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Abstract: The current pandemic situation has created many challenges for maintaining positive
relationships between fast fashion retailers and their suppliers. In the proposed paper it is assumed
that strong and ethical relationships may be beneficial for all supply chain members, especially
in the era of global pandemic. Therefore, the aforementioned issues (fast fashion retailers’ ethical
behavior towards suppliers) constituted the subject of the paper. Our knowledge about relationships
between fast retail chains and their suppliers in the times of global pandemic is relatively week.
Trying to fill the gap, this paper discussed relationships between fast fashion retail chains and
their suppliers’ customers on the basis of literature review and case study research. Purpose: The
aim of the paper was to indicate the scope of activities undertaken by retailers and addressed
at suppliers by fast fashion retail chains in pandemic times. The following goals of descriptive
and cognitive character were assumed in the paper: (a) Identification of the fast fashion retailers’
common behavior in the era of pandemic, and (b) indication of ethical practices applied by fast
fashion retail chains which are beneficial for all retail chain members, based on the Inditex example.
Methodology: Based on the theoretic deliberation of retail chain relationships with suppliers in the
pandemic times, qualitative research was conducted to supplement the theoretical background. The
purpose of this study was to identify how fast fashion retailers maintain relationships with their
suppliers in supply chains. The conducted research enabled us to reveal answers to the following
research questions: What are good practices of fast fashion retailers in terms of relationships with
suppliers? Can socially responsible, trustworthy fast fashion retailers stay profitable in the Covid-19
pandemic? The theoretical deliberation was based on a critical literature review. The empirical
part of the paper was based on case study research. The conducted research was descriptive in
nature, conducted in order to describe a particular phenomenon within its context, and was not
intended to provide conclusive evidence, but to have a better understanding of the problem. A
descriptive intrinsic case study was the method applied in the research. Results: On the grounds of
literature studies, as well as collected information, we can state that close and ethical cooperation
with suppliers, based on socially responsible relationships, are becoming a more and more important
part of the strategy for commercial chains. There are companies that use any legal measures to not
fulfil their obligations as contractors and avoid paying for orders completed and in production. The
descriptive case study research allowed us to observe, analyze, and report good practices of fast
fashion retailers in terms of relationships with their suppliers based on the Inditex example. The
theoretical contribution: On the grounds of the case study, we can state that during pandemic times
fast fashion retail chains have focused on the development of relationships with suppliers, which
means changing from transactional to relationship marketing in cooperation strategies. Practical
implications (if applicable): The paper provided intellectual input into the managerial problem
of how to develop mutual beneficiary relationships between fast retail chains and their suppliers.
The study suggests that fast fashion retail chains have to take into consideration growing customer
expectations, which regard their cooperation’s strategies toward suppliers.
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1. Introduction

The SARS-CoV-2 virus pandemic has halted the world economy and forced its com-
plete reorganization. This situation has caused a shock, the effects of which will be experi-
enced for a long time, both on the micro and macro scale.

Creative industries, including the fashion and design industries that are the subject of
this paper, are struggling to maintain the scale of production, employment, and financial
liquidity, preserve intellectual property rights, and adapt to the e-commerce world. In the
situation of an uncertain future, business has been faced with new challenges, but also
opportunities. This has clearly become apparent in the business ecosystem, in the spiral of
the fashion sector which has been driven for generations by consumer desire for design,
and business thirst for profit.

The main problem undertaken in this paper results from strong bargaining power
of retailers, which makes these companies leaders of channels of distribution. The aim
of the paper was to indicate the scope of activities undertaken by retailers and addressed
at suppliers by fast fashion retail chains in pandemic times as well as presenting the
best business practices in the sphere of cooperation with suppliers. The research question
concerned the problem of relationships between them and their suppliers. The used method
was case study research. Analyses included in the paper concerned the period between
March and September 2020 that was the period of the outbreak of the global pandemic
(time range). The presented results of the conducted analyses concerned international
environment (spatial range).

The originality of the papers lies in the indication of best business practices regarding
the cooperation strategies which are implemented by fast fashion retail chains. In addition,
the chosen period of conducted analysis makes the topic interesting and current. In a
difficult business environment, implementation of good business practices toward suppliers
is not a common practice.

The contribution of the paper lies in presenting the change in the approach to suppliers.
On the grounds of the case, we can state that during pandemic times, fast fashion retail
chains have focused on the development of relationships with suppliers, which means
changing from transactional to relationship marketing in their cooperation strategies.

2. Relationships between Retail Chains and Suppliers—Relationship
Paradigm Approach

The policy of commercial chains (including fast fashion retail chains) towards suppliers
is currently gaining particular importance as a source of permanent competitive advantage.
According to the theory of transactional costs, retailers look in this sphere for such solutions
that should allow them to pursue a flexible and competitive policy of sale. At the same time,
they aim at establishment of not only their competitive advantage, but the whole channel
of supply, because in this way the market position of all its participants is strengthened.

One of the most popular definitions explains the strategy of cooperation as the rela-
tionship between the parties that is not definitely defined in the form of a detailed contract
strictly determining all the rights and obligations of partners (Hyvonen 1983). The strat-
egy of cooperation determines long-term goals of an enterprise that correspond to the
general direction of activity, and also show the allocation of resources that are necessary
for accomplishment of assumed goals (Bensaou 1992). Growing demands of customers
and intense competition on the fast fashion market are the reasons for the introduction of
changes in the approach to the comprehensive strategies of retail chains (Dewalska-Opitek
and Bilinska-Reformat 2016). Customers and suppliers, and in particular the establishment
of relationships with customers and suppliers that allow them to achieve competitive
advantage, are the key elements of this strategy (Wathe and Heide 2004; De Wulf et al.
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2001). The importance of buying function is growing in the period of crisis (as well as in
the times of the global pandemic) when enterprises are searching for the sources of cost
reduction. It seems that in the case of global fast fashion retail chains, the stage of buying
oriented only towards products is already beyond these organizations. These enterprises
realize that the activity consisting of making a purchase is associated both with functional
spheres that form a chain of values as well as with external surroundings, i.e., suppliers
that can contribute to the establishment of permanent competitive advantage. This is why
they are indicated as partners that in practice make it possible to form a competitive market
offer (Chen 2009; Mentzer et al. 2000).

