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1.Introduction

Zara is the flagship brand of Inditex, a Spain
headquartered fast-fashion group that designs,
manufactures and sells clothing, footwear and

accessories through a tightly integrated stores plus

ecommerce platform operating in 200+ markets.

Zara Investments is actively traded on the Amman Stock Exchange under the ticker
symbol ZARA.

Zara's potential market is substantial, with the global garment sector valued at $1.77
trillion in 2024 and projected to grow at a 4.2% CAGR until 2030 (House of
Commons Library, 2025).

In fiscal year 2024, Zara had amazing sales growth of 7.5%, hitting €38.6 billion, with
a gross profit of €22.3 billion (Inditex,2024).

Industry growth is likely to be slow but positive as inflation falls and nonluxury
segments contribute most of incremental profit, raising the importance of pricing,

mix, and inventory control (McKinsey, 2023).

Competition is intense H&M has improved profit through margin and cost control,
Uniglo/Fast Retailing and Primark scale value propositions and Shein is expanding
rapidly in the UK (H&M Group, 2025; Reuters, 2025).

Management accounting provides decision-relevant financial and nonfinancial
information to managers who direct and control operations, and at Zara this
translates into tight, high frequency insight on pricing, markdowns, assortment mix,
store productivity and online fulfilment (AICPA-CIMA, 2023).



2.Cost Analysis and Business Model

Zara is business model is not just about selling clothes, but it is a tightly integrated

system designed to keep the brand fast, flexible, and focused on customer needs.

This approach makes Zara a benchmark for anyone building a fashion platform that

values speed, relevance, and operational efficiency.

The brand uses frequent product “drops” and rapid restocking to encourage full-price
sales and reduce the need for markdowns, which helps protect profit margins
(Inditex, 2025).

Geographic diversification is a key strength: Europe accounts for 50.6% of revenue,
Spain 15.1%, the Americas 18.6%, and Asia 15.7%.

This spread reduces demand risk and enables Zara to benefit from economies of

scale in sourcing and logistics (Inditex, 2025).

» Variable Costs

Zara’s variable costs include the cost of goods sold (COGS), which covers materials,
manufacturing, and inbound freight. Other variable costs arise from payment
processing, order fulfilment, last-mile delivery, returns, and promotional markdowns.
For example, Zara has used more air freight to shorten delivery times, a decision
that increases logistics costs but helps maintain product availability and sales

momentum (Reuters, 2025).

* Fixed Costs

Fixed costs are those that do not change with sales volume in the short term. Zara is
fixed costs include store leases, depreciation of logistics hubs and distribution
centres, IT infrastructure (such as cloud platforms and omnichannel tools), and

salaries for head-office staff.

These costs remain stable even when sales fluctuate, which means Zara must

generate enough contribution margin to cover them (Inditex, 2025).

Zara tracks unit economics by monitoring price per unit, number of units sold, and

product mix across women’s, men’s, and children’s collections.



Contribution margin calculated as sales minus variable costs is used to assess

profitability.

When this margin exceeds fixed costs, Zara reaches break-even and begins

generating profit.

In 2024, Zara comfortably exceeded this threshold, reporting net income of €5.9
billion (Inditex, 2025).
« Strategic Planning and Investment

Zara planners use geographic segmentation to adjust pricing and inventory

placement in response to currency fluctuations and inflation.

From 2020 to 2024, gross
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infrastructure can support
higher profitability when
sales grow (Reuters,
2025).

In 2024, Zara reinvested
€2.7 billion mostly from
operating cash flow into
store

upgrades, logistics expansion, and digital technology.

For 2025, the company plans to invest another €1.8 billion, plus €0.9 billion
specifically for logistics, to maintain speed and service quality across channels
(Inditex, 2025).



3.Budgeting and Financial Planning

A budget is an in-depth plan for how to get and use money and other resources
during a certain period.
Budgeting is critical to Zara operations, functioning as both a planning and

management tool.

