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A Successful Business Model Forced to
Transform
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Since the end of the 1990s, the most dynamic fashion industry has been the so-called fast
fashion industry. This business model has grown faster than the fashion industry as a
whole and its market share has increased, driven by the international expansion of
companies such as Spain’s Inditex (the parent company of Zara), Sweden’s H&M,
Japan’s Fast Retailing (Uniqlo), America’s Gap, Ireland’s Primark, and Britain’s
Topshop. While the global fashion industry as a whole grew at an average annual rate of
4.3% between 2000 and 2012," the sales of Inditex and H&M, the two largest fast
fashion retailers, increased in real values after discounting inflation, at a rate of over
10% in the same period.”> Furthermore, fast fashion chains have enjoyed wider profit
margins than traditional clothing brands, more than double on average, in the early years
of the twenty-first century.® This success has placed these companies among the most
well-known and respected international brands: In the ranking of the top global brands
elaborated by the consulting firm Interbrand in 2019, Zara and H&M held positions 29
and 30, that is, among the five most highly valued fashion brands on the list, only behind
Louis Vuitton, Chanel, and Hermes.

This chapter analyzes the origin, characteristics, and evolution of fast fashion, as well
as its high social and environmental costs. The main sources of information have been, in
addition to the extensive literature on the subject, the economic, corporate governance,
and sustainability reports of the largest fast fashion companies, the economic press, and
specialized fashion magazines. The study first delves into the bases of the competitive
advantage of fast fashion companies and shows how the development of social networks
and electronic commerce is affecting this business model, with the appearance of “pure
players” that are very competitive in price. The text then discusses the fundamental role
played by offshoring and the establishment of agile supply chains. In the fourth section,
the evolution of Inditex, the world’s leading company in this type of fashion, is delved
into. The following section reviews the social and environmental problems generated by
fast fashion and the strategy applied by the main companies to reduce them. Finally,
some brief conclusions are offered on the need to transform this business model.

A Successful Business Model

Although the term “fast fashion” is often used to refer to low-cost fashion, in reality, it is
more specific. It refers to a business model characterized by the production of a wide
variety of garments made very quickly, which are continuously renewed and whose
designs follow the fashion trends at lower prices. Contrary to the traditional production-
driven approach of the fashion industry, this business model adopts a market-driven
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approach.* The majority of the retailers do not have their own production structure, but
they design and market the product, outsourcing the production to independent com-
panies located in countries with low labor costs. Even retailers with their own produc-
tion structure, such as Inditex and Benetton,’ outsource the production of the majority
of their garments to external companies.

Although the majority of the characteristics of fast fashion are not original and dated
back several decades, these features developed as a unique combination from the 1980s,
giving rise to a differentiated competition model. Offshoring and the increasing domi-
nance of the large retailers led to fierce price competition in the mass consumption
market, driving some companies to develop a new strategy.® Until then, the supply of the
large retailers had been mainly composed of basic garments that were little sensitive to
the changes in fashion trends. The transportation times from the producing countries
were long and the most common strategy consisted in producing large quantities of
standardized garments at the lowest possible price.” In order to increase their competi-
tiveness, some retailers began to promote their own brands, extend their product range
with fashion articles and accelerate their capacity to respond to changes in demand.
These strategies, which based competitiveness not only on price, but also design, were
well received by consumers who were becoming increasingly more fashion-conscious and
were widespread among apparel retailers from the 1990s.® The intensification of this
form of competing gave rise to the birth of fast fashion. According to some authors, such
as Bhardwaj and Fairhurst or Gupta and Centry,” this new business model of fashion
originated in the United Kingdom, with retailers such as New Look or George, but, in
reality, we can observe a similar evolution of companies of other countries, such as
Sweden’s H&M, Spain’s Inditex, or America’s Forever 21, at least since the 1980s.

The capacity to create and market new products in very short periods of time enables
companies to adapt their supply to fashion trends and reduce the risk of manufacturing
garments for which there is no market. In the traditional model of the fashion industry
which predominated until the 1990s, production was adapted to two seasons, spring/
summer and autumn/winter. The spring/summer collection reached the stores at the
beginning of the year, while that of the autumn/winter arrived after the summer. The
production of the garments for both seasons began at least six months in advance.'” It
was a business model in which the designer proposed a collection of garments which
could be well-received by consumers or which could not match demand, obliging the
retailers to make considerable price reductions and risk being left with many unsold
garments. The fast fashion companies, on the contrary, have extraordinarily short
production cycles, designing, manufacturing, and distributing the garments in only a few
weeks, which enables them to delay the beginning of the process and identify the fashion
trends shortly before their garments reach the market. In this way, the tastes and pur-
chases of the consumers determine the design of the garments. This model helps to better
adapt the supply to the demand, reducing the need to make discounts and, therefore, fast
fashion firms obtain a greater sales margin.'"

