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The performance of Spanish fashion group Inditex — owner of the Zara brand — has
been impressive indeed. Over the past two decades, annual net sales growth has often
exceeded 10 per cent, reaching €26.1bn in 2018. A net profit margin of 10 to 14 per
cent has been the envy of mass-market rivals.

Two-thirds of Inditex’s sales are from Zara, whose superfast supply chain can take
products from design to sales in four to six weeks, with 24,000 products developed a
year. This lets the business quickly adjust design and production, and launch products
to match trends and customer demands.
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The core of Zara’s fast-fashion innovation is its super-agility and the way it
reconfigured the conventional supply chain. Rather than starting with designers
making all the main design decisions, followed by sourcing and production, delivering
products to stores and hoping they match demand, Zara changed the sequence. It
begins by looking at market signals, such as what sells at stores and trade shows.
These inputs are fed to the designers, who design in response, before sourcing and
production decisions are made.

The agile supply chain requires innovations end-to-end. At one end, the design
process uses the supply chain postponement principle, or late point differentiation.
Unlike rivals such as Gap, H&M or Primark, Zara has no chief designer. Hundreds of
designers act in a decentralised decision-making fashion, following market signals to
shape products. A skeleton-like design is created, which is used to begin sourcing
materials, but this is not finalised until much later. Only when up-to-the-minute
market information arrives do the designers fix details, using materials ordered or
available.

Final commitments to materials are delayed until the best and latest market signals
are available.

Supply agility also requires quick-response manufacturing. Zara long depended on
contract manufacturers — most working exclusively for the brand — in the La Coruña
region in north-west Spain, where it has its headquarters. In 2002, La Coruña
constituted 60 per cent of Zara’s manufacturing base. Besides the benefits of
proximity to design centres, the contractors were skilled, flexible and could produce in
small batches. This made the company responsive, matching supply with demand in a
lean way. Being close to the European market meant short distribution times.

As Zara grew abroad, it expanded its manufacturing base. It now has a “dual-
response” strategy, with low-cost bases such as those in Asia making basic styles or
those with stable volumes; while higher cost but fast, flexible bases such as Spain,
Portugal and Morocco produce the high-fashion styles for which demand is
unpredictable.

Despite Zara’s
successes, it must keep
its position secure as
rivals chase to catch up
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Agile supply allows Zara to efficiently
distribute the right products to the stores.
Distribution centres in La Coruña and
Zaragoza — the latter in Spain’s north-east
region of Aragón — have state of the art,
automated conveyors and retrieval systems
combined with sophisticated software. The
need for agility extends to Zara’s partners. In
Asia, it outsourced distribution to a local

partner, chosen for ability to respond fast to changes and to scale up quickly when
needed.

Zara’s stores are the other end of the agile supply chain. Besides point-of-sales data,
managers record customers’ inquiries about products that they do not carry.
Replenishments to the stores are frequent and accurate.

Despite Zara’s successes, it must keep its position secure as rivals chase to catch up.
H&M has changed its supply processes to use quick-response production sites closer
to Europe, such as in Turkey. H&M and Uniqlo are investing in technologies such as
radio frequency identification of items, and warehouse automation. Zara is, of course,
investing aggressively in new technologies. Inditex, meanwhile, is expanding its
geographical footprint and adding fashion brands such as Stradivarius and Oysho.

The emergence of online retail has meant increased opportunities. The Zara brand
recorded online sales growth of 27 per cent in 2018.

The biggest challenge to Zara may not be from its current big-brand rivals. A new
generation of even faster fashion is on the rise — online, millennial-focused and
social-media savvy brands. Asos and Boohoo are examples, trying to beat Zara with
super-quick lead times, producing in small quantities to meet trends. Boohoo can take
products from design to shipping in two weeks and its online model enables it to keep
a super-lean inventory.

Zara also faces disruption from non-market forces. Environmentalists have attacked
fast-fashion companies for encouraging people to buy clothes frequently, discarding
usable garments to chase trends. Zara has to invest in sustainable materials,
environmentally responsible production and recycling products at the end of life their
life.
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Supply agility is the anchor — much imitated by others — of Zara’s success. Now the
company must continue to upgrade its supply process to align with a changing world
of new customers, new channels, new technologies and new global trade regimes.

Hau L Lee is a professor at Stanford Graduate School of Business.

http://help.ft.com/help/legal-privacy/copyright/copyright-policy/