The approach to managerial activity in retail trade is undergoing dynamic changes
in the time of the pandemic. We should emphasize here the approach assuming that the
retailer actually offers for sale a product that is everything, both good and bad, which is
obtained within exchange. It is a combination of tangible and intangible qualities, including
profits or functional, social, and psychological benefits (Dibb et al. 2003). According to
this approach, a retailer offers a complex product for sale. The emergence of an additional
category within instruments influencing the customer, namely relationships with the
customer in shaping customer loyalty, proves changing of attitudes to marketing activity
in retail trade. In addition to transactional attitude, a relationship attitude there occurs
(Gummesson 1997).

Relationship marketing is certainly the trend of activities conducted, together with
traditional methods of influencing customers by chains. However, increase in customers’
awareness brought by access to knowledge about how chains treat their suppliers, whether
they observe the rights of third world countries, and /or how they are oriented towards their
workers and suppliers, certainly influence the development of the concept of relationship
marketing.

In the literature of the subject there is quite an evident division into three stages of
development in the concept of marketing: From the concept of transactional marketing,
through strategic (competitive) marketing, to partnership marketing (also referred to as the
marketing of mutual relationships).

For many years buyer—supplier relationships in the fashion industry have been short-
term and adversarial, characterized by multiple sourcing, price orientation, and competitive
bidding (Barnes and Lea-Greenwood 2006; Hines and McGowan 2005).

But as shorter product life cycles and rapidly changing consumer demands have led to
arenewed focus on agility as a means of reducing lead times, there has been a predominant
shift away from adversarial relationships to strategic partnerships based on commitment,
trust, and continuous improvement which enable the development of long-term upgraded
supplier capabilities (Hines and McGowan 2005; Bixenden and Abratt 2007).

New theses have been proposed, with the major thesis assuming that many markets
transactions are not perceived by exchanging parties in a statistical, but a dynamic approach,
which is from the perspective of contacts of various types. Apart from the economic
dimension, they also have an important non-material (social, symbolic, and emotional)
level.

Target markets, consumers (households), and suppliers are in particular the key areas
of interest of fast fashion retail chains. Therefore, fast fashion retail chains look for ways to
create commercial offers that allow for maintenance of existing customers and acquisition
of the new ones (Shajahn 2006). Detailed recognition of demands of target segments ought
to result in the creation of commercial offers satisfying final customers (Sirdeshmukh
et al. 2002). The offer for individual customer may become attractive if suitable sources of
purchase are provided. Hence, indication of suppliers as partners, who enable, in practice,
the development of a competitive market offer (Chen 2009; Mentzer et al. 2000).

The policy of performing purchase and related problems concerning cooperation is
the element of activity of fast fashion retail chains. It is the subject of cooperation between
the sphere of trade and is focused on relationships between enterprises and their suppliers.
The problems associated with the issues of selection of suppliers have been analyzed. The
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evolution of the purchasing function was discussed by Stannack and Jones (1996). In the
case of fast fashion retail chains, the stage of doing shopping directed only on products is
already behind in these organizations. Another model was presented by Reck and Long.
This model shows four stages of purchasing function (Reck and Long 1988). Cooperation
between suppliers and fast fashion retail chains should allow for generation of surplus of
income over costs, and this demands cooperation with suppliers (Pilarczyk et al. 2001).

The relationship approach imposes a broader perspective on the strategy of retailers’
buying, while indicating not only direct chain suppliers but also their cooperating partners
as their recipients.

Including a relationship marketing approach in practices of fast fashion retail chain
management is a result of the systems implemented by the company and supplier’s
activities.

3. Fast Fashion Supply Chain Management

Many fashion companies serve customers all over the world and outsource the pro-
duction of clothes to manufacturers located in developing countries and those where the
production costs (labor and materials) are lower (Graafland 2002). Cost-effectiveness has
become the major reason why fashion retailers undertake international outsourcing (Di
Gregorio et al. 2009); however, other factors, including competition and customer expecta-
tions regarding a more diversified product offer and keeping prices of clothes low, should
also be mentioned (McMaster et al. 2020).

These determinants have led to the emergence of the phenomenon of “fast fashion”,
i.e., a fashion offer characterized by significant variability (even up to 12 sub-seasons can
be distinguished) of mass-produced clothes, often of poorer quality, whose delivery cycle
(from design, through production, transport, to availability at outlets) and life cycle (use by
the buyer) have been significantly shortened (Turker and Altuntas 2014).

The idea of fast fashion is often presented in the literature on the subject as a business
model that focuses on an efficient supply chain enabling the achievement of product diver-
sity with simultaneous cost effectiveness, in order to meet the changing expectations of the
buyers of clothes (McNeil and Moore 2015; Camargo et al. 2020). The main characteristics
of the fast fashion business model may include:

A direct-to-consumer business model with a focus on mass production of clothes;
A focus on achieving economies of scales, producing large batches of the same gar-
ments;
About 2000 to 11,000 pieces introduced annually;
Forecast-driven to predict future trends and understand what customers want in the
near future;

e A focus on scaling the number of brick-on-mortar stores; e-commerce is important,
but not a major income source;

e  The goal of providing the products as cheaply as possible, at a fast pace, with a lead
time of 2—-6 weeks;

e  Offshoring production due to cost savings (outsourcing production and a high number
of suppliers);
Reasonable stock, but possible excess stock due to mass production;
The potential to be perceived as unethical and unsustainable due to outsourcing
production to countries where the labor costs are low.