The risk of products not adapting to the demand or becoming obsolete is also reduced
because instead of offering large volumes of the same garment, limited quantities of each
article are produced and a wide range of different garments are launched. The flow of
new goods is maintained throughout the year, regardless of the traditional seasons. The
time that the products are on the market, that is, the life cycle of the product, is usually
very short, only a few weeks.'? This strategy causes consumers to perceive scarcity,
which dissuades them from deferring the purchase until the sales. Therefore, they buy a
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product that may sell out quickly and has a sufficiently low price so as to be bought
immediately.

Another distinctive feature of the fast fashion chains is the design concept. Instead of
making a proposal of an original style, the design teams of these chains are inspired by the
trends observed on the catwalks, fashion magazines, social networks, opinion leaders, and
the information that they receive from the stores.'® The capacity to create garments in line
with the dominant fashion trend at affordable prices that attract the consumer is an es-
sential element for the competitiveness and profitability of the companies.

Cheap Yet Attractive Fashion, Increasingly More Internet-Based

The low prices and the continuous flow of the novelties of fast fashion have contributed
to changing fashion consumption habits, increasing the amount of articles purchased per
person and the frequency of the purchases. In the European Union, the number of
garments purchased annually per inhabitant increased by 40% between 1996 and 2012.
In the same period, clothes prices grew only by an average of 3%, while those of con-
sumer goods, in general, grew by 60%. The low prices have also given rise to a reduction
in the useful life of garments, which have become to be regarded as perishable goods and
are frequently thrown away after just a few uses.'*

In reality, fast fashion has accentuated a social phenomenon that already existed and
which was one of the causes fostering this business model. From the 1990s, the socio-
cultural changes accelerated the pace of life and intensified the use of consumption as a
way to express personal identity, arousing greater interest in fashion among con-
sumers.'® The increase in the number of people informed about fashion was initially
fueled by the greater attention that the media paid to the sector and, from the
beginning of the twenty-first century, the rapid flow of information about fashion
trends provided in social networks. The demand for a more varied and affordable
fashion has affected all generations but has been mainly driven by young consumers,
whose continually evolving identity leads them to frequently renew their image while
they usually have a low purchasing power.'® The low prices of clothing enable con-
sumers to make many purchases, providing immediate satisfaction, without the fear of
making the wrong choices. Fast fashion consumers are willing to renounce quality and
durability in exchange for the power to frequently renew their wardrobe with gar-
ments that follow the latest trends.

However, despite offering cheap garments aimed at a mass market, the principal fast
fashion brands have developed marketing strategies to improve their image and spotlight
the fashion content of their products. This is the reason why they have large, elegant
stores with carefully dressed windows in the main shopping streets of the cities, beside
the luxury brands. Some fast fashion companies also make strong investments in
advertising, using the image of top models and celebrities and collaborating with haute
couture designers. Along these lines, since 2004, H&M has launched an annual special
collection in collaboration with prestigious designers, such as Karl Lagerfeld, Stella
McCartney, and Gianni Versace.'” Furthermore, some fast fashion companies have
participated with clothes of their own design teams in major fashion shows. The pioneer
was Topshop, which began to show its “Unique” collection in the London Fashion Week
in 2005,"® but H&M has also appeared on the catwalk on several occasions in the Paris
Fashion Week. Gap has done the same in the Mercedes Benz Fashion Week of New York
and Mango and Desigual have appeared in 080 Barcelona Fashion."”
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The hallmark of prestige achieved by fast fashion brands has gradually broadened the
spectrum of their consumers, including people of all ages and purchasing power. On the
other hand, since the beginning of the twenty-first century, when fashion magazines
began to advise against dressing in just one brand, the trend to mix luxury articles with
low-cost fast fashion garments has become widespread.*® This process of “democra-
tizing fashion” has been fueled by public figures with a high social influence, such as
Michelle Obama, Queen Letizia of Spain, and the Duchess of Cambridge Kate
Middleton, who have appeared in the media dressed in brands such as Zara, H&M, and
Topshop.

Over the last decade, the fashion sector as a whole, and particularly the fast fashion
segment have been strongly influenced by the development of social networks and e-
commerce. The growing use of social networks, such as Facebook and Instagram, and
the repercussion that influencers have through these networks has generated new ways of
influencing consumers and creating trends. The greater ease and speed of producing
information and accessing it has accelerated the pace of the changes in fashion. The
phenomenon particularly affects those born after 1980, who are the principal consumers
of fast fashion. Therefore, the companies of this business model have implemented an
active communication strategy through the Internet. In 2018, Zara had 24.9 million
followers on Instagram, H&M had 24.7 million, and the British brand Forever 21 had
14.5 million.*! Social networks and websites have become the new shop windows for
fast fashion brands, where they can advertise their new collections and promotions while
maintaining continuous contact with millions of consumers and receive information
about them.?*?