It enables the organization to align its spending with strategic priorities while

retaining operational efficiency.

The budgeting process enables management to allocate resources for store
openings, digital expansion, logistics, and marketing initiatives, while also
empowering senior leaders to monitor variances between actual and planned

budgets to identify cost overruns or savings opportunities (Seal and Rohde, 2018).

For example, by anticipating operating expenses alongside sales estimates, the
company has a better understanding of margin prospects and can make proactive
measures to protect profitability, such as halting less productive store expansions or

investing in technology upgrades (Seal & Rohde, 2018).

Budgeting likewise helps scenario planning: by simulating alternative economic and
consumer-behavioural scenarios, Zara can plan for the unexpected and guarantee
that investment decisions remain aligned with both short-term cash-flow constraints

and long-term growth goals.

In short, strong budgeting supports the company capacity to carry out its fast fashion
business model while controlling cost growth and safeguarding margin integrity
(Rhode & Garrison, 2019).

Inditex's sales in Fiscal Year 2023 were €35.9 billion, a 10.4% rise over the previous
year (FY,2023).

Zara alone accounted for 65% of total sales, demonstrating its importance to

Inditex's business model.

According to the most recent financial statements, operating expenses give a
revealing example of this cost-cutting focus.



In 2024, Zara operating costs were €11,555 million, up from €10,853 million in 2023,

a 6.5% increase.

Notably, this spending rise was lower than the 7.5% sales growth during the same

period, indicating that the firm achieved operating leverage (Inditex, 2024).

Including lease charges, expense growth was 126 basis points lower than sales
growth, illustrating the importance of planning in achieving cost efficiency and
profitability (Inditex, 2024).

The company improved cost control in the first half of 2025, with operating expenses
increasing only 2.2% in the half-year, demonstrating conservative spending despite

modest sales growth (Inditex, 2025).

This shows that strategic planning can move resources to high-value projects like

digitization, logistics automation, and remodelling stores (Inditex, 2024).

By ensuring that expense growth remains below sales growth, management
effectively preserves margins and increases competitiveness in the fast-fashion

business.

Budgeting also helped the business find and use ways to cut costs in areas like rent
and employee salaries, while also putting a lot of money into technology and green
projects that will pay off in the long run (Inditex, 2024).

Inditex demonstrates how budgeting helps to increase profitability and long-term
business performance by tracking year-on-year changes in operational expenses

and keeping expense growth below sales growth.

4.Performance Measurement and Decision-Making

To assess performance, you need unique indicators called KPIs (Key Performance

Indicators) to see how well a business is doing.

These KPlIs help Zara figure out if it's reaching its goals, becoming better, or having

problems.

Inditex (Zara's parent company) views performance management as both strategic
and integrated, connecting financial and non-financial data to inform operational

choices and maintain competitive advantage (CIPD, 2014).



The organization uses a balanced set of key performance indicators (KPIs) to
evaluate growth, efficiency, innovation, and sustainability, ensuring that
performance assessment is directly linked to decision-making and long-term

strategy.

Zara's 2024 sales of €27.8 billion were up from 2023, indicating ongoing global

demand for fast-fashion products (Zara, 2024).

The company maintained a gross margin of 57—-58% throughout the same period,

indicating cost control and controlled pricing across the supply chain (Zara, 2024).

Zara's operating expenses climbed considerably in 2024, but they fell below
revenue growth, indicating that the company utilized economies of scale while using

resources efficiently (Zara, 2024).

These KPIs show how Zara expanded, controlled costs, and improved digital
engagement also how they use quantitative and qualitative indicators to achieve
long-term value by balancing financial success with sustainability, innovation, and

digitalization goals (Armstrong, 2009).

Furthermore, while operating expenses climbed at a slower rate than sales,
management launched additional cost-cutting initiatives to maintain operating

leverage and protect profits (Inditex, 2024).