At the same time, due to the acceleration and shortening of the delivery cycle of
ready-to-wear clothes from 2-6 weeks to a week or even several days, the term of “ultra-
fast fashion” has also occurred (Weinswig 2017). Ultra-fast fashion corresponds to the
market trends to a greater extent, primarily due to the truly short lead time. It does not
always mean clothing sold at an extremely low price, which results from the concept of
onshoring (relocating business processes to a lower-cost location inside the national borders)
or nearshoring (relocating business processes to the neighboring countries). According
to Hendriksz (2017), there are currently five major new retailers that have adopted the
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ultra-fast strategy: ASOS, Boohoo, Missguided, Choosy, and Fashion Nova.

The supply chain in the fashion industry is complex. On the one hand, it consists
of market entities, such as material suppliers, manufacturers, logistics operators, fashion
retailers, and customers, while on the other hand, of activities including transformation
of raw materials and launching finished products onto the market (Moon et al. 2017).
Vertical integration of participants and the activities based on appropriate relationships and
conducted by them is necessary for the supply chain to function well (Camargo et al. 2020).

Camargo et al. (2020), Ye and Lau (2018) and Lee (2002) prove the existence of various
types of supply chains and the strategies implemented in them. The most common ones in
the fashion industry include efficient, risk-hedging, responsive, and agile supply chains.
Their synthetic description is presented in Table 1.

Table 1. The most popular supply chain strategies in fashion industry.

Supply Chain Strategy Characteristics

Usually aims at achieving economies of scale,
where there is a need for high use of effective
communication throughout the chain.

Efficient (lean) supply chain The information system as an “integrator”
enables production and distribution schedules
to be optimized and creates and maintains
dynamic supplier networks.

Aims at sharing resources in order to share
risks in case supply chain disruption happens.

Risk-hedging supply chain It is an exchange of information among firms
that are sharing inventories and might face
supply chain risks.

Focuses on strategies that allow the company
to be responsive and flexible to customers’
changing needs.

It can also involve the customer in the design
process of product development, creating a
direct connection between customer choices
and the factories that manufacture these
products. Finally, agile supply chains seek to
be demand-driven and are more likely to be
information-based, rather than forecast- and
inventory-based, such as most conventional
supply chains.

Responsive supply chain

Seek to be demand-driven and are more likely
to be

information-based, rather than forecast and
inventory-based, such as most conventional
supply chains.

Agile supply chain A quick response focuses on collaboration and
vertical integration in order to enhance supply
chain efficiency. A quick-response supply
chain is based on the sharing of information,
and it is demand-driven based on current and
previous sales information.

Source: (Camargo et al. 2020; Ye and Lau 2018; Lee 2002).

Literature studies and observation of the operating practice of integrated supply chains
in the fast fashion industry allow us to recognize how different strategies are successfully
combined to achieve the best effect. Combining the lean supply chain and agile supply
chain forms a hybrid called “leagility”, which allows the advantages of each component to
be used—flexibility and reactivity to changes in demand, consumer preferences, market
trends, etc. (agile approach), while limiting any internal and external variation as much as
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possible (lean attitude) (Camargo et al. 2020; Ye and Lau 2018). However, an alternative
strategy to fast fashion is handling multiple products with a fixed-block inventory and a
selling cycle that matches customer profiles and supply capabilities. This proposed strategy
matches the ultra-fashion approach (Zhang et al. 2017).

4. Fast Fashion Retail Chains in the Time of COVID-19 Pandemic

The global Covid-19 pandemic affected all sectors of the global economy to an extent
unimaginable in its early stages. Currently, the effects of the pandemic are increasingly
more often noticed not only in the health and medical spheres, but also in the political,
social, and economic spheres. Social distance, self-isolation, remote work, closure of com-
mercial and service outlets, restrictions on the movement of people or even full lockdown
have had impact not only on the functioning of the world economy and integrated supply
chains, but also on the level of global demand which significantly decreased, and the
consumption patterns of buyers that changed (Fernandes 2020).

The fashion industry is one of the sectors that has been seriously affected by the
negative effects of Covid-19. As a result of the first wave of the pandemic, by May 2020, the
fashion industry had recorded a 7% drop in sales, and it was the highest value by product
category (Figure 1).

Entertainment 236%

Stationery & Hobbies 204%
Food & Drinks 167%
Consumer Electronics 143%
Pets 112%
Sports & Outdoors 92%
Home Goods 78%
Toys & Baby Products

Beauty & Personal Care

HEHE
4 i B
4 K B

Furniture & Décor
Automotive & Industrial -4% |
House Appliances 76%|

Fashion 77%|

Figure 1. Changes in sales revenue by category in May 2020. Source: (ContactPigeon 2020).

The uncertainty about the future caused by the pandemic revalued social practices in
many areas. Staying at home, uncertainty of income, and focusing on personal safety made
the need to buy material goods a secondary concern (temporarily). The largest decline in
demand by fashion retailers was recorded in March, April, and May 2020. The summary of
changes in clothing sales in 2020 in selected countries compared to the same period in 2019
is shown in Table 2.
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Table 2. Retail sales of clothing and accessories monthly (Y/Y % change) 2020.

Italy Germany Spain China USA
January 0.3% 0.2% 0.9% 349, 3%
February 2.5% 0.5% 4.6% R 5%

March —64.5% —51.8% —61.4% —36% —51%

April —87.6% —70.90% —90.1% —20% —89%

May —41.80% —23.6% —66.7% —2.6% —62%

June —14.7% —16.3% —27.1% —2.9% —24.3%

Source: (Ricchetti and De Palma 2020).

Consumers’ preferences towards clothing category also changed. According to the
Sales Intelligence 2020 report (Sales Intelligence 2020), from March 2020, sportswear and
clothing belonging to the category of homeware and home office have been the most
popular. On the other hand, the pandemic caused the largest decrease in party clothes,
such as dresses (by 65%) or suits (by 74%).

