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· “Time to market” is the most important for fashion retailing industry.
· Zara owns its factories, stores, and distribution network.
· Half the items of Zara are made in its own factories, the rest are outsourced.
· Zara took a different approach to turning out fast-paced fashions, opting for vertical integration.
· Zara stores’ managers approach customer tastes using PDA system.

· Zara design department send latest fashion idea over the Zara’s intranet to its factories.
· Zara’s time to market 12 times faster than rivals.

Vertical Integration

[image: image1]“Time to market” has always been the most important for fashion retailing industry, and Zara is one of the fashion retailers that sell clothing worldwide. Zara took a different management strategy to approach fast-paced fashions. Instead of relying on outsourcers, Zara owns its factories, stores, and distribution network. In order to minimize time to market, Zara manages most of its own production by vertically integrating retailing and the entire production process. Whereas, for its distribution network; Zara maintains a gigantic 9-million-square-foot warehouse in La Coruna for sorting merchandise, and which is a connection of 14 of its factories through a maze of tunnels. As soon as the merchandise is sorted there, it will soon be placed to the distribution center and wait until the order is complete, afterwards it will be carted with other store’s shipments for delivery. Recently, there is a large new center opened in northeastern Spain Zaragoza which has a double capacity of the one in La Coruna. However, half the items of Zara are made in its own factories, the rest are outsourced.


[image: image2]After distributing products to Zara stores, Zara took another strategy to approach the tastes of customer as well as enhancing the Time to Market management: The managers of Zara stores report the preferences and behaviors of customer daily through the use of personal digital assistant to the central planning office, as well as making recommendations in terms of colors, fabrics, cuts etc., to Zara design department. After Zara’s 200 designers draw the latest fashion ideas on their computers, they would send them over Zara’s intranet to Zara’s nearby factories. Within days, the new garments are cut, dyed and ready. In only three weeks the new clothes will be hanging in Zara stores all over the world. However, this not only enables Zara to respond more quickly than the rivals to shifts in customer tastes, but making Zara’s time to market 12 times faster than rivals also. Therefore, the information system of PDA that Zara has managed to use well here to catch the tastes of customer would be the most essential factor for the success of the company.
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(Advantages within challenge)
· Zara has been opening new stores at a rate of one per week.
· Zara has managed to respond so quickly to customer tastes.
· Lower advertising costs in comparison with those of rivals.
(Unfavorable problem facing the company)
· Zara’s manufacturing costs run 15 to 20 percent higher than those of rivals. 
· The price gap between Zara’s Spain-made products in the U.S. widened as the U.S. dollar declines.

· Zara’s European competitors that manufacture in East Asia are reaping profit windfalls that Zara can not match. (Combination of organizational, management and technology factors)
· Inditex is moving into many new ventures at once, which may cause dilution of Zara’s brand image. (Combination of organizational, management and technology factors)


Zara has been opening new stores at a rate of one per week. Zara restock its stores twice a week, delivering both reordered items and new styles, and it has the ability of responding quickly to shifts in customer tastes efficiently. Due to the frequent change of its stores’ merchandise, it results that customers often return to check out new products, and this leads them to result in a lower advertising costs than its rivals. Furthermore, because Zara made half the items in its factories, it makes their manufacturing costs run 15 to 20 percent higher than its competitors. While one of Zara’s competitor Li & Fung owns its global network of more than 7500 suppliers in 40 countries by communicating with clients using the internet. On the other hand, Zara is facing increased challenges as the company expands. As the U.S. dollar declines, it widens the price gap between Zara’s products, which are primarily made in Spain, and it may result in a decrease in its gross profit. Secondly, Zara has been missing the low-wage market and investing in relatively malapropos market. For instance, Zara’s European competitors that manufacture in East Asia are reaping profit windfalls that Zara can not match. Although Zara does outsource come basic items in Asia, most of its merchandise is produced in Spain. Thirdly, Zara’s parent company, Inditex, is moving into many new ventures at once. Zara has expanded its other retail brands, such as Zara Home, which is a home furnishings outlet. Also, it added lines of larger sized garments in Zara stores for older women, which may dilute the image of Zara’s brand.


(Solutions)
· Establishing a warehouse in the U.S. in order to avoid the depreciation of currency.
· Start investing in East Asia market and keep the slow pace of the current expansion in the U.S. and Europe.
· Investing Zara Home in developing countries, and meanwhile stopping the Zara stores for old ladies.
· Start to use the tracking system between the factories and Zara stores.