The impact of the new information technologies on fashion has been amplified by the
exponential growth of e-commerce, which is shaking up the marketing and the man-
agement strategies of the companies. In 2018, a total of 28 % of global fashion purchases
were made online and the difficulties for personal contact created by the COVID-19
pandemic gave a strong boost to e-commerce since 2020. Some of the large global fast
fashion retailers, such as H&M and Gap, introduced online sales early on, although they
took a long time to develop them. H&M, which had extensive experience in mail-order
sales, began online sales in Sweden in 1998. A few years later, it extended this channel to
the rest of the Scandinavian countries and from 2004, it gradually introduced it into
other European countries. In 2010, it only sold through the Internet in eight countries
(Sweden, Norway, Denmark, Finland, Germany, The Netherlands, Austria, and the
United Kingdom), but from then it accelerated the expansion of its online activity; in
20135, it had online operations in 23 countries and in 2018 in 47. Gap also began to
operate an online sales channel for some of its brands in the United States in 1997-1998
and, although until 2006 it only operated online in its national market, by 2010 it had
extended e-commerce to almost 90 countries. Inditex incorporated this new sales
channel into its business much later, but developed it quickly. The Spanish company did
not begin online sales until 2007, when it implemented it for its brand Zara Home. In
2010, it launched its online channel for Zara in 16 European countries and the following
year it extended it to more countries in Europe, the United States, and Japan and
incorporated the rest of the group’s chains. In 2015, the products of Inditex could be
purchased online in 29 countries and in 2018 in more than 200.*®> With the fast growth
of online sales, the fast fashion companies have made large investments in technological
infrastructures and digitalization and in new logistics centers and systems in order to
ensure the fast management of many orders of a few articles in a global market. The
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most widespread strategy is that of the omnichannel. That is, the joint and coordinated
management of sales in physical stores and online channels.**

The boom in e-commerce has modified and reduced the fundamental role played by
stores in the fast fashion business from the outset. It is no longer essential to expand the
network of stores to reach new consumers and, in fact, in recent years, the leading chains
have hardly increased the number of stores and have even reduced them with the impact
of COVID-19. Furthermore, online sales and social networks provide detailed infor-
mation about the tastes of consumers which previously could only be obtained through
the stores. These changes have led to the emergence of new competitors, which are
growing fast. These are low-cost fashion companies, such as Britain’s Boohoo, which
only operates online and which is able to place garments on the market in even shorter
periods than the most efficient fast fashion retailers.

The Location of the Supply Chains

The low prices of fast fashion articles are possible thanks to the use of low quality
materials and, principally, their manufacture in countries with low labor costs, as labor
can represent between 30% and 50% of production costs.”> Although to ensure very
short times in providing garments with a high fashion component, companies are
manufacturing in locations that are relatively close to the market, the main criterion for
locating production is the cost of labor. As such, even when companies seek to produce
in locations closer to the market, they do so in places with low wages. The displacement
of the clothing industry to developing countries was not initiated by fast fashion firms,
but has been an essential element for their growth, based on a global sourcing strategy.*®

This displacement began in the 1950s, with the rapid growth in Europe and the United
States of imports of textiles and clothing from Japan. Since then, while most of the main
retailers and international brands continued to be based in developed countries, the
participation of developing countries in the production of this industry did not stop
increasing, at a rate greatly influenced at each stage by changes in the regulation of
international trade. These changes and the evolution of labor costs in the different
countries gave rise to successive shifts in the location of the industry.>” In the 1970s and
early 1980s, the leading role passed to South Korea, Taiwan, and Hong Kong, which
opened their industries to foreign investment and specialized in exports.?® Faced with
growing competition, developed countries established measures to protect their pro-
duction and these measures were intensified and generalized since 1974 with the signing
of the International Multifiber Agreement (MFA) within the GATT. The agreement
assigned quotas to developing countries that limited the export of these products to
Europe and the United States. These quotas strongly conditioned the location of pro-
duction, which was moving in search of countries with available quota.?’ Despite pro-
tectionist measures, foreign competition forced the garment industry in developed
countries to react by incorporating technology and new business management methods
to increase productivity. Companies also specialized in higher-quality and fashionable
products, moving the most labor-intensive activities to countries with low labor costs,
both through direct investment and by subcontracting with local companies. The
clothing store chains, with a growing share of the European and North American
markets, joined the offshoring. As a result, the production of the clothing industry
decreased by 20% in the European Community between 1973 and 1992. The sector
continued to grow in the United States during the 1980s, but began a rapid decline in the
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1990s, so that imports of clothing represented in value more than 70% of the country’s
consumption at the end of the twentieth century.>°

Since the end of the 1980s, the development achieved by the so-called Asian dragons
caused them to reduce their clothing production and this industry moved to other
countries in the area with lower wages, such as China, India, Thailand, Bangladesh, and
Indonesia. The production capacity of these countries gave a new impetus to the relo-
cation of the sector to Asia. In the mid-1990s, a new wave of industry expansion began
in other countries with even lower costs, such as Cambodia, Laos, Nepal, and Vietnam.
At that time, the Agreement on Clothing and Textiles reached in the Uruguay Round of
the GATT established a transitory period of 10 years for the gradual elimination of the
quota system for textile exports from developing countries, although most of the limits
to exports remained in force until the end of 2004. The liberalization of international
trade in this type of goods in 2005 was moderated until 2008 by the imposition of
voluntary restrictions on the export of large Asian producers in the main markets, due to
fears of a collapse of the sector in developed economies. However, these restrictions did
not prevent producers in emerging countries from enjoying a new export boom, led
mainly by China and, to a much lesser extent, by Bangladesh and Vietnam.>!