The quick increase in online sales and user involvement influenced the shop
optimisation approach, which saw the firm eliminate smaller outlets while expanding
flagship stores to blend online and offline experiences, hence increasing customer

satisfaction and efficiency (Inditex, 2024).

The company also invested in renewable energy programs and cut down on overall

emissions because of sustainability KPls.

This made the company's financial success more in line with its moral and

environmental duties (Inditex, 2023).

Finally, the board increased dividends by 9% in response to profitability and liquidity

growth, balancing shareholder rewards with future expansion (Inditex, 2024).

Zara's success demonstrates how performance management, when matched with
strategic objectives, allows for evidence-based decision-making that improves both
financial outcomes and social responsibility (Ashdown, 2014).



Zara regularly examines performance, responds to environmental changes, and
ensures that decisions such as expansion, cost control, and sustainability investment

are based on solid performance data.

5. Sustainability and Ethical Considerations

Zara has gradually integrated sustainability into its financial decision-making by

coordinating environmental goals with investment priorities and cost structures.

Sustainability is viewed as a strategic component of financial management,
influencing budgeting, capital allocation, and supply chain decisions (Armstrong &
Baron, 2004).

According to the company annual report, 73% of textile fibres used in 2024 were
classed as lower-impact, with 39% recycled materials, demonstrating that
sustainable sourcing is now an intrinsic element of procurement and cost-planning
frameworks (Inditex, 2024).

The company reported considerable reductions in energy usage and carbon
emissions, using 256,174 MWh of electricity in franchised stores and 140,033 MWh
for business travel, demonstrating its dedication to environmental stewardship
(Inditex, 2025).

Furthermore, Zara has pledged that by 2030, all textile items will be created
exclusively of low-impact or recycled materials, guaranteeing that long-term capital

expenditures meet environmental and ethical requirements (Inditex, 2025).

The Sustainability Committee also reviews financial decisions to see how
sustainability objectives affect investment returns, operating costs, and long-term

value development (Inditex, 2024).

In this way, the company directly integrates sustainability into its financial control
systems, relating it to governance, performance, and profitability while mitigating

regulatory and reputational concerns.



From an ethical standpoint, cost management and pricing methods provide
complicated difficulties that must strike a balance between affordability and fairness

and accountability.

While Inditex's fast-fashion business relies on efficiency and cost management to
keep prices competitive, the company recognizes that unethical labour methods or

environmental damage could affect its global brand image (Ashdown, 2014).

To address this, it has implemented the Workers at the Centre programme, which
promotes fair salaries, worker safety, and non-discrimination throughout its supply
chain (Inditex, 2024).

In addition, Inditex conducts frequent supplier audits to ensure ethical compliance
and transparency, incorporating these social costs into its entire cost-management

methodology.

However, keeping garment prices low while adhering to sustainability principles
creates inherent ethical tension, as mass production and high turnover can still

cause environmental damage (Reuters, 2025).

As a result, Zara's ethical pricing decisions include not only ensuring consumer
affordability but also representing the genuine cost of sustainability investments.
Inditex highlights the interdependence of sustainable finance and ethical pricing
through these measures, which combine profitability with responsibility and ensure
that financial growth is consistent with corporate integrity (Armstrong, 2009; Inditex,
2025).

6.Conclusion and Recommendations

In summary, Zara shows that budgeting, performance management, and

sustainability are all important parts of its strategy and operational framework.

The company's planning approach lets it make accurate predictions and use its

resources well.

Its performance measurement system, which includes both financial and nonfinancial
KPIs, gives it constant information about its profitability, efficiency, and environmental
performance (Seal & Rohde, 2018).
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Recommendations:

Activity Based Budgeting (ABB) would help Zara track overheads to specific

activities, enhancing cost accuracy and resource efficiency (Rhode & Garrison,
2019).

Regular variance analysis can help management spot discrepancies between

planned and actual performance, enabling faster correction.

Zara can improve decision-making transparency and ethical and sustainability goals

by measuring environmental costs in managerial reports (Armstrong, 2009).
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