Zara should quickly establish a distribution network in North America to avoid the hard period of the depreciation of U.S. currency. It may be presently considered it would be a splash out of money, but this could also be seen as an investment beneficial for the future. Basically it could be explained by several reasons: Firstly, this could help to avoid the decline of U.S. dollar. Secondly, the U.S. market is huge, and the depreciation of U.S. dollar is merely a matter of temporary and it certainly will not last permanently, therefore, when the U.S. currency is back on track, Zara can then begin to open new stores around the U.S. as well as it will be having a manufacturing system meanwhile. As the number of store increases, it will probably result in a higher utilization rates and lower cost for production per unit. Thus, this could be a long-term investment creating value to the company, and which can also be applied in the market of Spain. Secondly, in terms of low-wage countries, there is a considerably good opportunity to gain extraordinary profit in East Asia market. By slowing down the pace in Europe, Zara could initiate an investment in East Asia but choosing Australia to be its first target, where has a mixed culture of European and Asian in order to avoid a big change on the environment. Zara can firstly open a chain of store in East Asia with another strategy on its organizational, management and information systems. Because once Zara enters the East Asia market, it naturally becomes a new entrant in the market, as also there is a big chance that the people there do not know about the Zara brand, the first thing they should do after opening stores would be to advertise to the whole country through television. With the consequence of advertisement, logically, more and more people would become aware of the brand and so coming to visit the stores, but the culture problem occurs at this stage. On my opinion, there should be a new information system in between the Zara stores and its distribution center in Spain. Firstly, the manager can take the same action as in Spain asking for the preferences and behaviors of customers, and afterwards reporting the information through the new information system, which can be the database system transferring information to the design department in Spain. Subsequently, by adapting and continuously restocking East-Asian culture products in Zara stores, which may take a few years to achieve. Zara then may want to further stabilize by investing for its own distribution network, manufacturing system and design department in East Asia. Gradually, according to Zara’s originally successful strategy in Spain, it would probably play the dominant role again in this valuable market in the near future. However, in the starting period, the merchandise delivery costs and the advertising costs would certainly be high as well as being the main expenses for the company, but in fact, as the East Asia market is relatively a low-wage market, so they can be more or less offset by the low salary expenses. And this can be a more valuable market in the future when Zara stabilizes in this market. Furthermore, Zara can actually strengthen the intimacy between customer and them through the creation of membership, and yet, Zara should create a new technology system for every Zara store, and which would enable the manager to operate the saving and updating process of customers’ details, as well as creating a database management system enabling managers to update the database. However, applying the idea in real life would necessarily cost a budget of money on managing the technical systems, but there is a big chance that the value that the information system brings to the company would far overrun the organizational expenses, which could finally be cost effective. Besides, Zara can corporate with companies on the purpose of running a better delivery system. For example: using “Google” for site maintenance, “Paypal” for achieving the convenient payment method, and “FedEx” for the assurance of delivery. In the meantime, Zara can modify their site by adding up more significant information on it. For example: posting all the available products on the site in order to enable customers to have more alternatives on purchasing products as well as updating data according to the number of products in stock. However, not only this could provide an opportunity for the customers all around the world and who acknowledge the Zara brand to purchase products through surfing the Zara site, but it would also be a chance for the customers who prefer shopping through internet. On the other hand, it is clear that “IKEA” is already considered dominant in the furnishing industry, so I personally think that the new brand Zara Home can continue to expand but in developing countries, which may need to focus on market niche. As the furnishing industry is mainly concerned with design, therefore, the most important system could be of the design department, which is responsible for making various furnishing styles. In this case, Zara Home should have their brand advertised within a country, and meanwhile they could initiate their own site showing different furnishing styles to the customers, keeping up with new styles of furnishing house by updating and maintaining the site. This may require a technician for site designing in order to keep customer surfing on Zara Home’s site. In addition, Zara could again cooperate with companies as above for achieving a successful delivery and technology management. However, the old women market is not worth to take risk on diluting the image of the Zara brand for two reasons: Firstly, if Zara engages in old women market, the significance of “trendy” that people perceived can be hard affected; secondly, with the facts that elders do not really pursue for brand as well as this type of market is relatively small, it will definitely be a risky job to.


Recommendation: 
· Slow down to expansion in the U.S. and Europe and quickly enters the East Asia market as well as prioritize to apply the advertising strategy and also its original strategy to identify Asian’s preference of clothing style.

With the good strategy on using information system that makes Zara prominent among the competitors in Spain, it means that will surely bring Zara to a different stage from the competitors in the new market again. So, I think Zara should enter the East Asia market as soon as possible; this is a rather potential market that Zara has been severely missing while some of Zara’s European competitors have already been reaping profit from it. However, I strongly think that once Zara is rewarded from the advertisement as well as find out what is likely the style of Asian and subsequently establishing a distribution center and manufacturing system in the East Asia market, its original strategy must be leading Zara ahead of the retailing industry again. So I recommend that Zara should seize time to further gain profit in a more valuable market rather than keeping up the fast pace in the Europe and U.S. at present.
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