In response to rapid market changes, retailers introduced immediate changes in
contracts, and suspended or canceled orders from suppliers around the world, especially
from the suppliers in China, Bangladesh, India, Pakistan, Cambodia, Honduras, and
Nicaragua.

In the Research Report from October 2020, the Center for Global Workers” Rights
states that 65% of suppliers were forced to accept lower prices of manufactured products,
on average by 12%. As a result, 56% of suppliers to fashion retailers had to accept the terms

of sale below the cost (Figure 2).
56%
I ]
No

Yes

Pricing Dynamics

65%

Yes

No

Price reductions
large than normal?

Accepting orders
below costs?

Figure 2. Pricing conditions and pricing dynamics of fashion suppliers due to Covid-19 pandemic.
Source: (Center for Global Workers’ Rights 2020a).

The terms of payment for the clothes that were ordered, produced, and loaded on
ships also changed. Currently, 66% of fashion retailers have imposed payment terms of
60 days or longer (90 or even 120 days). On average, suppliers are paid 77 days after the
order is dispatched, while before the pandemic the average payment term was 43 days
(Figure 3).
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Buyer Payment Terms (days)

35%

30%

25%

20%

15%

10%

5% _l

. Odays 30days 45days 60days 90days 120days 180 days
WJune 2019  16% 31% 15% 19% 11% 3% 1%
Wlune 2020 4% 16% 7% 23% 18% 20% 5%

’

Figure 3. Buyer payment terms (days) due to Covid-19 pandemic. Source: (Center for Global Workers
Rights 2020a).

Another practice which put clothing suppliers in an extremely difficult financial situa-
tion or even on the verge of bankruptcy was the cancellation of orders during production,
and even of those manufactured and delivered to fashion retailers, despite the fact that they
had a contractual obligation to pay for these orders. According to data from the Center for
Global Workers” Rights (CGWR), 80% of suppliers integrated in fast fashion supply chains
experienced the effects of cancellation of orders by fast fashion retailers (Figure 4).

Buyer Order Cancellations Impact on Operations

53.4%

19.9% 22.2%
4.5%
No major impact for Partial cut in Most operations are Factory closure
the moment employment shutdown

Figure 4. The effects of fashion retailers’ order cancellation on suppliers’ operations due to Covid-19
pandemic. Source: (Center for Global Workers” Rights 2020b).

The industry analyses of the Center for Global Workers’ Rights (2020b); Donaldson
(2020) show that when canceling contracts, fashion retailers most often did not feel obliged
to cover suppliers’ losses caused by their decisions, including the costs of materials pur-
chased in advance, or incurred production costs (Figure 5). As a consequence, every fifth
supplier dismissed employees without being able to pay them the due remuneration (or
paying only its small part), every second significantly limited production activity, while
about 4.5% of suppliers went bankrupt.
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When buyers have cancelled orders,
have they agreed to pay for raw
material (fabric, etc.) that you
already purchased?

When buyers have canceled orders,
have they agreed to pay for
production (cut-make) costs?

M No
W ves
Some Cases

6%

M No
M ves
Some Cases

Figure 5. To what extent fashion retailers agreed to pay for raw material and cut and make production costs. Source: (Center
for Global Workers” Rights 2020b).

It is interesting that when canceling orders, many fast fashion retailers referred to the
force majeure clause in their contracts (also called superior force or acts of God), which
addresses the circumstances in which a party may be excused from the full performance
of a contract under the principle of force majeure. This clause allows a party to a contract
to fail to comply with its contractual obligations if circumstances that are unforeseen or
through no fault of the party have occurred (Dinar and Budiartha 2020). The purpose
of the force majeure clause is to allocate the risk for both the parties to the contract and
indicate those events that will effectively suspend the liability, also financial, of the party
or parties. The International Chamber of Commerce (International Chamber of Commerce
2020) in Paris proposed a Model of Force Majeure Clause, which includes the notion of
“plague [or] epidemic” among presumed force majeure events, but not “pandemic”. The
wording may be important in some jurisdictions. However, even if the “pandemic” was
considered a force majeure event, the arbitral tribunal would not necessarily accept the
claim of withdrawing from the contract without paying the due amount (in whole or in
part), especially because the pandemic situation, lockdown, and other situations apply only
to brick-and-mortar stores, while retailers can still sell online, and the stores will reopen.
Force majeure may justify a delay in payment, but not cancellation of the order. Moreover,
such practice is inconsistent with the due diligence requirements under the United Nations
Guiding Principles on Business and Human Rights (UNIGPs) and the OECD guidelines
(Worker Rights Consortium 2020).

The described practices of using force majeure to improve business efficiency and
financial liquidity indicators are not only unethical. They show a lack of concern for some
fast fashion retailers about the situation of suppliers, their employees, and families, who as
a result of legal action lose income or jobs when factories are closed. They will be replaced
by other suppliers who will be exposed to similar treatment. It should be noted that the
problem goes deeper and proves the existence of power imbalances and asymmetry in fast
fashion supply chains.

However, it should be stated that not all companies in the fashion industry showed
such low sensitivity and lack of social responsibility. The Worker Right Consortium (WRC),
together with the Center for Global Workers” Right (CGWR), launched the “Covid-19
Tracker” campaign, which identifies positive and negative business practices. As a result, 2
lists of companies were created (they are regularly updated, as of March 2020). They include
those which operate ethically and have committed to fully pay for orders in progress and
completed by suppliers, as well as those that avoid liability. The list of retailers according
to Covid-19 Tracker is presented in Table 3.



J. Risk Financial Manag. 2021, 14, 153

10 of 20

Table 3. Covid-19 Trackers: Brands which are acting responsibly toward suppliers and workers
(updated 14 January 2021).

