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Abstract

Dissertation Title: Zara’s Case Study — Be Big with small things.

Author: Maria Joana Mascarenhas de Lemos

The evolution of technology and the consequent ulysia in present markets led to changes
in consumption patterns and habits of consumergs@hchanges have given them the
opportunity to be more informed, mainly across theernet, thus gaining power which
creates a challenge in companies’ way of competmghe retail or, more precisely, fashion
industry, companies are adapting their strategi¢lis new reality where Zara is seen as one

of the most successful cases.

Zara is considered the best known brand in thedrdbroup, representing a success in terms
of adapting strategies to market challenges. TaAemerpose of this dissertation is to provide
an overview of how Zara achieved the fascinatingesss it is today. The brand is known as a
monster in the fashion world, a pioneer in the fashion concept, which reflects the way
Zara manages its supply chain and the perceptiocorgumers about the brand.

In fact, Zara is defined by the rapid response ah generate and the way the brand
implements the fast fashion concept, giving to aomsrs the perception that if they want or
like something, they need to buy it now. Furtherepatara case study allows an overview on
how good strategic decisions, product managemedt raarketing management can be
essential for a company’s success; and these sewillt for sure, be useful for other

companies that are operating in the same market.
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Resumo

Titulo da Dissertacéo Zara's Case Study — Be Big with small things.

Autor: Maria Joana Mascarenhas de Lemos

A evolucéo da tecnologia e o consequente dinamisyesanercados de hoje em dia levaram a
grandes mudancas nos padrfes de consumo e habgosodsumidores. Tais mudancas
deram aos consumidores a oportunidade de estar@rinftamados, principalmente através
da internet, e ganharem poder criando um desafiorn@a como as empresas competem no
mercado. No retalh@u, mais precisamente, na industi@hion as empresas comecam a
adaptar as suas estratégias a nova realidade,aoddea é olhada como um dos casos de

maior sucesso.

A Zara é considerada a marca mais famosa do Gngitex, representando 0 sucesso em
termos de adaptacdo das suas estratégias aososledafimercado. O verdadeiro objetivo
desta dissertacdo serd proporcionar uma visdo deralomo a Zara alcangou 0 sucesso
fascinante do presente. A marca é considerada unstmmono mundo da moda sendo a
pioneira do conceito dast fashionrefletido na maneira como a Zara gere e sua @adeir
producéo e pela perce¢ao dos consumidores sobaeca.m

Na verdade, a Zara esta marcada pela resposta e consegue oferecer e pela maneira
como implementou o conceito de fast fashion geramaconsumidores a percecao de que
caso estes gostem ou desejam algum dos seus @wodatessitam de o comprar ja. Além
disso, 0 caso de estudo da Zara permite uma vieéal da maneira como boas decisdes
estratégicas, gestao de produto, e gestédo de ingrketdem ser essenciais para 0 sucesso de
uma empresa; e estes resultados serdo, com tedeza; bastante Uteis para outras empresas

gue operantes no mesmo mercado.
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Introduction

The current world where market retailers are oprggain can be described in one simple
word: dynamic. Everything can change from one dayahother because consumers are
changing their habits and consumer patterns. Retaileed to adapt to each change that can
arise — by adapting their strategies, launching mpeaducts, creating a new promotional
campaign, repositioning their brands, adaptingrtpaces etc. Nowadays, the importance of
consumers’ shopping experience is one of the kigds, which in turn creates on the retailers
the desire to improve their store image and pradtictin order to inspire loyalty and

improve consumers’ perception of the brand.

Retailers need to be everywhere — where consumerstiaey will be. They need to be
adaptable to each change that can arise- adaptaig strategies, launching new products,
creating a new promotional activity, repositionitigeir brands, adapting their prices etc.
Nowadays, the importance of consumers’ shoppingmaapce is one of the big trends that
create on retailers the desire to improve theirestmage and productivity. In fact, this is a
successful strategy in creating loyalty and impsogensumers’ perceptions about the brand
and the store that can be an important asset wheapeting in a market like this - full of
challenges.

Inditex is a successful example in terms of adaliyalbto market challenges, mainly in the
last years. Founded in 1985 by Amancio Ortegatémds a Spanish Multinational clothing
company operating in the Retailing Industry. Thejomgy of the company sales are
represented by Zara, “possibly the most innovaaive devastating retailer in the worldIn
fact, Zara - the first successful brand of the @reuis an example of success all over the
entire world, not only because of the constant tmlago meet the challenges of the sector,
but also because the way it can manage its suppiy.cFor example, it needs just two weeks
to develop a new product and to get it into theestpcompared to the six-month industry
average. It also launches around 10,000 new desapts year.

!Source: Louis Vuitton Fashion Director
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Problem Statement

The aim of this research is to understand how Z@es its strategies in an efficient way,
which led the brand to become a leader in the féedtion concept. It has included a deep
study of thee actual profile of consumers allowargoverview of the fast fashion concept
implementation and the influence in terms of Zarsitess model.

- Key Research questions

RQZ1: In which strategy Zara was a pioneer? How it \88rk

RQ2: What is unique about the way Zara communicates?

RQ3: How is Zara using consumers to create value ®ictmpany?

RQ4: How are consumers evaluating Zara? What is tlegzgption of the brand?

Methodology

In order to really understand the topic and ansdWwerkey research questions, | will use two
types of dataprimary and secondary data

Secondary dataorresponds to what has been already collectegh@blished by other people

— Inditex and Zara reports and documents, artjglésgished in magazines or newspapers and
all information collected from Internet that is akdd with my research proposal. It also

includes information about the retailing industmnydarends in the sector; consumer habits;
distribution channels and strategies inside thaagpndustry.

In terms of primary dat# refers to what | propose to collect to deepegnstady and that will
make my market research something more consistest défferent from other possible
studies. | will start by doing an exploratory intew to the Marketing Director of Zara in
Portugal, Dr. Pedro Vidigal, to better understaonavithe company, Inditex, and the brand,
Zara, work and strategies that they adopt. In a&ddita multiple choice survey was created
with questions aimed at possible consumers. Iteacbibp was to enable me to understand
their perception of the brand in general and wleytho to Zara instead of its competitors,
and to clarify if their reasons are consistent \gitlategies adopting by the company.
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1. Literature Review

This section of the dissertation can be view asamoduction to the Case Study section. In
fact, the literature review presents some thealketioncepts that will permit a more complete
understanding of Zara’s Case Study. It will presanbverview of three main topics: 1. Retalil
Industry — general overview, managing of retailnolg and challenges for retailers; 2.
Consumer habits affecting retailing strategy; an&&hion Apparel Industry where it will be
included the concept of Fast Fashion. It startsiftbe most general to most particular topic,
which will be the main focus of the next dissedats part — the Case Study.

1.1. Retalil industry

Retailing is an eventful journey in the life of laopper. It creates a total customer experience
by providing solutions, respectfulness, connectiitfp customers’ emotions and convenience
(Berry et al., 2002). If a business is to be cldss® retailer, its core activity, which accounts
for over half of its total revenue has to come frealling finished products or providing
personal services to the final consumer (Dr.May8hkrma, 2009). Regardless of whether
the firm sells to the consumer in the store, thiotlge mail, over the telephone, through the
Internet, door to door, or through a vending maehthe firm is involved in retailing, which

in turn is the last step in the supply chain (R&thM. Dunne and Robert F. Lusch, 2008).

Many observers of the American business sceneveellgt retailing is the most “staid and
stable” sector of business. While this observatimay have been true in the past, quite the
contrary is occurring today. Retailing includes rgvéving individual as a customer and
accounts for 20 percent of the worldwide labor égrand consumer spending represents
nearly a third of America’s total economy. As tlaggest single industry in most nations,
retailing, or spending by consumers, is necessarybdisinesses to “grow and hire again”
(Patrick M. Dunne, 2013).

For the retailers, an effective brand managemerga#ly important when they are trying to
create a sustainable competitive advantage in #réen Brand strategy is grounded on two
factors: differentiation and brand-added value £Bim®s et al., 2003). Brand management is a
complex task as it involves survival in global catipon and constant growth over the
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world. Branding has become one of the most importmpects of a marketing strategy
(Dr.Shivanan, M.Hungund, 2012). Profitability isrebtly linked with an organization’s

ability to differentiate and brand its products aode of the most important skills that
marketing manager managers must possesses todays bility to build, manage and

enhance the brand equity.

Dr. Gulnar Sharna, Ms. Meghashri Dalvi, (2010) d¢dasthat, in terms of Retail Marketing
Strategies, is necessary to take into account tpaaats: 1. interpreting the needs of
consumers; 2. developing good assortment of thehlmaedise; and 3. presenting them in an
effective manner so that consumers find it easy ath@ctive to buy; and these strategies
involving types, distribution and composition ofa#ing is determined by two major factors:
demographic trends and lifestyles trends. Howebese points need to be always adaptable
to changes in retailing that are arising day afgr. Such challenges are going to be described
in the next topic.

1.1.1. Challenges and trends in Retailing

“Today, retailing is undergoing many exciting chasgand facing the question “What's

Next?” in every single day” (Kotler 2010).