The removal of barriers to international trade and the continued incorporation into
production of countries with very low labor costs has fueled the rapid growth of fast
fashion companies since the end of the twentieth century. China has so far remained the
world’s leading supplier of fast fashion companies, even though its wages are already
significantly higher than those in other Asian countries and not much lower than salaries
in competing southern Mediterranean countries. Its competitive advantage is based
largely on the economies of scale and the efficiency of its large companies and specialized
clusters, the support of the State, good infrastructure, and low transport costs.>*

The capacity to create and place new products on the market extraordinarily
quickly, the so-called “quick response,” is an essential component of the competi-
tiveness of fast fashion companies. Not all companies have developed it to the same
extent or with the same strategies, but they have certain common elements. A first
overall feature is the use of information technologies to monitor the evolution of sales
and the available stock and to immediately communicate it to the production and
distribution centers. Also common is the use of technological advances to facilitate the
design of garments and the adaptation of the designs to forms and materials that make
their manufacture easier.®> The large investment in highly automated and efficient
logistics systems is another common feature of these companies, which enables them to
receive and distribute the goods quickly.** However, the most decisive element for the
quick response is an agile supply chain, which is able to produce even small orders
with speed, flexibility, and at a low cost.>’

In reality, fast fashion companies combine different supply strategies, because not all
garments need to reach the market at the same speed. Basic garments that are repeated
each season with small variations are ordered much more in advance in distant countries,
in accordance with their low costs. The products that seek to follow the latest trends are
those to which the quick response strategy is applied in order to ensure very short times
between the creation of the product and its sale in the stores. For these products man-
ufacturing companies located closer to the market are preferred. While the production of
basic garments is mainly outsourced to Asian producers, the fashion garments are
usually manufactured according to a just-in-time strategy in countries closer to the
market with good logistics and transport services. The main nearby supply chains are in
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Turkey, Morocco, and Portugal for European companies, and in Mexico and the
Caribbean countries for U.S. companies.>® The production closer to the market is carried
out with higher wages than that outsourced to Asia, and therefore, it has significantly
higher costs for retailers. The price of a pair of jeans manufactured in Turkey, for ex-
ample, can be three times that of the same garment manufactured in Bangladesh.?”
However, these higher costs can be compensated in different ways: With higher sales
prices of the articles, thanks to the value added by fashion; with lower transport and
inventory costs; and with a lesser need for discounts and sales thanks to the reduction of
uncertairgtg/ with respect to the demand due to a closer period of time between the design
and sale.

Inditex, the Leader of Fast Fashion

Of the large fast fashion retailers, Inditex has had the most spectacular growth since the
1990s, positioning it as the largest clothes retailer in the world. It is also the company
that has developed this business model the earliest and most profoundly and has con-
stituted a benchmark for the sector as a whole. Inditex began as a small family dress-
making workshop created by Amancio Ortega and his siblings at the beginning of the
1960s in A Corufia, a medium-sized city in northeast Spain, in the region of Galicia, very
close to Portugal. The small workshop grew and gave rise to the creation of several
companies dedicated to textile production and dressmaking. It integrated retail sales
from 1975, when the chain of Zara stores was created, first established in the city of A
Corufia and then the rest of the region. From the beginning of the 1980s, it opened stores
in the principal shopping streets throughout Spain. The expansion of the initially small
group of companies was based on the increase in the production capacity through the
sub-contracting of the sewing tasks to independent workshops and cooperatives made up
of women from the region and northern Portugal.>”

In 19835, Industria de Disefio Textil SA (Inditex) was created as a parent company of a
group of seven clothing firms, with 41 stores distributed across Spain and more than a
thousand workers. Under the direction of Amancio Ortega, the group began to penetrate
external markets at the end of the 1980s, with the establishment of stores in Portugal, the
United States, and France. The internationalization process accelerated from the mid-
1990s: In 19935, the group had stores in nine different countries and sales outside of
Spain represented 30% of total turnover. In the year 2000, these figures had increased to
32 countries and 52%, in 2010 to 77 countries and 72% and in 2019 sales through
stores and e-commerce had extended to 202 countries and the turnover outside of Spain
accounted for more than 83% of the total. This international expansion obliged
the company to resort to borrowing in the 1990s, but from the middle of that decade the
financial debt rapidly decreased and Inditex financed its growth mainly through the
reinvestment of profits.*”

From the 1990s, Inditex began to create new chains of stores to target different seg-
ments of demand, although Zara, the most popular brand of clothing for women, men,
and children, has remained the principal chain, concentrating around 70% of sales and
profits. The growth of the group was particularly fast at the end of the 1990s and the
beginning of the twenty-first century and maintained a very high pace until 2007.
Turnover increased from 863 million euros in 19935 to almost 4,000 million in 2002, an
average annual increase of almost 21% in real terms. This growth was based on the
multiplication of the number of stores, which increased from 508 to 1,558 between these
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two dates. The expansion was concentrated in Europe, where, in 2002, 80% of sales
were made and almost 85% of the stores were located. At that time, the principal market
was Spain, which provided almost half of total turnover. Between 2002 and 2007, the
number of garments sold by Inditex almost tripled, exceeding 627 million, and the value
of sales in real terms increased at an annual rate of over 15%.*" The penetration of
international markets was boosted by the flotation of Inditex in May 2001. The rapid
appreciation of the shares converted the group into the eighth Spanish company in terms
of its stock value leading it to form part of the Ibex 35, the principal reference index of
the Spanish stock exchange.*

