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Thesis Summary

Using Industria de Diseno Textil, S.A. (Inditex) and its subsidiaries as a case study, this
thesis is an analysis of the largest fashion group in the world and its success in transferring a unique
fast fashion business model into almost 100 markets worldwide. This thesis examines the
internationalization of a large company and the steps it must take to enter into a new market,
including internationalization motivations, market selection, and entrance strategies (both physical
and virtual). This analysis uses an in-depth case approach to analyze the fast fashion business
model that has made Inditex a success. Using extensive secondary research, including scholarly
articles, previous case studies, and internal company documents, this thesis will allow for existing
data to be summarized and collected in order to fully evaluate and gain a broader understanding of
the unique business model of Inditex.
Expected Results and Significance

Through this thesis I frame the steps a company takes to enter into a foreign market
successfully and how the fast fashion business model has evolved over time to develop more
advanced supply chains and reach more customer markets. This thesis is significant as it is
important to recognize the barriers of entry for a business to enter a new market (culture, language,
customs, etc.) and how to overcome these in order to be successful. This thesis evaluates how the
largest fashion group in the world has retained their competitive advantage of being able to enter
new markets in the world of fast fashion. After completing my study abroad experience, I hope to
have a better understanding of Inditex and how the group adjusts their stores in different markets.
Through first-hand experience, along with secondary research, this thesis completes an in-depth

case study on Inditex and its fast fashion business model.



Introduction

The global fashion industry is an ever-changing business filled with innovation and
creativity in both the design and supply chain of the clothes. Each season high-end designers bring
new lines of clothes to market for their customers. Those who can afford these clothes pay attention
to the season, style, and designer of their clothes; however, for the majority of shoppers, these
clothes are neither affordable nor desired. There became a need for stylish clothing at an affordable
price for the middle class. Spanish brands like Zara, Mango, Desigual, and Bershka emerged and
provided such clothing to domestic consumers. These companies took advantage of a niche market
segment that had been overlooked by the prestigious, designer brands in Italy and France.

The thesis begins with the creation of Inditex and its unique business model that has helped
it become the largest fashion group in the world. Next, it uses the competitors in the fast fashion
industry to contrast different approaches taken in the market, from marketing to pricing strategies.
Then, both the physical and virtual expansion strategies are introduced and evaluated on their
implementation and results in international markets. Finally, exterior factors that influence the
market, such as corporate social responsibility, are examined and future projections are suggested.
Background

During the last decades of the reign of Spanish dictator Francisco Franco, there was an
increased demand for foreign, designer clothing; however, there were laws set in place to restrict
competition from these companies. Spain was in a state of isolation and had to rely on domestic
companies for most consumer goods. Following the death of Franco in 1975, Spain transitioned to
a democracy and joined the European Community, now the European Union. The economy of
Spain flourished as new opportunities for trade increased with neighboring countries. It was during

this time of prosperity that Amancio Ortega opened his first dress shop in La Coruiia, Spain, known



as Confecciones Goa. The storefront soon changed its name to Zara and became widely popular.
After ten years of operations and expanding across Spain, Ortega set up Inditex as the holding
company for the group of shops and factories he ran (Gémez, 2012). By 2001, Inditex had almost
1,000 storefronts in 30 countries and completed their initial public offering (IPO) at €92 million.

In less than three decades, Inditex had changed the world of fashion for the masses. It
became the world's largest fashion group with its eight retail brands including Zara, Pull&Bear,
Massimo Dutti, Bershka, Stradivarius, Oysho, Zara Home, and Uterqiie, each with a strong
customer orientation (Popescu, 2015). All of Inditex brands target a different customer
demographic as shown in Figure 1. Zara, its largest brand, focuses on re-creating high fashion
garments at an affordable price, while Bershka and Stradivarius cater more toward younger, teen
consumers. This customer segmentation allows Inditex to capture a greater share of the market
with its stores.
Business Model

Amancio Ortega wished to create a unique business model that allowed for "instant
fashions" where the company could control the entire lifecycle of the product, including design,
manufacturing, distribution, and marketing. While most fashion companies took up to six months
on average to conceive, produce, and deliver a product to a store, Inditex was able to reduce its
time-to-market to just two weeks leading to increased profit margins (Blanchard, 2020). Inditex
was the first fashion retailer in the world to compete based on this time-to-market strategy (Vincent
etal., 2013). This fast fashion business model has made Inditex a powerhouse in the global fashion
market.

Fast fashion is a concept in which new items are placed on the market each week without

waiting for the traditional season to pass (Ionescu, 2014). Companies that operate within the fast



fashion industry are able to spot the latest trends from designer runways then manufacture and
distribute similar items to stores in just a few weeks. Inditex specializes in low- to mid-priced
clothing and combines quick response production capabilities with enhanced product design
capabilities to both create products that capture the latest fashion trends and exploit minimal
production lead times to match supply with uncertain demand (Vincent et al., 2013). The group is
vertically integrated at each level of their supply chain; Inditex consists of almost 300 companies
dedicated to their own manufacturing, logistics, and distribution. This integration allows Inditex
to be responsive and flexible to constantly adjust supply to the demand of its customers.