The success in retail industry is all about beiegdy, leaner, and faster to adapt to changes.
The retail strategy needs to be flexible so as aximize profit in the globalized, uncertain
world and having competitive pricing can make ardbrthe business. Some of the challenges
faced today by retailers’ strategies are: individtia consumers; globalization; complex
pricing; supply chain management; online competitiDr. Gulnar Sharna and Ms.
Meghashri Dalvi, 2010).

According to Patrick M. Dunne and Robert F. Lus2008, what is really undergoing in the

retailing business is: e-tailing where retailem@rtsexperimenting various strategies, both in-
store and online because the next generation dintdegy will change the consumers’

expectations of what they demand from their retsiilprice competition arising from the new
tendency of private labels; demographic changeatioge on retailers the need to be more
service oriented; and store size where categolgr&istart being more present.
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In fact, Retailing is considered a dynamic industgnstantly changing due to shifts in the
needs of consumers and the growth of technologgreffbre, in order to survive in retailing, a
firm must do a satisfactory job in its primary rolee., catering to customers (B. Krishna
Reddy, J.Suresh Reddy, 2010). Customer behaviochasyed and nowadays buyers want to
see frequently new stiles (Bruce and Dali, 2008)isTis the result of the new buyers’
behavior, clothes are not used anymore to probecbody from the cold, but to accompany a
personal style and support aimed personality ajppear(Caifeng, 2009).

In fact, consumers are tightening their belts, egtdilers are feeling the pinch. But even in
these tough times reflected in major changes failees, they can win new business and gain
customers’ loyalty by focusing on people who aretheir best customers — and by making
sure they offer what those customers really vakKen(Favaro, Tim Romberger and David

Meer, 2009).

There are several trends for the retailers to @mec challenges that were previously
mentioned. Retailers started to be more serviented (Patrick M. Dunne, 2013) due to the
fact that consumer spending on goods as a shaa®Bftends to decline while spending on
services grows disproportionately. The focus oniaruser experience started to be even more
important since one of the leading problems faced nany retailers is a lack of
differentiation among competitors which leads caonets to view store as commodities. One
way to tackle this problem is to focus on improviihg experience of consumers inside the
store. Integrating multi-network operation is amwttrend that enables an expansion of the
business to the virtual environment and the pdggilio gain market share (Simona and
Raoul, 2008).

Harvard Business Review in 2001 cited five rulestfee retailers match the recession “1.
Focus on customers who are loyal neither to youtaoour competitors; 2. Close the gap
between their needs and your current offering; &WRe the “bad costs” — those producing
benefits customers won't pay for; 4. Cluster yotares according to local similarities and

differences in customers’ needs and purchase bahdvi Retool your processes — customer
research, merchandise, planning, performance marege strategic planning — to better

position their company”. Ken, Tim and David (2008¢ntioned that “Hard times can be an
opportunity to win loyalty from more customers,rease productivity, and strengthen market

position” and retailers are not an exception.
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1.2. Store experience

Whichever the industry is, customer experience imagor tool for achieving competitive
advantage. It is the sum total of feelings peloagtand attitudes formed during the entire
process of decision making and consumption chawwplving an integrated series of
interactions with people, objects, processes amit@mment (Carbone and Kaeckel, 1994;
Berry et al., 2002; Mascarenhas et al., 2006; Meyer Schwager, 2007). Positive customer
experience leads to enhanced productivity, theeetioe best way to achieve this in the retail
industry is by starting to analyze customers’ efgans (Journal of Marketing and
Communication, 2003). Retailer practitioners havweely recognized the critical role of store
design and invest considerably on creating attracéind pleasant shopping environments
(Sitek, 2006). The greater the degree to which stotner experiences satisfaction with a
retailer, the greater would be the probabilityewisit (Wong and Shoal, 2003).

A retall store experience involves activities sashbrowsing, price comparisons, search for
merchandise, evaluating product variety and quabtyd interaction with store personnel
(Terblanche and Boshoff, 2001). Colors, lightingysm, arrangements, ambient scents and
layout influence consumer responses in a varietwayfs (Michon and Chebat, 2004, 2007).
Retailers should create a theatrical retailing mmment; emphasize fun, excitement and
entertainment; and encourage greater customecipation in the retail service experience.
Retailers need to affect every aspect of customx@ereence by properly managing all
possible touch points, store design and layoutkage designs, product functions, employee
training, and shipping and logistics method (Ko#gral., 2009). It has been reported that
store atmospherics — ambience, design, social,ogahsand functional elements have
significant influence on shoppers’ enjoyment, $atison, desire to stay and spend more, and
states of mind (Kotler, 1973; Turley and Millima2000, Baker et al., 2002; Andreu et al.,
2006).

The right store layout might be more important tleser for brick-and-mortar businesses
wishing to stay competitive with their online coergarts, a new study suggests. According to
the study, the optimal layout of a store can samedi be one that makes the shopping
experience as easy as possible for consumershén mistances, it can be a layout that makes
it more difficult for shoppers that works best @albeth, 2013). In conclusion, the layout of
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the store directly impacts how many people will eomto your store, how long they will stay
there, and how well they will move around the stand interact with the stock you have for
sale (Fleming, 2007).

1.3. Fashion Apparel Industry

The fashion apparel industry has significantly ged| particularly over the last 2@ears,
when the boundaries of the industry started to mopgDijelic and Ainamol1999). The
changing dynamics of the fashion industry sincetiseich as the fadingf mass production,
the increase in number of fashion seasons, and fiewdtructuralcharacteristics in the
supply chain have forced retailers to desire logt emdflexibility in design, quality, delivery
and speed to market (Doyle, Moore, aidrgan 2006). In addition to speed to market and
design, marketing and capitavestment have also been identified as the drivorges of
competitiveness in thiashion apparel industry (Sinha 2006). Franks (2@0@gested ‘sense
and respondas the key strategy to maintain a profitable positn this increasingly dynamic
and demanding market. A key defining characteristicra@pid responsiveness and greater
flexibility, in this context, is to maintain closeelationships between suppliers amgyers
(Wheelright and Clark 1992).

Among thevarious reasons changing the dynamics of the fashidustry are the following:
fading of masgroduction, modified structural characteristicghe supply chain, desire for
low cost and flexibility in design, quality, delivergnd speed to market (Doyle, Mooesd
Morgan 2006). This indicates that fashion retaiteas gain a competitive edgethe market
by allying speed to market with their ability toopide fashion trendsapidly to the
consumers, resulting in adoption of ‘quick fashitmreduce the timgap between designing

and consumption on a seasonal basis (Taplin 1999).

1.3.1. Fast Fashion Concept

In recent decades, retailers including Benetton,M{l&and Zara have revolutionized the
fashion industry by following a strategy knownfast fashion It describes the retail strategy
of adapting merchandise assortments to current emeérging trends as quickly and

7
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effectively as possible. Fast Fashion retailerseheaplaced the traditional designer-push
model — in which a designer dictated what is “intmth an opportunity-pull approach, in
which retailers respond to shifts in the markethwaitjust a few weeks, versus an industry
average of six months (Donald Sull and Stefano dnir2008).

Nowadays, the big fashion houses have main callestipre-collections and flash collections.
Style changes faster than ever and new trends gpiokly in and out of fashion
consciousness, with a ready host of celebritiesaridic figures to buy and promote them.
Globalization compounds these challenges as retdilem around the world compete with
each other and race to shorten lead-times. Hawmgtrends in the shops earlier is the key to

scooping more customers.

For retailers that get fast fashion right, the bésmiean be enormous. Fast fashion chains have
grown faster than the industry as a whole and dauzarket share from traditional rivals. In a
challenging European retail climate, these comgaame expanding their sales and profits
over 20 percent per year. Their share of the damagparel market (measured by sales value
at retail) has grown from virtually nothing in th®80s to over 20 percent in Spain and 5-10
percent in the United Kingdom, Germany and Frarast fashion leaders typically earn
higher profit margins than their old-guard comme#t averaging 16 per cent, versus 7
percent for the typical specialty-apparel retai@onald Sull and Stefano Turconi, 2008).
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2. Case Study

2.1. Introduction

Amancio Ortega started in 1963 as a clothing manufar founding Inditex Group, a
Spanish multinational clothing company headquadténeSpain. Over the span one decade,
his business grew steadily and Ortega owned nowrakvactories, which also distributed
their merchandise to other European courftri#gara was the first of the Inditex brands to
become well known, when in 1975 the first Zaraestopened in Coruia, Spain, where the
company’s headquarter still is (Exhibit 1). Fromstlyear on, Inditex kept on growing,
opening new stores and creating new brands, net#ing and always wanting to be better.
Today, Inditex group is known worldwide and Aman€dega is the third richest man in the
world. Everyone wants to know the secret that keldompany to what it is today. The case
study that is going to be presented intends to enswd understand how Zara is using some
strategies to be the success it is today, and wfsep how it also lead the entire company to

the same level of success.