The expansion of sales lost vigor with the financial crisis of 2008 and in the whole
period of 2007-2019, the real average growth rate of turnover fell to 8% per year.
Profitability also reduced slightly from 2013: The gross sales margin, which had grown
from 50.5% in 2000 to 59.8% in 2012 decreased in the following years to stand at
55.9% in 2019. The nominal value of the company’s shares multiplied by five between
2008 and 2013, placing Inditex as the leading company of the Spanish stock exchange in
terms of stock value and led the company to undertake a stock split in 2014, dividing
each of them into five, without modifying its capital. The shares continued to appreciate
in the following years at a slower pace and with highs and lows, in line with the sales of
the company and exchange rates, reaching their highest point in May 2017, when the
nominal value with which they had been listed on the stock market 16 years earlier had
increased 12-fold.*?

In this last phase, the Asian markets were the most dynamic, followed by the
American markets. During 2019, Inditex sold almost 1,600 million garments and its
turnover exceeded 28,000 million euros. More than 60% of its income came from
Europe, but less than 16% from Spain, almost 16% from America, and over 22% from
Asia and the rest of the world. In this year, 2019, Inditex was made up of around
400 companies, the majority wholly owned by the group. Of these, more than three-
quarters were engaged in retail sales in the countries where the group operated. The
different chains together had a total of almost 7,500 stores distributed across 95 coun-
tries. Of these, the largest group belonged to Zara (2,142 stores). Spain was the country
with the highest number of points of sale of all the chains (with 1,580 establishments),
followed by China (609), Russia (558), Mexico (438), and in the European Union, Italy
(384), Portugal (334), and France (284).**

From its beginnings, Inditex has stood out for the flexibility in its production and the
speed with which it adapts to the demand of the market, faster than other fast fashion
companies. The group is able to create new garments, place them in its stores in just five
weeks and replenish garments that have sold out in two weeks. These characteristics
have enabled it to have lower inventory costs and a much lower proportion of products
on sale and unsold articles than its competitors.*’ In accordance with the information
provided by The Economist, Zara had an inventories-to-sales ratio of 7 in the year 2000,
while H&M had a ratio of 12 and Gap 14.*¢ Back then, Zara was able to obtain 85% of
the complete price of the clothes that it sold, while the average for the sector was
between 60% and 70%.*” The higher profitability of Inditex with respect to its com-
petitors has heightened in recent years: While the Spanish group obtained an average
operating margin of almost 23% in the five-year period from 2015 to 2019, H&M did
not reach 11%.*®

The flexibility and speed of Inditex has been supported by the group’s vertical inte-
gration, as, contrary to the majority of other large retailers, Inditex does not only design
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and market its clothing but also has its own highly automated industrial structure
dedicated to the most capital intensive and value added phases of the production pro-
cess.* This productive fabric reinforces its quick response strategy, as it saves time in
transport and negotiation with suppliers. The rapid adaptation to demand has also been
achieved through outsourcing the production of garments with a more fashionable
design to companies and cooperatives located nearby, principally in Galicia and the
north of Portugal. Both regions are among the Western European regions with the lowest
labor costs, while having a workforce trained to work in the garment industry and where
informal labor could initially be used.*”

Until the end of the twentieth century, the production in the facilities of the group
accounted for around half of the garments sold, employing almost a quarter of the
hundred companies making up Inditex and almost 11% of the group’s workers. Then,
80% of the garments were produced nearby, within Europe. However, Inditex has
gradually been reducing the importance of its own manufacturing activities and has been
increasingly resorting to more distant suppliers with lower labor costs. The production
carried out nearby has been transferred from Spain and Portugal to Morocco and
Turkey, and the percentage of garments produced in Asia has not stopped growing. In
2007, only 6% of the group’s companies and 1% of its workers were dedicated to
manufacturing, while production nearby, including Morocco and other places in Europe
and the Mediterranean area, did not exceed 49%. In 2019, the percentage of the group’s
companies dedicated to manufacturing was even lower (2.5%), and the number of
workers employed in this activity was half of that 20 years before, representing less than
1% of total employment. In 2019, the company did not provide information about the
geographical origin of its articles, but the data on the suppliers used suggest a very small
participation of Spain and Portugal and a high dependency on Asia.’!