Companies Which Have Committed to Pay Companies Which
in Full for Orders Completed and in Have Made No Commitment to Pay in Full
Production: for Orders Completed and in Production:

— Adidas

— Amazon

— ASOS

— C&A

— Cotton on Group

— Gap Inc. (Old Navy, Athleta, Banana

Republic)

— H&M

— IKEA

— Inditex (Zara)

— Kiabi

— Levi Strauss & Co.

—LPP

— Lululemon Athletica American Eagle Outfitters (American Eagle,
— Marks & Spencer Aerie)

— Moschino — Arcadia (Topshop)

— Next — Balmain

— Nike — Bestseller

— Primark — Camaieu

— PVH (Calvin Klein, Tommy Hilfiger) — Edinburgh Woolen Mill (Bonmarché,
— Ralph Lauren Corporation (Polo) Peacocks)

— Target — Esprit

— Tesco — Hema

— Under Armour — JCPenney

— UNIQLO — Kohl’s

— VF Corp. (JanSport, The North Face, Vans, = — Li & Fung/Global Brands Group
Timberland) — Matalan

— Mothercare

— Oscar de la Renta

— Ross Stores

— Schulz Fashion (Colloseum)

— Sears

— The Children’s Place

— TJX (T.J. Maxx, Marshalls)

— Urban Outfitters (Anthropologie)
— Walmart (Asda)

Source: (Worker Rights Consortium 2021).

The companies that were classified as socially responsible towards their suppliers and

their employees met the following criteria (Worker Rights Consortium 2021):

a.

They pay a pre-agreed price for goods in the production process, manufactured
and shipped in accordance with the order, without requesting price discounts and
rebates;

They do not cancel orders made with suppliers, and if they do so, then for full
compensation of costs incurred by suppliers;

They do not postpone the agreed delivery times for delayed payments, and if they
do, the delays are small and the extended waiting time for payments is compensated
for suppliers;

If there are delays in payments to suppliers, commercial companies facilitate suppli-
ers’ access to cheap sources of financing of their operation so as not to disturb the
financial liquidity of suppliers.

It should be indicated that the companies are liable to their suppliers’ changes. The first

rankings from March 2020 clearly indicated that many retailers from the fashion industry
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(and not only) changed the terms of the contract and did not meet their contractual
obligations, while the list of socially responsible companies was short. However, the
activities of such organizations as the Worker Rights Consortium or the Center for Global
Workers’ Rights, popularizing good business practices and stigmatizing unethical behavior,
influenced public opinion, and contributed to changing the operating model of many fast
fashion retailers.

The attitudes of consumers have become a determinant of great importance (if not
the most important). According to the Edelman Trust Barometer 2020 (Edelman Trust
Barometr 2020), 65% of consumers believe that the reaction of the brand during the crisis
will have a huge impact on the likelihood of its purchase in the future, and 29% of buyers
started using a new brand due to its actions towards stakeholders during the pandemic. It
is the purchasing behavior of consumers and their market decisions that translate into the
financial results of fast fashion retailers.

5. Research Methods

Based on the theoretic deliberation of retail chains’ relationships with suppliers in
the pandemic times, qualitative research was conducted to supplement the theoretical
background. The purpose of this study was to identify how fast fashion retailers maintain
relationships with their suppliers in supply chains. The conducted research enabled us to
reveal answers to the following research questions:

1.  What are the good practices of fast fashion retailers in terms of relationships with
suppliers?
2. Can socially responsible, trustworthy fast fashion retailers stay profitable in the

Covid-19 pandemic?

Yin (1993), followed by Tellis (1997), identified three types of case studies: Exploratory,
explanatory, and descriptive. Stake (1995) included two others: Intrinsic—when the
researcher has an interest in the case; instrumental—when the case is used to understand
more than what is obvious to the observer (Stake 1995). The conducted research was
descriptive in nature, conducted in order to describe a particular phenomenon within
its context, and was not intended to provide conclusive evidence, but to have a better
understanding of the problem (Henson and Roberts 2006). A descriptive intrinsic case
study was the method applied in the research.

According to Meyer (2001), case studies are tailor-made to explore new processes or
behaviors, or ones that are little understood. Fast fashion retailers’ behavior in the pandemic
time is a definitely new phenomenon, taking into consideration the time scope and scale of
Covid-19 crisis, as well as problems it created. In addition, our understanding of reasons
behind fast fashion relationships with suppliers is scarce. Taking the abovementioned
arguments into consideration, a case study method may be applied in the research process.

A case study is a research approach that is used to generate an in-depth, multi-faceted
understanding of a complex issue, event, or phenomenon in depth and in its natural context
(Crowe et al. 2011). With the case study method, a critical decision is the selection of cases.
Contrary to the sampling approaches typically adopted in quantitative research (e.g.,
random, stratified, or statistical sampling), cases are selected because they are particularly
suitable for illuminating a phenomenon and for extending relationships and logic among
variables. Researchers have to decide about the number of studied cases.

Case studies may be applied as a single case study, which uses a particular case, or a
multiple (collective) case study, which involves studying multiple cases simultaneously or
sequentially to generate a broader appreciation of a particular issue (Crowe et al. 2011).

The research in question applied a single case study. According to Ozcan et al. (2017),
single cases allow researchers to study a complex process over an exceptionally long period
that would not be practical through multiple cases.

Corresponding to Yin (2014) rationales for conducting single case research, it may be
stated that single case study is suitable for:

1.  Studies that examine a particular phenomenon;



J. Risk Financial Manag. 2021, 14, 153

12 of 20

2. Studies that focus on questions examining “how and why things emerge, develop,
grow, or terminate over time”;

Cases are studied in detail from multiple perspectives and data sources;

4.  Data sources are diverse and rich.

®

The conducted research covered all the areas mentioned above, meeting the require-
ments of single case studies.