2.2. Inditex Group

Inditex Group, one of the world’s largest fashietarlers was founded by Amancio Ortega in
Corufa, northwest of Spain. Inditex is represernited.104 stores around the world and is
composed by eight different concepts of brandsaZerd Zara Kids, Zara home, Pull&Bear,
Massimo Dutti, Bershka, Stradivarius, Oysho, anerglte (Exhibit 2 and Exhibit 3).

Today, the group is present in the world’s mostangnt cities, always in major shopping
areas and it is composed by more than 6104 star@&6 imarkets worldwide (Exhibit 4).
There are around 4,400 stores in Europe and alZ080 in Spain alone and Inditex’s main
rivals are way behind. For example, when comparigh ité¢ big competitors, Arcadia Group,
which owns Topshop, among others, has about 3,f@ssworldwide; H&M, based in
Sweden, has 2,500 (when you include its smalleslof stores); and Mango, based in Spain,
2,400.

2 Source: Inditex official website, www.inditex.com
% Source: The New York Times, (201Bow Zara Grew Into the World’s Largest Fashion Reta
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The majority of Inditex’'s manufacturing is done tine factories it owns or close to the
company’s headquarters, in Europe or Northern Afriche company owns factories in Spain
and outsources production to factories in Portugdhrocco and Turkey — typically
considered to be costly labor markets. The resttofclothes are produced in China,
Bangladesh, Vietnam and Brazil, among other coesltri

One of the main competitive advantages is baseth@ract that the company controls the
entire fashion process as well as retail. In theatée and fast changing fashion world, it
prioritizes time-to-market through vertical integoa, implemented in all the brands, and it is
involved in all stages of the fashion process: glgsmanufacture, logistics and distribution to
its own managed stores. The group designs and manués almost everything by itself and
one of its points of differentiation is based ore thentralization of its supply chain

management.

Inditex has grown dramatically in recent years (Bilb), achieving consolidated turnover of
15,946 million euros in 2012, and net profit of @.3million Euros. In September 2013, the
group generated 10,000 new jobs creating a totaiben of employees of 122,579. An
investment of €450 million in commercial and logstareas alone created more than 1,500
jobs in Spain. The group has kept on growing atgl ishreflected by the opening of 95 new
stores only in six months, achieving a total 0f08, tores in the 86 markets it is operating

Picture 1:Results of Inditex million of Euros (from 20082612)

Sourcelnditex annual report 2012

& Net profit @ Operating profit (EBIT) @ Operating profit @ seles
15946
13,793
12,527
10,407 11048
3913
2,966 3258 317 7Y
1253 1609 2,157 {aia) 1720 2:3:4 1732 2,280 P 1932 2522 P 2,361
2008 2009 2010 2011 2012

“ Source: The New York Times, (201Bow Zara Grew Into the World's Largest Fashion Reta
% Source: Inditex annual report 2012
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In terms of sales, Zara’s sales account for moas tlwo-third of Inditex’s sales and the
number of Zara’'s stores represent one-third ofcthrapany total number of stores. It is not a
secret that Zara, being the largest brand in tlwigrrepresents a successful brand that serves
as an example for the all other Inditex’s brantience, the next topics will focus on this ‘big
brand’ of the Inditex group with one propose: ustind what is the model used by Zara to
reach the success it is today and if this modell=mapplied by other companies to achieve

the same success.

2.3. Zara since the beginning

The journey of Zara began in 1963 when it begaa st®all women’s wear manufacturer. The
visionary Amancio Ortega, opened in 1975 the #iata’s store in the main street of Corufa,
located in Spain. Zara was initially called “Zorbafter Zorba the Greeka popular movie at
the time but there was a bar with the same namesavibavner implored Inditex’s CEO to
change f Ortega rearranged the letters and gave the n&Zme™ to the brand — the first
store offering higher fashion clothes and low ptipeoducts. Zara was born as a success and
came to make the difference in the retail sectarenprecisely, in the fashion industry where
the brand main competitors are represented by H&M Mango (Exhibit 6). Inditex has not
had to do almost nothing for the brand start talmiccess at a world level because Zara’'s

growth was unstoppable since its first store wasnegd.

The store’s success was so great that in lesslihgrars other stores were opened in Spain’s
major cities. At this time the stores were alreadifing men and women collections aligned
with major global trends, literally opening the \Wbof haute couture to the wealthy social
classes. In fact, the company began the procesbasfging the design, manufacturing and
distribution in order to reduce production timeddahus respond quickly to newly emerging
trends, which drew instant fashion.

The company had been growing with quietly adverggsuntil the 80's when it began its
international expansion, flooding the market witlsg modern design and affordable prices.
In late 1988 the company opened its first stof@arnto (Portugal), a year later jumped to New
York, then came Paris (1990), Mexico (1992), Gre€r@93), Belgium, Sweden (1994),
Norway and Israel (1997), Germany, Holland and Brait in 1999.

® Source: Flare, (201350 Inside Zara’'s Locked Down Headquarters in Spain
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Zara’s most important step towards internationglagsion was given on April 10, 2002,
when it opened its first store in Milan, the woddpital of fashion. A three-storey former
cinema in the most commercial street of the citysvehosen to open it. Success was
immediate. Under the motto of being a fashionalvle mnovative brand with competitive
prices, it prospered and became a giant in thal reator, conquering markets in many
countries, completely outperforming the competitiom 2005, Europe’s chic principality of
Monaco, surrendered to the charms of the Spanafdbr Zara - by winning its first store.

Recently, in 2010, Zara launched for the first timevebsite and facebook page to become a
global e-commerce force (Exhibit 7). In the begngithe brand opted to launch the website
in Spain, France, Italy, Portugal, United Kingdand Germany since together they represent
40% of Zara’s salésIn the same year, Zara achieved for the firsetmore than 11 billion
euros which can be consider a reflex of the brandis strategy. In 2011, one year after the
launch of the website, the online store was avilabl6 European countries and, in 2013, it
has achieved so far online sales of over 600 mikioros, almost double that of 2612

Nowadays, Zara, who became a marketing case umaeissl in the segment, is known as
the machine that makes fashion. After 38 yearsa £antinues to expand its empire, opening
new stores in emerging markets and developingigitati strategy. In 2012, Zara opened 120
new stores, reaching 1,934 stores in 86 countciessa Europe, America, Africa, and ASia

Picture 2: Evolution of the number of Zara stores betweerS82eitd 2012

Source: Inditex Annual Reports, 2008-2012

1803 1934
1608 1723
! I I
2008 2009 2010 2011 2012

" Source: Inditex Annual Report 2011
8 Source: Inditex Annual Report 2011
9 Source: Inditex Annual Reports: 2008, 2009, 2@01.1, and 2012.
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It also launched its website across new importarkets such as China, Russia, and Canada,
operating now in 21 countries via online. TodayraZas repositioning its brand which
consists in change the concept of the stores tatera differentiated experience for the
customers and match the brand competitors, maapsesented by H&M and Mango.

2.4. The secret for the success

2.4.1. Finding an opportunity

Today, consumers are no longer loyal to their thiagd easily change if they perceive that
something is better. Any change in the market dao kad to consumers changing their
demands. Nowadays, consumers are better informaid/ynacross the internet, which allows
them to compare everything they want in terms afgsrand in turn to make better choices.
Due to that, consumers started to be more seleabwat what they are going to buy, and this
fact started to change the way companies reactazk ghey were losing power to the

consumers.

Consumers, because of the power they are gainmegalao more time efficient. They are

changing the way they view time. For them, timedmee a precious thing in everything they
do and it created even more demanding consumeren\Whiey want something, what they

expect from the market is to have it in the smallasount of time possible and through

whatever channel they choose. This representslerga for the companies because if they
cannot respond to their demands, consumers anagvitl replace by those who can do it.

As we understand, consumer demands are no longiele sbn the contrary, they change as
fast as technology allows. Consumers are usingetsy access to information through
communication technologies to transform the sumpigin into a network of partnerships.
Nowadays, consumers are constantly connected hathvbrld and talking about their needs
and desires. They talk about new fashion trendseaigeérly wait for the next collection and

share it into fashion magazines, blogs, social en¢like facebook) and forums. Most of the
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companies usually use this information to adapir thellections butZara is doing it
differently because it finds an opportunity in consumers’ ts#bi

2.4.2. Pioneer in the Fast Fashion Concept

Through these years of expansion, Zara has alwepyfsits focus in terms of strategy. In fact,
Zara has a commitment to itself: instead of beifga fashion brand, be a fast fashion brand
that can quickly adopt the higher fashion stylesamtunbeatable price. Because, the fast
fashion industry is always changing and companiesfacing increased challenges in terms
of predicting what is going to happen in the markeira bases its strategies on being as quick
as possible in terms of response to market anducogis’ demands.

Inditex is one of the pioneers in tliast fashionconcept, which essentially consists on
imitating fashion trends, producing it rapidly amith a continuous innovation, which can
generate an increase in the profits. Every singke of Inditex’s brands, Zara, Zara Home,
Bershka, Massimo Dutti, Oysho, Stradivarius, PullB&ar and Uterque, follow the Zara
template: inexpensive products when thinking imeof price/quality, always trendy, sold in
fashion and modern stores that are capable oficgetiie feeling of a different experience

when customers are there.