Excellent planning and an extraordinary logistical organization have enabled Inditex
to continue carrying out its production with very short lead times and to offer a high
proportion of articles in line with the latest fashion trends using a global network of
suppliers which reduces costs. This is another of the features that differentiates Inditex
and make its brands more attractive to consumers: The effort that it makes to follow the
latest trends and manufacture a large proportion of articles influenced by these trends,
although they are slightly more expensive than the products of its competitors. Not all of
the Inditex chains are equally sensitive to fashion, but at Zara, the group’s flagship chain,
this sensitivity is an essential characteristic. By the end of the 1990s, more than 80% of
garments of the Zara brand were articles with a high fashion content. Currently, this
proportion has decreased to around 60%, but it is still a high percentage, which deci-
sively contributes to the competitive advantage of this brand. This type of article rep-
resents less than 30% of the product range of its biggest competitor today, namely
H&M.>?

Inditex also performs better than its competitors in the capacity to offer a wide variety of
different garments each year. At the end of the twentieth century, Zara created more than
10,000 different articles per year, while its principal rivals did not exceed 4,000.°°
Furthermore, not all of the novelties are introduced at the beginning of the season. More
than half of the articles are placed on the market throughout the year, as the stores receive
new garments adapted to local demand twice a week and modify their window displays
every 15 days. This constant renovation of articles encourages the customers to buy more
frequently. Thus, while customers visit traditional clothes shops in central London on
average four times a year, they visit Zara stores 17 times in the same period.>*
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The logistics system of Inditex enables the orders to be served to the stores in less than 36
hours in Europe and less than 48 in Asia and America. Until 2019, the reception and
distribution of the products, irrespective of where they had been manufactured, was cen-
tralized in Spain, in the ten logistics centers that the company has in different cities, close to
the head offices of its eight principal brands. Strong investments have been made in these
centers. They are highly automated and in some cases are run with software developed by
the company itself. In 2020, it took a first step towards a greater internationalization of the
logistics system, beginning to operate another large distribution center in the Netherlands,
in the town of Lelystad, with a strategic position close to Schiphol Airport, one of the
world’s principal airports due to its intercontinental connections and Rotterdam, the
largest goods port in Europe. These large distribution hubs are complemented with other
smaller centers and 19 warehouses for online sales distributed across the whole world.>®

Inditex’s competitive advantage is also based on adapting its products to the tastes
and needs of consumers. To do this it has a large number of designers who permanently
receive information from the stores and online sales channel through the Product
Management department and are integrated within the sales teams in the head offices of
the different chains. The efficient mechanisms established by the company for researching
the market and converting this knowledge into attractive and profitable products have
been one of the bases of the company’s success since the outset.’® On the other hand,
Inditex has traditionally spent much less than its competitors on advertising. In 2008,
Tokatli calculated that Zara’s investment in advertising was less than 0.3% of its
income, while its competitors invested between 3% and 4%.%”

Inditex’s strategy to foster sales has fundamentally been based on the stores. The
company has established its stores in the best shopping streets with attractive window
displays and an elegant and sober decoration to present the clothes as if they were high-
quality garments, imitating the high-level brands. However, the development of elec-
tronic sales is modifying this strategy. Since 2011, the pace of opening of new points of
sale has continuously decreased. In 2019, there was a net reduction in the number of
stores and in 2020, amid the COVID-19 pandemic, Inditex closed 640 of its stores
around the world. Instead, Inditex has intensified its relationship with its customers
through the websites of its brands and social networks. The websites of the group’s eight
brands received more than 4,300 million visits in 2019 and in the same year, the number
of followers of these brands on social networks was almost 180 million.’®

The Social and Environmental Cost of Fast Fashion

Fast fashion has been harshly criticized for promoting an unsustainable consumption
model, with a very high ecological cost and a production based on the exploitation of
workers in developing countries.’”” On the one hand, this criticism highlights that the
cheapness of the clothes is only possible thanks to the use of poorly paid workers with
terrible working conditions.®® The social problem came to light after the accident suf-
fered in the Rana Plaza building in Bangladesh in 2013. In this factory complex, which
was in a dilapidated condition, there were almost 5,000 operators, mostly women,
sewing for local contractors who supplied the large international retailers. Its collapse
caused the death of more than 1,000 people and significantly damaged the image of the
low-cost clothing brands.®!

On the other hand, the criticism of fast fashion also indicates that the low price and
poor quality of the products promotes a culture of wastefulness, whereby garments are
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used just a few times and generate a significant waste problem, with more than 90
million tons of textile products accumulated in landfills or burned each year.®*
Furthermore, the obtaining of raw materials and their transformation in the textile
industry implies an enormous consumption of water and the use of large amounts of
chemical products that are harmful for the health and the environment.®? It is calculated
that the fashion industry uses 79 trillion liters of water per year and generates around
20% of the industrial pollution of this basic resource.®* In order to produce a simple pair
of jeans, for example, more than 3,600 liters of water and 3 kilos of chemical products
are used.®® To all of this, we should add that the production and distribution of clothes is
one of the activities that generates most greenhouse gases, accounting for at least 8% of
total CO, emissions.®® There has been a growing concern about these issues since the end
of the 1990s.