At the design level, Inditex is not attempting to create trends, rather the company’s aim is
to identify current trends and include these elements in their products. There is constant contact
between the stores, online teams, and over 700 designers. The stores serve as a source of
information; buying managers for Inditex receive feedback from the customers at the point of sale
about new garments, products, and trends. In turn, data analysis enables Inditex to understand the
needs of the customers and guide their purchases in a targeted way. This, coupled with a focus on
responsiveness, enables Inditex to identify and respond to customer preferences as they emerge
(Inditex, 2020).

At the manufacturing and supply stage, Inditex is known for their state-of-the-art
production and warehousing procedures. There are computerized inventory systems that link stores
to factories and have allowed the company to avoid the risk and capital outlay associated with
maintaining a large inventory stock (Vincent et al., 2013). According to CEO Pablo Isla, the
method of sourcing at Inditex is called proximity sourcing, where the company produces the

majority of its products in Spain, Portugal, and Morocco. This allows Inditex to make deliveries






Figure 1

Figures

Customer Demographics by Company at Inditex

Pull&Bear
Massimo Dutti
Bershka

Stradivarius
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affordable fashion accessories
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Figure 4

Inditex Suppliers on the Map

Source: 2019 Inditex Annual Report
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Figure 5
Zara Price Comparison
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evidence-based research

Exhibit 1: Zara's selling prices in South Korea and the US are almost double those in Spain

South Korea ‘— 196
United States '~— 192
China — 178
Russia — 176
Japan ‘— 162
India — 153
Mexico 4— 148
United Kingdom ‘— 147
Poland _ 133
Turkey _ 131
Italy _ 124
Germany ‘— 124
France _ 122
Spain ‘_ 100

0 20 40 60 80 100 120 140 160 180 200
Price Position relative to Spain (Spain = 100)

Source: AlphaWise, Morgan Stanley Resesrch, Zara websites {April 20, 2015)

Source: https://us.fashionnetwork.com/news/zara-worldwide-pricing-strategy-revealed-by-

study,544318.html



Figure 6

Carbon Emissions in the Clothing Production Process

CLOTHING
PRODUCTION

Source: Ellen MacArthur Foundation
Note: Today s clothing system puts pressure on resources, pollutes the environment, and creates

negative societal impacts.



Figure 7

Future Projections of Sustainability

year 2020 >

year 2023 >

year 2025

/ 100% of eco-efficient stores in all formats.

/ Over 25% of garments under the Join Life standard.
/ Total elimination of plastic bags in all our formats.
/ Used clothing containers in 100% of our stores.

| Zero Discharge Commitment, which calls for
the implementation of better wet-processing
throughout our supply chain.

/ The Canopy commitment: 100% sustainable forest
certified garments.

/ 100% of designers trained and specialised in
circularity (Global Fashion Agenda commitment).

| Zero waste from our facilities:
headquarters, logistics centres and
own stores (Zero Waste).

/ 100% of sustainable cellulose fibres,
supporting the responsible viscose
commitment (Changing Markets
RoadMap).

/ 100% elimination of single use plastic
for customers.

/ 100% collection of all packaging
materials for recycling or reuse in the
supply chain (Green to Pack).

/ 80% of renewable energy
consumption in all facilities
(main offices, logistics
centres and own stores).

/ 100% sustainable cotton
(organic, Better Cotton
Initiative and recycled).

/ 100% sustainable polyester.

/ 100% sustainable linen.

Source: 2019 Inditex Annual Report



Figure 8

Inditex Sustainability Governance
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GOVERNANCE AND MANAGEMENT OF SUSTAINABILITY

SOCIAL ADVISORY BOARD

stakeholders in these matters

Body in charge of advising the Board of Directors and overseeing and
controlling sustainability proposals in the social, environmental and health
and safety aspects of our products, as well as the relations with the various

A collegiate body integrated by
external independent experts,
which advises the Company in
sustainability issues

CORPORATE
SUSTAINABILITY
DEPARTMENT

®7

HEADS OF
SUSTAINABILITY
OF THE BRANDS

ENVIRON-
SOUAL - nTaL

PRODUCT
HEALTH AND
SAFETY

Source: 2019 Inditex Annual Report

Note: The Sustainability Committee was created in July 2019



Appendix

Potential Case Study Questions

1.

Zara constitutes over 60% of Inditex’s sales. How can the fashion group create greater
scale of its other brands (Stradivarius, Bershka, etc.)? Should Inditex focus on Zara, its
primary revenue earner, or devote more resources to its smaller brands?

What challenges arise when a firm focuses its efforts on non-market strategy in order to
enhance its competitive advantage?

How has Inditex been able to become the largest fashion retailer in the world with
minimal advertising? How does the group project its global brand image and product

offerings to consumers?
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