Over the years, Zara started to be considereddeidaa the fast fashion concept and in the
industry because the brand began to change thefastdustry with a new concept: instead
of designers predicting what the customer will wané customer chooses what will be sold.
Zara has more than 200 designers aware of thet latesds in the market, making
international trips to understand what fashiondeeare on a global scale. Zara’'s success is
also related with the rapid response accordingusiomers’ trends in the fashion segment.
Thus, Zara designs and produces a new collectiocetar week, and distributes it to each
single store in the world, spending 24h to arriveheé store is located in Europe and, 48h, if
the store is located outside Europe. These cadlestare not big since the goal is to sell them
as fast as possible to prevent pressure, by cdlsfaonmoting them and forcing consumers
to go to the stores on a regular basis. Zara warg#/e to its customers the perception that if
they want or like something, they need to buy ivno

YSource: Consumer Channel Dynamics, (2013), TheeSBehind Zara's Success. Available at:
http://consumerchanneldynamics.wordpress.com/2Q12Z30he-secret-behind-zaras-success/
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“They broke up a century-old biannual cycle of fasti’ Golsorkhi says. “Now, pretty much
half of the high-end fashion companies” — Prada laodis Vuitton, for example — “make
four to six collections instead of two each yearafls absolutely because of Zara’In fact,
when the concept of fast fashion arose, was not data that had to change their way of
competing. Other companies chose to adopt the samplate, while others preferred to
maintain the same business model. Because ofthgatompetition had changed. Benetton is
no longer the biggest competitor, making H&M a meuéable competitor for Zara. That is
why it is important to understand how Zara is usisgousiness model as a way to compete
and to maintain the lead in the fast fashion market

Every day, more companies such as H&M and Mangargireg to follow Zara’'s template but
the strategy used by the Inditex group is not &ahito sell cheap and fast fashion clothes; it
also involves a new concept that forces peopleswtheir money with a different manner.
Zara wants to create impulse purchases — forgehwkeeple used to save to buy a special
clothing item at the end of the month, because tbalonger happens. They cannot do that
anymore otherwise they will lose that specific itesnce collections are ever changing.
Consumers are one hundred percent engaged in shda&hion concept and they are not
buying something in Zara because they love it, @x@ydoing it because it is cheap and they
are going to lose an opportunity if they do not fuyow.

2.4.3. Manufacturing and Distribution

In order to maintain a competitive advantage, apospd to other fashion brands that
outsource their production, Zara developed a \adrtidegration model, that includes design,
just-in-time production, marketing, and safesand also by concentrating all distribution.
50% of Zara’s products are manufactured in Spaf ih the rest of the Europe, and 24% in
Asia, Africa and the rest of the world. This is whaakes Zara different from the
competition, which usually has the entire productim Asia. Zara makes the most
fashionable items, which represent half of the camyproduction, in Spain or Portugal. Only
clothes with longer-period of life, such as basshirts, are outsourced to low-cost suppliers
in Asia.

11 Source: The Sole PurseSuit, (209ra Named Number 1 Fashion Bra#dailable at:
http://www.thesolepursesuit.com/home/category/Prada
2 Source: The Economist, (200Egshion Forward
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This model helps Zara to achieve the goals thaetitfor itself: having a system with short
lead times; decrease quantities produced to decreasntory risk; and increase the number
of available styles and choic€s The vertical integration chosen by Zara is vievesda
differentiation factor because it creates flexipiland efficiency that helps with matching
competitors and creates a unique value proposibffar new clothing styles always inside
the most fashion trends as its competitors, butcbélifferent in terms of speed and more
accessible prices. Zara only needs two weeks taoldite a new collection — if the destination
is outside Europe; one week if it is within Europ4tile its competitors spend on average six

weeks.

For Zara, what makes a collection unique is notghee but the short time it remains in
stores. As it has already been mentioned, Zaranstantly updating its collections to create
the desire for its consumers to go into the stane; through the vertical integration, Zara can
combine efficiency in response times with low voksyof items in each collection which
leads to lower costs and more efficient productiba. piece of a collection is a success and
sells well, it does not mean that Zara is goingproduce million of copies. Instead, this is
what the brand does differently: Zara analyzes thig/kind of item has pleased its customers
and starts thinking about how to take advantaget @i a different version in a future
collection.

In terms of production, Zara produces around 11@@8rent items a year, whereas its big
competitors produce between 2,000 and 4D@)y doing so, Zara radically changed the way
fashion brands operate and most of them under&arals strategy of “no longer revolving
around key pieces, but a constantly updated flomeaf looks” and they are also adopting it.

2.5.  Communication Strategy

One Zara’s biggest cost advantages while compatrimgth its competitors is that it was to
achieve the success and the lead without tradltemhaertisement. Unlike its competitors, like
H&M, which uses common advertising claims with famsostars, Zara advertising is
something that no one is accustomed to see, speratify 0.3% of total revenues on

B source: (October 30, 2013), Zara’s Business Model, Information and Communication Technologies, and Competitive Analysis
4 Source: Danye Luo, (2008)ow to manage a brand to be strong: a study of Zara
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advertising and marketing, which is considerablgsl¢han its competitors who spend on
average 3-4% of their total revenires

In fact, Zara centralizes its marketing in the aetothemselves, locating its stores in
strategically places - main streets or main centers order to create a more visible
marketing; because it would not make sense to emdterts for each collection, as most of
them have a duration of only a few weeks and anédd in number of pieces. In terms of
traffic, the short product life cycles helps to re@se the frequency in visits, because
consumers are used to visit Zara stores on a wéaldig since the presentation of new items
IS a constant event. Zara is more worried abouéshing in store layouts to maintain the
trendy image, which are tested in the pilot stavieich will be referred to subsequently. In
truth, Zara compensates for the lack of the investnin direct marketing with the effort to
attract not simply customers but loyal customehspugh the investment in image/brand
marketing. According to Zara, consumers are logakhe luxury brands and not, to the
popular ones, and for this reason Zara believesitivesting in the business makes more
sense than investing in the brand.

It was only in 2010 that Zara launched its onliteres in Europe, as it was already mentioned.
All products are sold at the same price as in tbees. Inditex’s Deputy Chairman and CEO
Pablo Isla highlighted "the strategic significammé¢his new commercial initiative, which is in
keeping with our ongoing effort: to offer our cusiers the best service possible. Internet and
the world of social networking are indispensabl®ldoand extraordinary channels for
communication, and fit perfectly with our Grouptalpsophy".

2.6. Store Management

The stores are one of the main competitive advastad Zara that adopted a strategy where
they are always located in the main streets or@hgpcenters to create visibility marketing.
Decoration and architecture are fundamental sitmes are the company business-card and
the meeting point between the trend and the stothea decoration. Zara invests heavily in
their store layouts to create the same layout wode, testing it always first in its

headquarters in Spain. Zara has a pilot store fxB) which serves as model to maintain all

15 Source: Fibre2Fashion, (201R)p advertisements strategidszailable at:
http://fashiongear.fibre2fashion.com/brand-stomgzadvertisements.asp
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the stores with the same characteristics, decoratl architecture. Zara’s designers conduct
all experiments — lights’ colors, clothes’ positiogn in stores, and departments’ division - in
this pilot store and take pictures of it to sendilicstores. The goal is to create a standard in
the brand whereby people recognize Zara as Zartewdrapart of the world they are.

Zara changes every five or eight years the linessdadtores, repositioning the brand in terms
of image. It was in 2012 that Zara started a ngoseioning but, this time, the process was
different. The brand used this as an opportunityad@ big investment and advertise the stores
spectacularly. The new line of stores begin whemaZ#hoose The Fifth Avenue, in New
York, to opened the first store. It was, clearlynarketing strategy that, of course, attracted a
crowd of people. This store has 3000 m2 distribueithree floors and represents the largest
store of Zara in United States.

This new concept of stores is based on improvectiskomer’s experience and potentiate the
product. Zara brought with the new image more glanside the stores through the use of the
white color and by placing the products in cleatgpartments to allow the differentiation of
collections (Exhibit 9). The brand expects to finthe process of repositioning in nine years
which creates some challenges for the company. Menwéoday, Zara is not worried about
the future but in overcome the competition Manggeserating by reducing its prices.

2.7. Consumers as Feedback

This point could be mentioned just as a part oBZabusiness model, but due to its relevance
it deserves to be singled out. | am saying it beeatican be considered a key success factor
since Zara uses consumers as a feedback with @tengmind: to be as good as possible in
all the points that were mentioned previously.

Indeed, Zara sees customers as a source of ingpiahce they know what they want and
Zara simply follows these desires. In fact, theyegihe true inspiration to create fashion-
trends. Zara’'s professionals also need to be inréme of the moment, they need to talk the
same language as their customers, and they ne@aderstand exactly what they want even
when it is only possible through client’'s obserwati Zara’'s employees have a direct
communication with the clients; they are alwaysatart in terms of what they look and what
they want. The truth is that Zara’s clients do fodfow the normal pattern of consumption.
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They go to the store on a weekly basis, lookingstmmething new, since Zara is the brand

where consumers go to ‘kill' their desire of purs@aomething new.