There are differing opinions regarding the extent to which the social and environ-
mental cost of clothes really influences the purchasing decision of consumers. While
some studies indicate that ethical criteria hardly condition demand®” and attribute a
greater influence to the awareness of the ecological problems and the well-being of an-
imals than a concern for labor exploitation,®® other studies claim the opposite: That both
issues seem to be a powerful determinant of consumer behavior,®” particularly the social
problem.”® It is probably necessary to analyze much wider samples of consumers in order
to obtain clearer results. In any event, the population is increasingly keen for companies
to act in a sustainable way. Therefore, the influence of this ethical criterion on consumer
decision, if it is still not strong, will be so in the future.”!

The leading fast fashion retailers have been aware of the need to protect the reputation
of their brands from the negative image that their association with labor exploitation and
the deterioration of the environment could cause. Consequently, since the end of the
twentieth century, they have been implementing corporate social responsibility (CSR)
policies to reduce the negative impact of their activity and seek economic, social, and
environmental sustainability. These measures have become a fundamental component of
their marketing strategy. H&M was one of the first companies to act along these lines,””
when, in 1997, it published its Code of Conduct to regulate the situation of the workers
in the supplier companies and began to carry out inspections in them the following year.
In 2000, the Swedish company joined Global Responsibility, an online communication
platform to foster the transparency of companies in issues related to their sustainability.
Its Annual Report of that year included a section on the measures to diminish the en-
vironmental impact, and in the 2001 Report it also introduced a section on the com-
pany’s social policy. In the same year, H&M supported the United Nations initiative The
Global Compact, to encourage the social responsibility of companies and from 2002, it
began to publish an annual Corporate Social Responsibility Report, indicating the
proposals and measures of the company to advance in sustainability.”® Gap and Inditex
followed a very similar path a little later.”*

On an environmental level, the principal measures implemented—and widely
publicized—by the fast fashion companies have sought, first of all, to gradually increase
the use of sustainable materials, such as organic cotton and recycled fibres. These
measures have been accompanied by the collaboration with organizations engaged in
fostering the sustainability of crops, such as Better Cotton Initiative and Organic Cotton
Accelerator. They have also supported research in new recycling technologies and have
invested in start-ups that produce recycled fibers, such as Worn Again, Renewcell, and
Lenzing. A second line of action has been the reduction in the use of dangerous and
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polluting chemical products, in accordance with the guidelines of the organization Zero
Discharge of Hazardous Chemicals (ZDHC). Other common policies have been the
reduction in the consumption of energy, the reduction of CO2 emissions and the pro-
motion of renewable energies. In their annual reports, the companies also highlight the
lower use of plastics and the promotion of reusable and recyclable packaging. Finally,
another widespread action has been the implementation of systems for collecting used
garments to be reused, recycled into new textile products or to be used to produce en-
ergy. Some companies have even tested the creation of new business models, such as the
sale of used clothes and the repair or hire of clothes. Again, H&M has been one of the
most innovative companies in this field; since 2013, it has increased its participation in
Sellpy, an online sales platform of second-hand clothes, of which it is currently the
majority owner; in 2017, it launched a new chain, ARKET, engaged in functional and
timeless clothing, intended for long duration; in 2018, in some stores, it installed a Take
Care section to provide customers with everything necessary to repair, renew, and take
care of their clothes, and since then it has also tested different clothes hire formats.”’

On a socio-labor level, the action of large retailers has focused on introducing
transparency in their supply chain and collaborating with unions, governments, and
international institutions to improve the situation of their workers and those of their
suppliers. The principal objectives have been to guarantee the health and safety of the
workers, promote social dialogue, support dignified wages, promote better opportunities
for women, and cooperate in the protection of migrants and refugees. In order to
advance these objectives, social audits are regularly conducted of the supplier companies
and corrective measures are applied depending on the results. The audits are carried out
both by employees of fast fashion companies and by external consultants. For example,
Inditex carried out almost 6,500 social audits in 2019, applying a methodology that was
designed by the International Federation of Textile Unions, the Northumbria University,
and the Center for Business and Public Sector Ethics of the University of Cambridge.
Close to 94% of these audits were external and almost half of the total were carried out
in Asia.”® The fast fashion companies also finance humanitarian aid programs, collab-
orating with organizations such as Unicef, Médecins sans Frontiéres, Red Cross...””

Both the social measures and those of environmental protection are subject to eva-
luation and monitoring by independent organizations. In their sustainability reports, the
companies reveal a significant advance in many indicators and several of them have
obtained recognition for their progress in this field. Inditex, H&M, and Gap, for ex-
ample, were included with good evaluations in the Dow Jones Sustainability Index and
the Ethical Fashion Report for 2019.”® However, poor working conditions and situa-
tions of exploitation continue to be reported in the factories that produce for the large
fast fashion retailers and they are accused of implementing ineffective environmental
measures and of primarily seeking to improve the brand image instead of truly resolving
the negative impact of their activity.””