Crowe et al. (2011) followed by Rashid et al. (2019) identified several stages of research
activity when planning and undertaking a case study, i.e.:

1. Defining the case;

2. Selecting the case;

3.  Collecting, analyzing, and interpreting the data;
4.  Reporting the findings.

The same stages were implemented in the conducted research. The first stage (defining
the case) consisted of formulating the research questions, clarifying the nature and time
period covered by the case study (i.e., its scope, beginning and end), the relevant market
sector, and the types of evidence to be collected. It was assumed that the fast fashion
industry would be the subject of interest, as this market sector had to face serious challenges
caused by the Covid-19 pandemic. The temporal scope of the research covers activity of
Inditex undertaken between February and November 2020 (i.e., the three quarters of 2020).
The period was chosen decisively due sudden and unexpected change in global business
environment, caused by the pandemic. It might have caused a moral hazard to treat weaker
partners unfair by retail fast fashion chains.

Data in the case study method were collected by multiple means that consisted of
potential qualitative or quantitative information retrieved from primary and/or secondary
sources. Case study data often provide advantages in being able to integrate both objective
and perceptual data (De Masis and Kotlar 2014). The conducted research was based on
both primary sources (in the form of non-participant observations of business practices)
and secondary sources (documents available online).

The next stage was to select the case. The sampling of a single case was straightforward.
A single case was chosen because it was unusually revelatory and extreme exemplars and
because it offered opportunities for unusual research access (De Masis and Kotlar 2014).

The subject of the research was Inditex. The company was chosen purposefully, as
it is one of the world’s largest fashion retailers, selling in 202 markets through its online
platform or its over 7000 stores in 96 markets. The company collaborates with suppliers
across 44 different markets to source most of the apparel products. Inditex, representing
the fast fashion industry, is one of business suffering from Covid-19 pandemic (Inditex
Official Website 2021).

In order to develop a thorough understanding of the case, the third stage of a case
study research was proceeded. Data were collected from multiple sources, organized,
analyzed, and coded to allow the key issues, both derived from the literature and emerging
from the dataset, to be easily retrieved at a later stage. Attention was paid to the relationship
between different causes, effects, and outcomes.

As the last stage of the case study research, the findings were reported, and conclusions
drawn.

6. Research Findings
6.1. The Company’s Background

Inditex (Industria del Disefio Textil S.A.) is a fast fashion retailer whose main activity is
the distribution of fashion articles, including clothing, footwear, accessories, and household
textile products. Eight brands operate within the company now, i.e., Zara, Pull & Bear,
Massimo Dutti, Bershka, Stradivarius, Oysho, Zara Home, and Uterqiie. Among them,
Zara is the largest, the most famous, and one of the first brands introduced to the market
(its history dates back to 1975).
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Following the brand’s success on the domestic market, the company began its interna-
tional expansion at the end of the 1980s by implementing a strategy of market development,
and then a product development strategy and diversification strategy (simultaneous mar-
ket and product development). In 1991, the sophisticated Massimo Dutti brand appeared
in the company’s offer, which was originally targeted at men, and since 1995 also at women.
Pull & Bear, which joined the Inditex group in 1991, is another brand in the company’s
portfolio. It is a brand targeted at young consumers, just like Bershka (established in 1998)
and Stradivarius (launched in 1999). In 2001, Inditex supplemented the product offer with
underwear under the Oysho brand, and in 2008 with exclusive accessories sold under the
Uterqtie brand (Inditex Official Website 2021).

Currently, the company is a leader in the global fast fashion market (Orcao and Perez
2014), which is proven among others by the number of countries where the company
offers its products. As the data from Inditex show (Inditex 2021), the researched fashion
retailer has 7199 physical stores in 96 countries, and through the online platform it reaches
consumers in 202 countries. The number of stores globally by brand is presented in Table 4.

Table 4. Number of stores globally (divided by brands).

Inditex’s Brand No of Stores
Zara 2208
Pull & Bear 920
Massimo Dutti 715
Bershka 1060
Stradivarius 978
Oysho 654
Zara Home 575

Uterqiie 89

Total: 7199

Source: (Inditex Official Website 2021).

All shops receive goods twice a week, which is more often than competitors. Each
delivery includes new items adapted to local demand in terms of sizes, models, seasons, and
other requirements. Maintaining short lead times and short transportation times, requires
proper integration within the supply chains and good management of manufacturing,
trading, and logistics processes (Aftab et al. 2018). According to the company’s data,
Inditex cooperates with 1985 suppliers and 8155 factories worldwide, which makes Inditex
one of the world’s biggest recipients of fashion goods (Inditex Official Website 2021).

6.2. Inditex Supply Chain Model

Inditex targets a general industry-wide mass market rather than a luxurious segment
in the industry and puts emphasis on providing products that contain the latest and
most trendy fashionable design concepts with reasonable physical quality, rapidly, and at
attractive prices. Such products are categorized as fast fashion products, which means that
new styles can emerge suddenly, its demand surging in popularity and then quickly fading
away. This makes demand for fashion apparel product to be highly unpredictable and thus
suggesting lower forecast accuracy (Aftab et al. 2018).

The retail giant capitalizes on this problem by rapid responsiveness to the emerging
new styles. About 20% of the company’s total production is premade, while 80% is
produced according to the market response. Inditex can bring a new product from concept-
design—production-store shelves in 3 weeks, which makes the company able to offer
customers fresh assortments of product lines according to the market demand (Inditex
Annual Report 2019).

Inditex’s success is based on vertical integration. Working with a minimum inventory
across its supply chain, the firm’s strategy is based on a well-established IT infrastructure,
which provides accurate data to its supply chain (Zhang et al. 2017). The model of the
supply chain of Inditex is presented in Figure 6.
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Figure 6. A framework illustrating Inditex’s integrated operations and product-information flow
across the supply chain. Source: (Aftab et al. 2018).

