphasis on traceability, transparency, and accountability.
Indirectly, legal risk is the most significant factor that contributes to the fashion industry's increasing levels of legal exposure. Companies are not always responsible for every stage of production, but can still be held liable for how their suppliers conduct their business. This means that Zara's expansion into new markets and new supplier relationships exposes them to potential legal risks associated with accusations of labour abuse, sustainability deception, and product compliance violations. Therefore, legal accountability encompasses a business's entire supply chain and thus relies upon governance to ensure that it is an integral component of a company's strategy rather than simply a post-hoc administrative function. To continue its growth trajectory, Zara will require improved supplier and market monitoring, clearer reporting, and enhanced supplier and market assurances.
Environmental obligations are likely the most significant long-term challenge that Zara will face. The fashion industry has been the target of many criticisms associated with the management of waste, greenhouse gas emissions, water use, overproduction, and short product life cycles. Additionally, research indicates that environmental demands for businesses have reached unprecedented levels because of global production processes (Copeland, Shapiro, and Taylor 2022; Zhang et al. 2022). In their research, Nath, Mustayin, and Eweje (2025) point to the management challenges that arise when trying to integrate circular economic practices into the textile and apparel industry. Zara’s established fast fashion business model introduces a major strategic dilemma because it is focused on speed and production, while it must also now comply with environmentally focused standards that are concerned with durability, circularity, and lower resource consumption. Thus, there are now investor and brand perception issues that stem directly from the very thing that generated such a strong financial performance for Zara.
In terms of Zara’s sustainability efforts, Inditex’s sustainability reporting reflects this tension by setting climate transition goals and increasing circular service offerings (i.e., Zara Pre-Owned) while also indicating an intention to expand that offering into other important markets (this is an indication that Zara is attempting to "retype" itself into the lower impact business model). While this is an important step for Zara, the process of creating sustainable products within fashion is extremely complex because there are many elements that must change throughout: design, material selection, transport, recycling systems, and consumer habits. According to Uwuigbe et al. (2025) and Georgescu et al. (2025), the progress made by circular economies will largely depend on economic, technological, and institutional drivers and not only on brand/image. Consequently, Zara should consider its environmental challenge as a concern beyond merely managing its image; it should strive to demonstrate measurable changes in the way that it designs, sources, uses, and recovers products.
Zara has a comparatively strong degree of organisational adaptability. Historically, the brand has built itself on the advantages of operating with speed, the ability to synchronise production with consumer demand, and the ability to operate quickly through multiple channels and geographic locations. Agility still has a place in the volatile business landscape. Shi (2024) posits that adaptive changes are needed when international firms must deal with challenges. In contrast, Pennetta et al. (2025) see entrepreneurial resiliency as a link to global success in disrupted conditions. Picking a recent strategy used by Zara suggests they are moving from a model of pure fast fashion to one that is digitally enabled and sustainability aware, using technology, logistics and circular services, versus merely building stores. The actions taken by Inditex, as evidenced by their sustainability reports for 2024, reflect an investment in these areas, because mature expansion will require higher levels of quality growth from existing retail formats versus opening additional stores.
However, Zara's current response to these challenges is limited. First, circular initiatives, although promising, have only been partially implemented. They offer no resolution to the tension of rapid product turnover versus environmentally responsible consumption. Secondly, the continued growth of Zara is dependent on continued use of a global sourcing model that is susceptible to political uncertainty, environmental random events and disruption to transportation networks. Third, investment in digital systems and logistics increases responsiveness; it requires continuous capital intensity and exerts pressure on return on investment. In summary, Zara has made adaptive changes, but those changes are insufficient to eliminate the structural tensions with the organisation's business model.
More alternative responses may create additional opportunities for Zara. More investment into material innovation, providing more curated, slower product cycles in select categories, increasing transparency in the supply chain and building broader repair-based business models. According to Du et al. (2022), the creation of sustainable innovation can provide a competitive advantage and Geissdoerfer et al. (2022) state that experimentation is an important component of transforming a business model. In this context, Zara can not only reactively respond to criticism on their business model but also take a leadership role in creating a more credible hybrid model that merges fashion responsiveness with circular design features, better material selections and verified traceability. Ultimately, while speed can still be an element of the business model, it must be effectively redefined relative to what speed represents. Speed can be leveraged for the acceleration of consumption or for the acceleration of learning, demand forecasting, reduction of waste through better matching of supply with consumer demand and needs.
As a final remark, Zara exhibits that the process of growing in the current economy is increasingly complex, expensive and ethically compromised. Changes occurring due to political fragmentation, slow growth, increased public scrutiny, technological acceleration, increased legal accountability and increasing environmental pressure all influence the definitions of what will be a successful form of growing. Zara has addressed these issues through investment into logistics, digital integration and early-stage implementation of circular economy initiatives, all of which will support Zara's adaptive ability. One measure of the company's future is whether it can effectively reconcile speed with sustainability in an operationally credible and socially accepted manner. The single strongest recommendation for Zara is to move well beyond the existing state of incremental circularity to an expansion model that has traceable, repairable, lower-impact materials and data-driven demand forecasting as core components. 
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