Conclusions

Fast fashion has been the most successful business model in the fashion from the vantage
point of economic results sector since the end of the twentieth century. Its development
has been driven by the changes in consumption patterns of a wide group of the popu-
lation, which has wanted to introduce fashion trends in its everyday way of dressing and
to enjoy a greater variety of garments. The expansion of social networks and new
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information technologies, in general, have also strongly influenced its development. They
have facilitated the diffusion of the fashion trends, accelerated their change and diver-
sified their origin. On the other hand, fast fashion has been possible thanks to the process
of globalization and the liberalization of international trade, which has enabled pro-
duction to be located where the costs are lowest and has facilitated the constitution of
global companies, able to sell in the five continents. The low prices of the articles are an
essential requisite for the mass consumption that characterizes this business model and
this can only be achieved through production in countries with very low labor costs. The
connection between the different phases of the value chain of the products, sometimes
located in very distant countries, and with the consuming markets, distributed
throughout the whole world, has also been based on the progress of information tech-
nologies and the establishment of highly advanced and efficient logistics systems.

The success of fast fashion has not only led to the formation of large global companies
with this business model, but has influenced the fashion industry as a whole, including the
luxury brands. Fast fashion has been the dominant model over the last decades and its
principal features have been imitated by both the new types of company in the fashion
sector, engaged exclusively in online sales, and also by the traditional apparel retailers. Due
to the influence of fast fashion, the brands that had still not outsourced their production to
other countries began to do so, even the luxury brands. Some of the latter have created sub-
brands, with more reasonable prices, whose products are manufactured in low cost
countries, seeking to broaden the spectrum of their consumers. Department stores have
incorporated fast fashion brands in their supply and paying more attention to the fashion
trends at all times has become widespread practice in the sector with the shortening of
production times and the introduction of new articles mid-season or increasing the number
of seasons, as well as improving the information and logistics systems.

Companies such as Inditex and H&M have democratized fashion, but this has mul-
tiplied consumption and production, accentuating the negative impact on the environ-
ment of the textile and clothing industry. The growing concern of public opinion and
governments about this problem and the exploitation of workers has led these companies
to implement strategies to reduce their environmental impact, improve the situation of
the workers in their supply chain and advance toward a sustainable production model.
The available data seem to confirm a significant effort by these companies to reduce the
harmful effects of their activity. However, can fast fashion truly be sustainable? The
principal problem is that this business model implies an extraordinarily high con-
sumption of products that are rapidly discarded, which leads to an exhaustion of natural
resources and strongly increases pollution and the accumulation of waste. The measures
taken by the companies to reduce their environmental impact, which also forms part of
their marketing strategy, cannot completely resolve the problem, as they have a con-
tradictory effect: On the one hand, they moderate the negative impact of each article
produced but, on the other hand, they contribute to promoting the brands and their
products, to maintaining the growth of consumption and production and, therefore, the
harm caused to the environment continues to grow. In order to make real progress to-
wards a sustainable business model it would be necessary to moderate consumption,
reduce production and lengthen the useful life of the products. In other words, it would
be necessary to abandon the fast fashion model. The conclusion is similar when reflecting
on the social problem and effectiveness of the measures taken by the retailers in this field.
In order to really improve the living conditions of the workers of the supply chain it
would be necessary to substantially increase wages. This would mean that the low prices
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of the final products could not be maintained, which is another of the essential char-
acteristics of fast fashion.®°

In response to the problems arising from this business model, the “slow fashion”
proposal has recently been developed, inspired by the “slow food” movement which
began in Italy in the 1980s. Slow fashion proposes a different way of consuming and
producing fashion, in which the quality and longevity of the products are promoted,
with timeless garments, attempting to minimize the ecological impact and generation of
waste, and a socially responsible position is adopted, including the payment of fair wages
to workers. It is a proposal of sustainable economic activity, guided by ethical principles,
which seek circularity and imply the considerable modification of consumption pat-
terns.®! Its mass implementation is not easy, as it involves the renouncement of frequent
changes in the design of products, which are the very essence of fashion, and increasing
the price of garments, reverting the democratization process of this type of consumption.
However, its proposals mark a valid path toward overcoming the threat of unsustain-
ability faced by the sector. Paradoxically, large global retailers have not only taken
measures inspired by some of the principles defending slow fashion, but are also testing
business models that constitute an alternative to fast fashion. These companies, there-
fore, are prepared both to prolong in time the fast fashion model and to develop other
more sustainable and socially responsible forms of business. The direction and pace of
their evolution will be determined by the attitude of the consumers, and the behavior of
demand, which these companies have shown to be able to interpret correctly.

Another pending challenge for fast fashion companies, and one which is probably
more immediate than sustainability, is their adaptation to the digital economy. Until
now, their growth had been based on the extension of the store network: The larger this
network, the larger the potential market, the greater the awareness of the brand among
consumers and the greater the possibilities of obtaining economies of scale and infor-
mation about the tastes and trends of the demand. The development of e-commerce has
created a different scenario, in which consumers can be reached and a lot of information
can be obtained about them without the need for physical stores. This has given rise to
the emergence of new competitors, fashion companies that only operate online and
which, without the fixed costs of the store network, can be highly competitive in terms of
price. The participation of e-commerce on total fashion sales has grown rapidly in recent
years and it is predicted that it will continue growing at the same pace.®? Therefore, the
near future of large fast fashion retailers seems to be highly connected to their adaptation
to online sales and their capacity to combine the different sales channels.®?
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