To better fulfill this commitment, Zara uses clierds source of feedback to the company
adopting the shape of the clothes to the profileésotlients. This feedback works on a global
scale, almost like a web of information betweentladl different stores. Each store has the
responsibility to gather the relevant feedback iafakmation from its clients and two times a

week they share with the other stores scatterashdrthe world. This allows the company to

increase efficiency each week because if Zara pexehat, for example, Portugal prefers

one model of skirts a little bit shorter but Rusprafers the same model a little bit longer
because its culture is more conservative, Zaraoisggto adapt this model of skirt to each

country. What happens next is that it needs torbdyzed again, in Spain, and sent out to
each country in 48h, maximum. This makes the di¢hé number one of the company and
they feel it when they want or desire something waitlout realizing how, it appears in the

store on week afterwards. This process is sometdingzing because not only helps the
company to be more efficient and productive bub a€reases the loyalty of the clients and
makes them feel good.

The importance given to customers as a way to stelet how to be more efficient in Zara’s
business model, gives relevance to the marketngséaat will be present in the next chapter.
Thus, the next dissertation’s chapter will show somasults and conclusions related to
customers’ perception about the brand, the stedeglopted by Zara and the competition as

well.
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3. Market Research

3.1. Samples Analysis

The survey was composed by 23 questions: 20 quesiith close answer to achieve
standard conclusions and 3 open answer questioes Whs supposed to achieve specific
conclusions. It was completed by 194 valid respsrisem a diversified universe. From this
moment, the 194 responses will represent 100% @fcimsumers and all results will be
presented in percentage because helps to comparksrdn terms of characteristics of the

sample, it is possible to conclude the following:

- 61% females and 39% males (Exhibit 10a);

- 6% were under 18 years old, 77% were between 182&ngears old, 6% were
between 26 and 30 years old, 6% were between 32@nydars old and 5% were over
40 years old (Exhibit 10b);

- 70% are students, 3% are unemployed, 6% are s@llbged and 21% are normal
employed (Exhibit 10c);

- 90.57% are from Lisbon, 2.87% are from Coimbra%2&re from Santarem, 2% are
from Porto, 1.3% are from outside Portugal (Amstend Sdo Paulo, London) and
0.8% are from Setubal (Exhibit 10d).

3.2. Results

The results will be divided into three topics. Tintst one demonstrates conclusions related
with customers’ habits in order to better underdtan which categories they spend more
money and how frequently they go to stores, thersd@ne concerns the evaluation of the
brand where customers were asked to answer somsetiange in terms of image,
characteristics and experience inside the storallj the third topic will compare Zara with
general stores and with the competition, which afitbw a better comparison with what has

been mentioned in the case study approach.
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3.2.1. Consumers’ habits

Before analyzing consumer habits in Zara concretély survey had a first question which
aim was to understand where consumers usually gkaipally, 66% of consumers prefer to
shop in shopping centers, 28% in street storeK&man the internet (Exhibit 10e). In terms

of consumption at Zara, some conclusions arise:

0 77% of the total consumers shop at Zara and fragrtokal (Exhibit 10f):

- 79% are women, which represent 96% of the totalainen; and 21% are men,
representing 40% of the total of men.

- 56% consider Zara as the favorite store

- 61% do not visit the website (www.zara.com); 35%it\he website but do not do
shopping; and 4% visit and buy on the website (EkHAiOg). These results were to
be expected since the website is fairly recentjnigaenly been launched by the
brand in 2010.

Regarding the shopping exclusively done at Zarawhich means that we are considering
only 77% of total consumers, 80% usually shop & wWwoman segment, 23% in the man
segment; and 6% in children segment (Exhibit 10hjerms of shopping habits, some of the

results will be commented and represented below:

Frequency per month Money spent by frequency
40% 60%
50%
30% -
40%
20% - 30% -
20% -
10% -
10% - .
O% . O% . T T T = T 1
<1 1 2 3 4 >4 <25€ 25-50€ 50-75€ 75-100€ >100€
Picture 3: Frequency of visits to the store Picture 4: Money spent by consumers per store visit

Even these results have been a surprise becauseiZauppose to be ‘the store where
customers go in on a weekly basis’, it is importanhave in consideration that almost all the

public that answered the survey were Portuguesk Pamtugal is undergoing a less positive
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phase where consumers feel compelled to changeabits and shop less frequently than
usual. One thing that will never change is the walege of choice in Zara’'s stores, where it is
possible to find clothes for different occasiongt® are clearly aimed for consumers that can
really relate to Zara, but others are not so olsjisuch as sport clothes.

Which kind of clothes consumers are looking for?

0,
100% 59%
80%

60% 10

40% 5%

20% 18%

(0]

0% . . . . — .

Work clothes  Clothes for Sport clothes Casual clothes  Shoes andAll of them
specific events accessories

Picture 5: Type of clothes consumers are looking for at Zéoees

Something important to retain is the fact that Zsragrowing in the professional sector,
starting to compete closely with some of the bratidd are more focused on this sector
because consumers’ perception about the qualBact’s clothes is also growing.

3.2.2. Evaluation of the Brand

Here, consumers were asked to evaluate Zara’'satbastics and image when comparing to
other stores where they can answer that Zara iseyequal or better than others. They were
also asked about shopping experience, where thalaed what are the most valuable
components regarding their experience with Zara aviich ones have room for

improvement.

- Zara’'s characteristics

The majority of consumers consider that Zara isebeegarding availability of trendy clothes
(56% of consumers) and clothes to all occasion%e(65consumers) but it scores almost the
same as others brands in all of the other chaisiiter This means that Zara scores almost

the same as far as the other characteristics areegwed: finding what they want, good
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service by employees, organization of the stor&depents in the store, stores’ design and
constant update of new clothes or entire collestidtegarding the price and quality relation,

consumers consider Zara to be worse than competilonsumers are conscious about Zara
as a fashion store but not so conscious in ternesefof the main value proposal of the brand
— the constant update of clothes (Exhibit 10i).

- Zara’'s image

In this part, consumers were asked to answer, dicgprto five different adjectives,
concerning Zara’'s image as a brand, if Zara isebettorse or equal comparatively to other
similar brands. The results, demonstrated in abéetbelow, allow us to conclude that, in a
general scenario, the Zara’s image is good in j@s ef consumers, even when they value
more the fashion design and the organization oftbee.

70%
60%

50%

Worse
40%
30% _ mEqual
20% —  ®mBetter
10% —
0% - T T . .

Innovative Cozy Fashion Organized Young

Picture 6: Evaluation of brand image: Zara and general stores

From the total of consumers, 98% consider thatrtfage goes according to what the brand
wants to represent, which means that only 2% o$eomers have a negative opinion about it.
Although, they are of the opinion there is a nemdriprove some aspects of the image such
as: organization/stowage mainly during promotiomes; having more accessible prices; more
personalized attendance; improving design, whidbeisoming less attractive with the black

and white; have more variety in terms of ties amoles for man; have larger sizes for heavier
people; and be more innovative in the way theyethe products.

- Zara’'s shopping experience

The perception of consumers about one brand isyaiaarked by the experience in the
store: a positive shopping experience can greathease consumer spending in the store.
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For Zara’s consumers, the main positive charatiesis their experience are the success in
returning clothes and the organization of clothgsieépartments. However, they continue to
insist on improving the personalized attendanceeimployees and confusion of the store,

mainly in sales period (Exhibit 10j).

3.2.3. Zara and the Competition

This part of the survey has a specific goal: companat weighs on consumers’ decisions to
shop in general and in Zara stores and understdmchwhe main competitors of the brand
are. In truth, the major reasons that drive consare want to buy are the same in both
scenarios but with different weights

Reasons that drive consumers to the stores
100%

80%

60%
40%
20%
» 1= -

Promotions Accessible Proximity New clothes Vriety of Brand Always Only when |
Prices  from other every week clothes loyalty found  donot find
places something in other
thatl need  store

EGeneral = Zara

Picture 7: Reasons driving consumers to the stores: Zar&anéral Stores

Analyzing the table above it is possible to conelutiat for consumers the existence of
accessible prices and the fact they can alwaysdamdething they want are the main reasons
to shop in both situations. Once again, resultsvsihe lack of perception or little importance
given to the update of clothes each week.

18 Note: In this part of the survey consumers camvanswo different hypotheses and a higher numbeonsumers answer

each question comparing to the previous results.
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In terms of competition, the survey came to confsame facts by asking consumers which

are the main brands where they usually shop, roatexting for Zara.