The process starts in the product development department, which is provided with
qualitative and quantitative (POS) data collected from retail stores. These data are then
turned into a constant stream of fresh and customer-oriented designs of products. The
design phase is fully standardized, which allows product adaptation into different colors
and styles in short lead time after precise customer order specification has been sent to
suppliers.

Inditex strategically customizes its sourcing strategy according to requirements of
product types. To attain rapid responsiveness to demand changes in terms of volume,
variety, and frequent product replenishment (according to the fast fashion concept), Indi-
tex performs the capital-intensive manufacturing process in-house and outsources labor-
intensive assembly process to subcontractors in five continents organized as sourcing
networks. Efficiency is achieved due to economies of scale, simplified communication, and
coordination of production in the sourcing networks (Aftab et al. 2018; Inditex Annual
Report 2019; Orcao and Perez 2014).

Inditex also owns a network of automated distribution centers (cross-docking centers),
where products, regardless of their origin or destination are delivered for sorting, packing,
and freight loading to the company’s logistic centers and farther to the global network
of stores. To maximize the delivery speed, and maintain short lead time, Inditex uses
premium transportation modes for inbound/outbound transport, mainly air shipment
of floor ready merchandise (i.e., pre-tagged, pre-ticketed, and pre-occupied with all the
necessary details and information such as their specifications for style, size, type, color,
and price; this information is required in the retail store and is done before it reaches the
point of sales) (Aftab et al. 2018).

Inditex is forward integrated due to the ownership of retail stores. It allows for control
over inventories in terms of product types, quantity offered, pricing, and other factors.
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Retail ownership enables unified data collection and communication via IT systems, such
as RFID, to track real-time information on global sales, customer demand and preferences,
and inventory status at the precise stock-keeping unit in each store. These data can be
quickly transferred to the upstream operations of design, procurement, production, and
distribution in a cost-effective way.

Inditex’s integrated supply chain strategy has enabled the development of quick re-
sponse capability which reduces inventory variations, order-to-delivery lead time, ensuring
lean inventory and a high level of supply chain responsiveness to adapt products to the
latest fashion trends and customer feedback. Inditex can successfully counter the negative
effects of short product life cycles, high product variety, demand uncertainty, and is thus
able to closely match product supply to the stores with market demand. The supply chain
may be characterized as highly (super) responsive, based on good relationships with their
suppliers (Aftab et al. 2018; Camargo et al. 2020).

6.3. Relationships of Inditex with Suppliers in COVID-19 Pandemic

Inditex declares that its priority is people: They protect workers” human rights across
all the suppliers and manufacturers making the garments. The sustainable business model
allows suppliers and manufacturers to develop their businesses, which grow in parallel
with the company, and generate a positive economic impact in many countries (Inditex
Official Website 2021).

All the suppliers and manufacturers must comply with the stringent requirements
stipulated in a Code of Conduct for Manufacturers and Suppliers. The code outlines
exacting standards for responsible management, which prioritize the protection of human
rights and the promotion of international labor conventions. The document presents
13 rules to be followed (Inditex Official Website 2021), i.e.,

No forced labor;

No child labor;

No discrimination;

Respect for freedom of association and collective bargaining;
No harsh or inhumane treatment;

Safe and hygienic working conditions;
Wages are paid;

Working hours are not excessive;
Regular employment;

Traceability of production;

Health and safety of products;
Environmental awareness;
Confidentiality of information.

W RN LN

[ G
W= O

All Inditex’s operations shall be developed under an ethical and responsible perspec-
tive. All persons, individuals, or entities, who maintain, directly or indirectly, any kind of
employment, economic, social and/or industrial relationship with Inditex, shall be treated
fairly and with dignity. All Inditex’s activities should be carried out in a manner that most
respects the environment. All manufacturers and suppliers (production centers that are
not the property of Inditex) should fully adhere to the commitments and ensure that the
standards which are set forth in the code are met (Inditex 2021).

The code was introduced in 2000, and the rules have been put into practice since
then, even in the Covid-19 pandemic times. In August 2020, Inditex pledged to maintain
workers’ rights throughout its supply chains and the stability of payments to suppliers. The
pandemic and associated lockdowns have negatively influenced the fast fashion industry,
making many companies struggle to survive due to the COVID-19 crisis, with many
retailers canceling orders as they closed stores around the world, leading to the shuttering
of thousands of factories and huge job losses.

Inditex reiterated a commitment to ensuring health and safety standards were met
and collective bargaining rights and workers’ rights to unionize maintained throughout
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its supply chains. It has also committed to stable payment terms in a way that allows
suppliers to honor payments to workers (Dowset 2020).

Based on Inditex’s response to the Covid-19 Tracker survey, it may be noticed that
the company did not change its relationships with suppliers in their supply chain. Inditex
pays for goods received to their warehouses in maximum 90 days. After an order is placed,
the company does not change orders (volume, specs, deadline, etc.) and does not ask
suppliers for any discounts or price reductions. Contracts signed with the suppliers have
no clauses for financial penalties for contract non-compliance, such as late delivery, wrong
specification, etc.

Inditex has committed in full to all completed and in-production orders in the period
since the Covid-19 outbreak. When needed, the company supports suppliers with access
to local finance with a letter of credit or other means. The main aim of this activity is to
ensure all wages are paid, especially during periods of lockdown. Inditex’s sustainability
teams cooperate with suppliers and manufacturers in the respective cluster payment of
wages and other benefits required by law.

Another subject of interest is to make sure factories are safe places to work, workers
keep social distancing, sanitizing practices are implemented, and workers are provided
with adequate protective equipment to be protected from infection.