100%
80% — — —  m9% of consumers
60% +—— — — — — — — Female
40% - — — — — — — Male
20% - — 1 — ——— — [Zara'sconsumers
0% - T 1 T _I T I )

H&M Mango Massimo Pulland Bershka Springfield
Dutti Bear

Picture 8: Zara main competitors — by gender and by Zara’'sworer

Indeed, H&M and Mango are the main competitorsZara and the point is that almost all
consumers shopping in these two brands are alssZeonsumers. These are immediately
followed by Pull and Bear, Massimo Dutti, Bershkal &pringfield, where only one of these
is a direct competitor since the other three amt glainditex Group. Springfield reflects a

threat in the man segment creating an opportuoity&ra to improve on it.

Because consumers of these other brands can b&aias consumers, there was a need to
ask more questions. Graphics below allow a betteletstanding of the following point: if
consumers consider other brands’ clothes subgtititeomplementary of Zara’s ones.

Substitutes Complementaries If replace, what are the reason:

Neither one nor another 60%
50% -
40% -
30% -
20% -
10% -

0% -
-10% ) & zf‘\ > >

22 25%

53%

Picture 9: Evaluation of competitors’ brands Picture 10: Main reasons for competitors replace Zara
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4. Conclusions

Zara is one of the brands that compose the Inddeup - one of the world’s largest fashion
retailers. The brand opened its first store in 19n8 was an immediate success with its
fashionable clothes and a low price policy. Evacsithen, it never stopped to growing.

Today, Zara is considered a reference in the fashmrld and represents 60% of Inditex total
revenues. This is due to the fact that Zara, tob@market challenges, started integrating the
brand in thefast fashion concepthrough imitation of best known fashion trends hwit
incomparable prices. With it, the big differencevien Zara and the competition is the
following: Zara, instead of investigating what comgers want, investigates fashion trends
and follows them.

4.1. Main outcomes

The main objective of this dissertation was to ustind which key success factors lead Zara
to be a global leader in the fashion industry. His tcase, being a leader is related to an
imposing differentiation in terms of strategy byntalizing and having a well-organized
supply chain. To achieve the dissertation objecéimd better understand the case study of
Zara, | purposed to answer four key research gquesti

Research Question 1In which strategy Zara was a pioneer? How it worksn terms of

production and distribution?

Zara decided to be a pioneer in tfest fashion concepafter it found an opportunity
represented by the change in consumers’ habitsorsists on imitating the best known
fashion trends with incomparable prices and dovthtis a rapid response always according to
what consumers want in that moment. Each one afelxidorands follows the template of
Zara, being always trendy and capable to createmapletely different experience for
consumers. Today, Zara is consider as a monsteahenfashion industry and also the
competition, mainly H&M and Mango, are trying tollfav the brand. They described the
main advantage of Zara being its rapid response Bacapable to generate clothes, always

according to consumers’ trends at that moment.
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In order to maintain a competitive advantage, Zaperates according to the vertical
integration which represents one of the main acgeg for the brand. Whereas, the
competition usually has their production concemeilah Asia, outsourcing it, Zara centralized
more than the majority of the distribution stepshia same physical space, Spain or Portugal.
It allows the brand to be more efficient and flé&ilin three points: lead times, quantities
produced and number of styles available.

In fact, Zara has 200 designers responsible foergstanding what the global fashion trends
are and for designing a new collection twice a wegkra produces more than 10,000
different items a year, while competitors only haapacity to produce between 2,000 and
4,000. These designs are also distributed to €ach, $o0 different points of the globe, twice a
week. After the implementation édst fashionconcept, for Zara it is no longer the price that
makes a collection something unique, because simes in the business model come to
substitute price’s importance.

Research Question 2What is unique about the way Zara communicates?

The way Zara communicates to the public is basedrm thing: communication without
traditional advertising. This represents a strooigpetitive advantage for the company since
Zara only spends 0.3% of total revenues in adwegtisnd marketing, whereas its competitors
usually spend on average 3-4%,

In truth, the traditional advertisement is not atpaf Zara’s business model since the
company centralizes the marketing in stores tharasglocating them in strategic places to
create a more visible market. As far as Zara isenred, it does not make sense to create
advertising campaign for each collection givenghert duration in stores and their constant
update. Zara is more worried in creating an outsten shop experience through the
investment in everything related to the store, sashdesign, colors, lights, and disposal of
products.

Zara has already proven to everyone that consuanerssed to visit the brand’s stores on a
weekly or monthly basis due to the constant updateew collections or items. At this point
in time, Zara wants to increase the number of l@pasumers instead, and for the company
“‘consumers are loyal to the luxury brands and oothe popular ones”, which made the
company believe that investing in the business makere sense than investing in the brand.
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In this case, it means investing more in the séxperience for consumers than in advertising

the product.

Research Question 3How is Zara using consumers to create value for theompany?

As far as Zara is concerned, consumers make tliehegpen in the efficient way it was
described. Consumers are even more important timobemented strategies or ways to
compete, being the trump of the business. Zara csesumers as a source of inspiration
since what the company produces is dependent ohtidyawant to see in stores. Consumers
are the source of inspiration for the company, Wratlows it to create fashion-trends since
Zara realized that to be a success in the eyeshefs) they do not need to invent anything,
only follow what the public wants from them.

In this process, the management of the storesremjaispecial attention because that is where
consumers show exactly what they desire. Zara'sl®maps are trained to be aware of
consumers in their shop experience because whatiowers ask, say or complain is important
to what comes next. The feedback collected by eyagle in one store is supposed to be
shared with all the other stores scattered arolmaavbrid on a weekly basis, where each store
works as a web of information. It helps the compartyease efficiency by adapting models
of each country to the feedback of consumers insdm@e country and their cultures and
makes clients the number one priority of the comypas they feel that Zara is ‘their shop’

because it offers what they want even when theyarexpecting it.

Research Question 4How are consumers evaluating Zara? What is their grception of
the brand?

In the Market Research, 194 consumers were askadsiwer a questionnaire where the main
objective was to understand their perception altara and how they are evaluating the
brand. The majority of consumers pointed as reasorshop at Zara two characteristics:

trendy clothes and clothes for all occasions. Tihestjon about the shopping experience at
Zara was a surprise in terms of results because, cémsumers, the main positive

characteristics they chose were the success imnetuclothes and the organization of clothes
by departments, and a really small number poirfteccbonstant update as an important factor.
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In terms of brand image, which reflects the effartommunication between stores, 98% of
consumers consider the image is according what Wards to transmit, while the remaining
suggests some points that need improving, for el@n@aving more accessible prices, more
personalized attendance and less confusion durirgngtion times. From previous
interpretation of the results, two conclusions bandrawn: consumers are always expecting
more from the brand and they do not really percéhe constant update of clothes in the
store. However, it can be part of the strategygesidara wants to create on consumers the
felling of being special; the brand can also hdeegdoal to not demonstrate why they feel so

special.

For consumers, the two big reasons to shop in argkstore are the same that lead them to
shop at Zara, and these are: the fact they alwaydiod something that they need and the
practice of accessible prices. Regarding the catigget no doubts remained, because
consumers confirmed that H&M and Mango are Zarag@nntompetitors. However, it is
important to mention that more than 94% of consgnséopping in the competition are also
Zara consumers and regarding the remaining consuitiEre are two things that make them
chose another brand as a substitute for Zara: prnidequality. In conclusion, consumers give
more value to the quality of the shop experiendlect=d in its efficiency and time spent in
the store but they are not giving a lot of impoceno the constant update of clothes, since

they start visiting stores less often than usual.
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5. Limitations

The market research played a very important rot@isidissertation giving the opportunity to
draw relevant conclusions and understand how coaessiperceive the brand. However, some

limitations may have influenced the final results.

The first limitation is related to the fact that madhan 90% of respondents are from Lisbon.
The fact that all answers came from Portugueselpeopy have created ambiguous results
since Portugal is currently going through a cngisere consumers do not have any power in
terms of consumption. Then, despite efforts tomemmsumers from different age groups, the
survey was represented mostly by generation y, woess between 18 and 25 years old,
which have specific consumption habits.

The information acquired from the Marketing Diractd Zara, in Portugal, also represents a
limitation. In this case, the limitation relates ttte small amount of information given, in

terms of what was expected, since it was acquhiszligh a single interview, in which he did

not provide any more information that the one tiaat be found on the internet. The policy of
Zara of not give any information was a surpriset tim@de me think about changing the
subject of the dissertation. On the other handneepresenting a limitation, for me this

represented a challenge that | was forced to owsgco

6. Future Research

For future researches, it is important to have amstderation that Zara cannot provide
information about the company’s strategies or w@ysompete. It is important to consider
this limitation from the beginning to avoid lackinformation in the middle of the process.

The second thing to consider in future studies aldawa is the need of new analysis to draw
even better conclusions. In fact, there are somgshwhich are important to have previously
studied such as: the way the launch of the websiteaffect the marketing strategy of the

company; consequences of Zara’s present repositjanithe market; changes in consumers’

perceptions or habits of consumption; and futuidlehges for the leadership of the brand.
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7. Teaching Notes

7.1. Synopsis

Zara was founded in 1963 within Inditex Group, afeworld’s largest fashion retailers
operating in the apparel industry. The first stavas opened in 1975 in Spain and, since its
beginning the brand Zara never stopped growinga Zeas the pioneer, and today it is the
leader in the implementation of the fast fashiomoapt, which came to revolutionize the
world of fashion and consists in imitations of thest known fashion trends with
incomparable prices. The difference between Zarhitsncompetitors is that is constantly
adapting its strategies to what consumers reallytwiastead of requiring consumers to adapt
to the fashion trends.