In collaboration with the IndutriALL Global Union, the International Labour Organi-
sation, Ethical Trading Initiative, the International Trade Union Federation, ACT (Action,
Collaboration, Transformation), and other retailers, Inditex has been working on a strategy
to minimize the impact of Covid-19 on the economy, to protect garment workers” income,
health, and employment, and to support employers to survive during the Covid-19 cri-
sis, especially in countries with weak health and social protection systems (International
Labour Organization 2020).

The first quarter of 2020 was a difficult time for Inditex, especially compared with
the similar period of 2019. In the third quarter of 2020, Inditex shows a strong recovery in
operations: Store sales improved progressively, online sales grew 76%, sales reached €6.1
billion, EBITDA €1.8 billion, and net income reached €866 million (see Figure 7).
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22020 @2019

Figure 7. Store sales of Inditex (February to October 2020 compared to the same period in 2019).
Source: (Inditex 2020).

Taking online sales into consideration, the company reported a strong online progres-
sion: 75% increase in online sales in constant currency and 44% increase in online visits (to
3.4 bn) (Inditex 2020).

During the period considered, the company’s operating expenses decreased by 10%
in the quarter, inventory was 11% lower, and cash position increased 7%, to €8.3 billion,
reaching a historic high. The financial data for Inditex’s third quarter of 2020 show signifi-
cant improvement in operations. The results have been materially affected by the health
crisis, with temporary store closures and restrictions to operations. To minimize the impact,
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the researched company has actively managed the supply chain, inventory, and operating
expenses in the period (Inditex 2020).

7. Discussion

On the grounds of literature studies, as well as collected information, we can state that
close and ethical cooperation with suppliers, based on socially responsible relationships,
has become a more and more important part of strategy for commercial chains. The
crisis situation caused by the global Covid-19 pandemic has created (and still creates) a
moral hazard to treat weaker partners unfairly by retail fast fashion chains, which was
noted by the Worker Rights Consortium (Worker Rights Consortium 2021) and Edelman
Trust Barometer 2020. There are companies that use any legal measures not to fulfil
their obligations as contractors and avoid paying for orders completed and in production.
These practices are unethical and harmful towards suppliers, but may also negatively
influence the fast fashion retailers, which are perceived as untrustworthy or even greedy
by customers, their main stakeholders in terms of relationship marketing.

The descriptive case study research allowed us to observe, analyze, and report good
practices of fast fashion retailers in terms of relationships with their suppliers based
on the Inditex example. First, it must be noticed that the company does not take the
advantage of having a more powerful position in the supply chain. Second, the researched
company supports its suppliers by paying in full for goods received to their warehouses in
a maximum of 90 days, or not canceling orders or not referring to the force majeure clause
in their contracts, which addresses the circumstances in which a party may be excused
from the full performance of a contract due to a pandemic situation. After an order is
placed, the company does not change orders (volume, specs, or deadline, etc.) and does
not ask suppliers for any discounts or price reductions. Contracts signed with the suppliers
have no clauses for financial penalties for contract non-compliance, such as late delivery,
wrong specification, etc.

Inditex also introduced and required the implementation of a Code of Conduct for
Manufacturers and Suppliers even (or especially) in the crisis situation of the global pan-
demic. The code outlines exacting standards for responsible management, which prioritize
the protection of human rights and the promotion of international labor conventions.

The researched company reiterated a commitment to ensuring health and safety
standards were met and collective bargaining rights and workers’ rights to unionize
maintained throughout its supply chains. It has also committed to stable payments to
workers.

The observed, identified, and analyzed activities may be described as good practices
of fast fashion retailers in terms of relationships with suppliers, maintained in the Covid-19
pandemic. They therefore provide answers to the first research question.

The response to the second research question as to whether socially responsible,
trustworthy fast fashion retailers can stay profitable in the Covid-19 pandemic required
financial data analysis. Based on information provided in the Interim Nine Months 2020
Results, it may be noticed that in the first months of the pandemic (March, April, and May
2020), the store sales of Inditex dropped down dramatically (respectively to 50%, 28%,
and 49% of the sales level in March, April, and May 2019). In the following months, a
growing trend was observed in store sales. Another important observation was a strong
online increase (by 75%). During the period considered, the company noticed significant
improvement in operations. The presented data are clear evidence that strong, positive,
and ethical relationships with suppliers have no negative impact on a retailer’s financial
performance but make the company a trustworthy business partner for all the stakeholders.
This finding is coherent with other research results provided by Perry and Wood (2018),
Bruce and Daly (2011), and Vereecke and Muylle (2006).
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8. Conclusions

In conclusion, it may be noticed that relationships play a pivotal role in contemporary
business. Ethical and socially responsible behavior may lead to significant business per-
formance improvements and building supplier partnerships is an important influencing
condition of successful fast fashion supply chain management. The conducted research in
the form of the descriptive case study method allowed us to answer the research questions.
Many factors associated with successful and profitable supplier-retailer relationships have
been identified through practice-based approaches. Based on the Inditex example, a series
of good business practices were identified, and it was noticed that staying ethical and
trustworthy in pandemic times may lead to positive financial results, providing mutual
benefits for suppliers and fast fashion retail chains.

This study may enrich our understanding that ethical performance may result in
financial success, especially in turbulent times of global crisis, such as those caused by
Covid-19 pandemic. It may be concluded that the global crisis will be over, but strong
relationships will remain. This notice reflects the idea of the relationship paradigm in
management (Ayviri and Moller 2008; Vereecke and Muylle 2006). This study provides
tentative evidence for benefits, which derive from business relationships.

On a managerial level, the current study provides useful actionable guidance to
managers on how to create and maintain successful relationships between suppliers and
fast fashion retailers based on ethical rules.

The study findings have several limitations. A lack of quantitative evaluation prevents
generalizability beyond theory. The research subject, Inditex, was selected purposively as
it represents the global retailer, and does not represent the situation of other fast fashion
retailers operating in the Covid-19 pandemic. In addition, a continuation of research to
after-pandemic times may be required. This leaves space for a future study.
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