After 38 years, Zara continues expanding its bssin®pening new stores in emerging
markets and developing a strategy to enter in igéatl world, following present trends.
Nowadays, Zara is represented by 1,934 stores irdiBérent countries across Europe,
America, Africa, and Asia and started allowing ogelishopping, having already its website
operating in 21 countries. Zara is also going tgtoa process of repositioning, reflected in its
stores’ design and disposition, which consistseinovating the image and creating a more
clean design. The goal is to leverage the shopgpgrience of consumers and demonstrated
that Zara is capable of adapting to the new mdsdgetencies.

7.2. Teaching Objectives

Zara case study covers several topics such as atinay product management, strategic
marketing, efficient supply chain management, aradket research. The approach of these
concepts can be useful for undergraduate and mstsidents mainly in courses of Strategy or
Strategic Marketing allowing a better understandihgome of the important concepts related
to these areas and overview of how companies captatheir businesses to market
challenges.
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Students will have the opportunity to:

Understand how one of the world largest retailsrglivided in terms of brands and

business model,

Analyze how Zara is reacting to the present chgéenn the market in comparison with

its competitors;

Understanding the concept of fast fashion concgrsinategies and vertical integrated
model in terms of marketing channels;

Compare the way Zara is communicating and usinguwmers to acquire feedback for

future collections and as a way of competing witteo brands such as H&M and Mango.

Reflect on all the reasons that led Zara to theesgit is today;

Connect the information provided in the case staaly the one in the market research to
answer some questions related to Marketing andegyaAt the end, students should

reflect and discuss the present strategy of Zemesented by the launch of the website
and the present repositioning strategy, exchangpigions related to the sustainability

and future challenges of both strategies.

7.3. Relevant Theory

In order to be really prepared for class discussstudents should take into consideration the
case study, the market research and some additoticles. The following articles, which
address the present repositioning process Zanadisrgoing, should be given to the students,
at least one week before of the class, togethér saise study and market research:

1. Business Strategy Review
“Fast Fashion Lessons”
Summer 2008

2. Wharton, University of Pennsylvania

“Zara: Changes are in store, but what will they mtma the retail chain?”
April 18, 2012.
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7.4. Class Discussion

Before discussion in class or debate between stsidetrief discussion about the case should
take place with the professor, in order to vertgttall students understand the key points
referred to in the case and that the main topieselated to the following questions.

1. Explain how Zara became a leader on the fast fashioconcept.

Fast fashion concept consists in a quick responsterms of designs to capture current
fashion trends. Collections are an imitation ohti® in the fashion world with two main
differences: they are designed and produced mwtbrfand cheaper. Zara started using this
concept as the base of its business, and aftemgrae success, all Inditex brands started to
follow Zara’'s template. One of the main competitofsZara, H&M, also is part of brand
implemented fast fashion concept in their busiressedels, however, Zara identified some
concrete points that allow the company to be thdde of this concept:

- Having a centralize supply chain

One of the main advantages in Zara’s Business Madwale it is different from other fashion
brands, is the use of a vertical integration mogleére Zara includes design, just-in-time
production, marketing and sales, concentratingligtribution in one place. Whereas, some
competitors concentrated all production in AsiaraZanly has 24% of production set in Asia,
since the rest takes place in Europe. The facttttieatmanufacturing of the most fashionable
items represents half of the company production @mlgt basic clothing items like basic t-
shirts are outsourced to Asia allows a more efficeupply chain. The vertical integration
model is viewed by the company as one of the dffgation factors in following points: it
allows cost reduction in terms of production anstribution because of its efficiency and
flexibility that derives from its centralizationt also allows the production of decreasing
guantities and, in consequence, decreases invenskyit allows increasing numbers of
styles and choices; and it also allows to be betteerms of speed and accessible prices, since
only a small part of production is outsourced.
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- Give the fastest possible response

The concept of fast fashion implies companies givpiicker response to consumers’ desires.
Zara, through its centralized supply chain, degcrim the previous point, does this better
than everyone. Zara has the capacity to respond/hat is happening at the moment,
designing and producing a new collection two tinmethe same week and distributing it to all
of its the stores around the world. The maximunetitrtakes to get a collection to a store is
48h, if outside Europe, and 24h, if within Europdiereas other fashion brands take weeks.
In terms of production, Zara produces around 11d@rent items a year, whereas its big
competitors produced between 2,000 and 4,000. Tdia goal of this massive production is
to always be inside the consumers’ mind and prodavta they are waiting for every single

time.

- Change consumers’ way of shopping

For Zara, what makes a collection something unigu®ot the price, but the short period of
time it is available in stores. This complementgudthe short lead times mentioned above,
Zara changes the way consumers shop, creatingemm tihe perception that if they like
something and do not want to lose it, they neeoutpit now. With this, Zara wants to create
impulse purchases whereby consumers are constansifing stores to check if something
new has arrived. Zara uses the trump to updatbedadnd complete collections on a weekly

basis to ensure consumers are visiting storesthatisame frequency.

2. Consumers do not always perceive the brand in theame way Zara wants to be
perceived. Comment this statement crossing informain from both case and market

research.

In fact, when analyzing the results from the mamesearch, we found some things that go
against the brand’s commitment to “be a fast fasticand that can quickly adopt the higher
fashion styles at an unbeatable price”. The follayypoints list some of the conclusions from
the market research and, afterwards, explain why fo against the way Zara wants to be

known:
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.The majority of consumers visit the stores onetprr month, or even less.

-It goes against the fact that Zara wants to begpexd as the brand people always look for
when they need something and to where they supfyogeand visit from weekly.

. The majority of consumers spend between 25 ardus0s, or even less.

-Zara wants to generate impulsive purchases thraisgfast fashion concept and constant
update of clothes. These impulsive purchases, lysueflect buying the double of things one
was suppose to buy when go to a Zara’'s store. Titessats reflect that consumers visit the
store to the store only to buy what they need att iio ment.

. In terms of image, fashion and organized areotite characteristics consumers perceived as

better at Zara than in general sholpsterms of being innovative, cozy and young,stoners
perceive Zara and general brands to be the same.

-Up to a certain point, these results were to beeeted, in fact, the brand wants to be
perceived as fashionable and trendy but, on theroband, it was not expected that

consumers would perceive general brands as inn@vas Zara.

. According toPicture 7, consumers value the fact they find something they heed and the

existence of accessible pricd®th in Zara and in general stores. Another irtgrthing to

retain is the lack of importance they are givinghe constant update of clothes.

It was mention more than once the importance, fmaZof having new clothes every week
because this is what makes them visit the storef&m without advertising. Apparently,
consumers do not perceive this update (as impQrwmth may be the reason why visits to

the stores are less frequent, or vice versa.
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3. The fact consumers are going to stores with lessefjuently can affect one of the main

brand strategies. Comment and explain the reason.

For Zara, consumers are the number one prioritysolbusiness representing an inspiration
and a key success factor for the brand. Consunrersviao choose the collection that will
appear next in the store and serve as a feedbaakderstand which aspects of the business
need improving. Zara only has employees that know o communicate with consumers
and how to observe them, in order to understand@ thesires. These employees collect
information from clients each week and Zara spreaadsinformation on alobal scale. It
allows the company to adapt collections or specifithing items to consumers in one store,
city, or country. In fact, Zara uses consumerseasithack which helps the brand to be more
efficient and to better satisfy consumers, ofteamwithout themselves realizing that they

are helping in the process of understanding whstippose to be produced.

The results of the questionnaire came to showdbasumers are visiting stores with less and
less frequency and it will, of course, affect thategy of using them as feedback to leverage
the business, since the process of collecting imddion will be more difficult for Zara and its

employees.

4. Group Discussion

Divide the class into groups of 5 students. Thel goto create a discussion/debate between
the different groups about the present and futtiadlenges facing Zara’s business model.
First, the discussion should occur inside each Isgnalp and, after some conclusions were
taken, extend it to the whole class in order toaleare of the different points of view.

Students need to consider the present and thesfutur

Challenges:

1. Investment and time for the repositioning strateggra is a giant with stores

spreading around the world, making the processmafge’s renovation a very long
one. The estimation time to complete the updatéhefimage in all stores is nine
years. After more than nine years, the market wit be the same, and nothing

guarantees that this change will continue to makeses.
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. The strong growth in the Asian marketara is trying to keep a step ahead in the

Asian market in the next decade. However, sincedhpesitioning includes a increase
in price which will be perceived by the consumaetds important to understand if
consumers in that market will be favorable to pdotanore for a new design.

. The New York marketZara is trying to enter this market by competimgrices with

Gap, since it is what works in this city. But wilbt be easy for Zara to compete

against this other monster, moreover startingdisisute in terms of price.

Increase costs by increasing the busingasa already operates in the five continents,

which increases the costs in operations and logisara’s business model needs to
be prepared to produce two completely differentectibns at the same time, since,

for example, when it is summer in Portugal, it ister in Brazil.

Mango starts competing in priceBue to the current period of recession, Mango

announced that will lower prices of its products20¢6. Today, Zara is improving the
image of the brand through the repositioning stnat@nd is not prepared to compete
in prices. However, in the future Zara will be ieasingly pressured by Mango which
wants to start a low-price war with the leaderhia tashion industry.
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8. Exhibits

Exhibit 1) Inditex head offices, Corufia, Spain

Exhibit 2) Number of stores around the world

Source:Inditex Report 2012.

Brands No. Stores

Zara
Zara Home
Pull&Bear
Massimo Dutti
Bershka
Stradivarius
Oysho
Utergue

1.936

363

Total 6.104

Exhibit 3) Contribution per brand for Inditex sales

Source:Inditex Report 2012

ZARA PULL&BEAR

66,11% 6.81%
@u-adivaﬁus OYSHO

6,03% 1,97%

Meumimo Dt Bershka
7,11% 9,31%

ZARA HOME UTERQUE
2,20% 0,46%
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Exhibit 4) Inditex International Presence and representationdr sales

Source:Inditex Annual Report 2012

In store sales

Europe 66%
America 14%
Asia and the rest of the world 20%

Exhibit 5) Sales per year, in million of Euros.

Source:Inditex annual reports, since 1996 until 2012.
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Exhibit 6) Zara main competitors’ logotype

MAN G (

Exhibit 7) Zara in the e-commerce market

a) Zara website design

MULHER
TRE
HOMEM
CRIANGAS
N
CARTAO OF I

PICTURES
LOOKBOOK
CAMPAIGN
CITIES

APPS
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b) Zara’'s Facebook Page layout

[

ZARA ! vy L|ked| i Message . #*

19,588,314 lkes - 63,271 talking about this
JO __
w7 19m

About — Suggest an Edit Photos Zara Lookbook Jobs Likes

Clothing
http: ffwoww.zara.comf

c) Zara's applications for Ipad and Iphone

IPHONE

ZARA

WOMAN

n .

-
MAN

JUR
DEVICE
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Exhibit 8) Store Pilot

- Store where designers do the combinations thai;, edincluded, go to real stores.

Exhibit 9) New stores, after repositioning the brand image

a) Departments
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b) New design — Black and White

c) Storefront
- Simple clothes to be easy to change without comjz@the collection
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Exhibit 10) Survey Analysis Results

Exhibit 10a) Distribution of consumers by gender

H Female m Male

Exhibit 10b) Distribution of consumers by age

100%
80%
60%

40%

20%
09, . — I -

<18 18-25 26-30 31-40 >40

Exhibit 10c) Distribution of consumers by professional occupatio

80%

60%

40%

20%

e -
Student Unemployed Self-employed Worker for other

(7]
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Exhibit 10d) Distribution of consumers by district where they lve

HELisbon ®=Other

Exhibit 10e) Preferences of consumers in terms of shopping

B Street Stores ® Shopping Centers = On-line

6%

Exhibit 10f) Percentage of consumers shopping at Zara

EShop at Zara = Do not shop at Zara
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Exhibit 10g) Percentage of consumers that visit or shop in Zara’'website

m Visit and buy
E Only visit
= Neither visit or buy

Exhibit 10h) Segments of the brand where consumers shop

120%
100%
80%
60%
40%
20% -
0% -

u%

" Female

= Male

Children
segment

Man segment Woman segment

Exhibit 10i) Evaluation of Zara’s characteristics in comparisonto competitors

100%

80%
60%

40%

20% mWorse

mEqual
" Better

0% -
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Exhibit 10j) Satisfaction of consumers in terms of shop experien at Zara
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9. Appendixes

9.1. Interview Guidelines to Pedro Vidigal

Place: Zara offices in Lisbon, Portugal
Day: 22" July, 2013

Interviewed: Pedro Vidigal, Marketing Director of Zara Portliga

1. Presentation and explanation of thesis objectives.

2. Presentation of the Interview Guidelines.

3. Main topics discussed:

a.

-~ 0o o o T

Q

h.

The Inditex group in general and the main compegjto

Main points that distinguish Zara from other bramdthe Inditex Group;
Main competitors for Zara,

Criteria adopted by Zara before opening a new store

Main differences in the brand from one countryriother;

Main factors responsible for the brand success;

Challenges facing by the brand in the present;

Financial report from last year, 2012.

4. Discussion about future meetings or additionalrimfation.

5. Discussion about confidentiality.

9.2. Survey

| am, in this moment, realizing my master diss@tain marketing, for Catodlica-Lisbon

School, through an elaboration of a case studyhvimain goal is to understand strategies that

lead Zara to be the success it is today. Through dbhestionnaire | intend to study the

perception of consumers with respect to the bramd] thereby, draw conclusions for one

fundamental part of my thesis. This survey has tcraof approximately 3 minutes and |

start to thank you for your participation.
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Q1: Where do you usually realize your shopping?

U Street stores
U Shopping centers
U On the internet (on-line)

Q2: Are you a Zara consumer (Zara home is not accdmte

O Yes
O No

Note: if ‘no’ is selected, then skip to question 17

Q3: In which Zara’s segments do you usually shop?

U Womenl/teenager
4 Men
U Children

Q4: How many times per month do you visit Zara’'s store

< than 1 per month
1 time per month

2 times per month
3 times per month

4 times per month

©C 0000 O

> 4 times per month

Q5: What is your average cost per purchase?

O

Less than 25 euros
Between 25 and 50 euros
Between 50 and 75 euros

Between 75 and 100 euros

© 0 0 O

More than 100 euros
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Q6: In ‘pronto a vestir’, Zara is your favorite st@re

O Yes
O No

Q7: When you go to Zara what are you looking for? Yan choose more than one option.

Clothes for working

Clothes for specific events, like weddings
Sport clothes

Casual clothes

Shoes and accessories

All of them

oooo0o

Q8: How do you evaluate the characteristics of Zamapmared to other stores?

‘ Worse ‘ Equa Bettel

Easy to find what you are

looking for

Good assistance fro

employees

Organization of department

(2]

Store design
Relation price/quality

Trendy clothes

Clothes for all occasions

Constant update of ne

clothes
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Q9: How do you evaluate the image of Zara’s storemmaring to competition?

‘ Worse ‘ Equa Bettel
Innovative
Cozy
Fashion

Organized

Younc

Q10: Do you consider the brand image goes accordinggt it represents?
O Yes

O No

Q11: Do you improve something in the image of Zaraes@

O Yes

O No

Q12 If you answer “yes” in the previous question,gsle write down what you improve.

Q13 Please answer according to your satisfactioerims of store experience.

Disagrer | Somewha | No opinior | Somewha | Strongly

disagree agree agree

Personalized service
Welcoming employees

Easy reservation of clothes betwe
stores

No confusiol
Good ambienc

Easy to find what | am looking for

Number of employees is sufficient

No queue in tasters

Exchanges of clothes are successfu

Disposition of clothes make sel
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Q14: Choose two reasons that influence your decisiahtp in a general store.

oooooo0oo
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Existence of promotions
Accessible prices

Proximity from other places

New clothes every week

Always find something that | need
Variety of clothes

Brand loyalty

Q15: Choose two reasons that influence your decisishtp at Zara.

(I IR Wy Wy )y WOy iy

Existence of promotions

Accessible prices

Proximity from other places

New clothes every week

Always find something that | need
Variety of clothes

Brand loyalty

Only when | do not find in another store

Q16: Do you usually visit or buy in Zara website (wwara.com)?

a
a
a

| often visit and purchase
| often visit but do not purchase
Not usually visit, | prefer go to the store andHldbe clothes.

Q17: Which are other brands where you also shop? Irelitet two most usual.

(I N I Iy I Iy Iy Ny

Bershka

Pull and Bear
Mango
Oysho

Sfera
Massimo Dutti
H&M

C&A

Pimkie
Stradivarius
Uterque
Benetton
Cortefiel
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Caroll

Gant

Sacoor

Globe

Hugo Boss (woman and man)
Lanidor

Pepe Jeans
Promod
Salsa
Springfield
Stefanel
Tiffosi
Timberland
Tommy Hilfiger
Gardénia
Guess
Lacoste
Dielmar
Giovanni Galli
Wesley
Mr.Blue
Other

Name?

(WD Iy I Iy N N Ny Ny Iy oy oy oy Iy Iy Wy

Q18: For you, these stores complement or replace ddtia you can find at Zara?

U Complement
U Replaces
O Neither one nor the other

Q19: If you answer ‘replaces’ in the previous questiwhjch are the main reason?

U Quality

O Price

O Environment
U4 Brand

O Tradition
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Q20: Gender?

U4 Female
U Male

Q21: Age?

U <18 years
U 18-25 years
U 26-30 years
U 31-40 years
U >40 years

Q22: Professional occupation?

U Student

U Unemployed

U Self-employed
U Worker for others

Q23: District
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