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KEY INSIGHTS 

 

A green future for the industry 

 
Production is concentrated in Asia 

Inflation is hitting the main cost drivers 

 

Well established and highly fragmented
industry 

The apparel market is mainly supplied by Asian countries, where costs
are usually lower, and companies can get more profits. 
China is the world leader when it comes to clothing manufacturing,
followed by Italy and the US, but other countries like Vietnam and
Indonesia have been gaining some ground over the years as companies
relocate here, moving away from countries with increasing labor costs. 

As a result of current world events, supply chain disruptions and energy
price spikes have been causing delays and increasing transportation
costs. Additionally, policies such as the “zero covid policy” stopped the
production in the world’s biggest supplier, eventually backlashing on the
worldwide apparel market and raising clothing prices. 

Environmental concerns have been rising in the past years, and apparel
companies are now responding to it, by adopting initiatives that mitigate
their impact on the environment and by giving environmentally friendly
alternatives to their clients. 
In the future, we will see the slowdown of fast fashion on developing
countries, and huge growth in the secondhand market, as the stigma
behind buying used clothes is slowly washing away. 

The apparel industry was born in the nineteenth century and is nowadays
one of the biggest in the world. It is very well established, with giant
players in the market but also very fragmented, therefore major
companies like LVMH only represent a small portion of the market (5% of
market share). The greatest apparel market is The United States, with a
projected annual revenue of $312 billion in 2022. 

 
Despite the difficulties during the pandemic that made revenues decrease,
the industry showed resilience and managed to perform relatively well in
comparison to other industries. As the effects of the pandemic were
lessening, the industry recovered rather quickly and is now set to continue
growing at a CAGR of 4%, with higher growth potential on emerging
countries. 

Figure 3 – Main Cost Drivers 

Figure 1 – Evolution of the revenues of the
total apparel industry 

Figure 4 - Sales share of sustainable clothing
within the total apparel market 

Source: Statista 

Source: Statista 

 Source: Statista

Figure 2 –Revenue from Main Suppliers in 2022,
in billion US$ 
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INDUSTRY 

 
Key Players 

 

Industry Revenue Evolution 

75.9 

46.9 

32.6 

5.24% 

3.24% 

2.25% 

The apparel industry involves all products obtained from the
processes of cutting and sewing together fabrics. These products
include clothing, footwear, and even accessories. The industry can be
divided into several segments, such as women’s clothing, men’s clothing,
and kid’s clothing, and categories, such as luxury brands, sports brands,
and fast fashion. 
In 2020, this industry took a hit with the covid pandemic however it looks
like it recovered rather quickly, and even with the current issues that the
world is facing, it keeps on growing. A CAGR (2013-2022) of 1.5% was
computed, showing that overall, there was growth. The apparel industry
has currently revenues of $1 710.94 billion. 
Breaking down this number, in most countries, the women’s apparel
segment represents the largest percentage of revenue, and most sales
(90% or even more) are associated with non-luxury goods. 

The apparel industry is one of the biggest in the world and it is also highly
fragmented. Therefore, as expected, the industry’s main players
represent a rather small portion of the total market. In order to
properly analyze this industry, we selected three brands from distinctive
and leading categories: luxury, sports, and fast fashion 

NIKE 

LVMH 

INDITEX 

KEY PLAYERS REVENUE* MARKET SHARE 
(IN BN$) 

 DESCRIPTION 

Moët Hennessy Louis Vuitton is a luxury French company and
conglomerate with a leading position in multiple categories, gathering
around 75 prestigious brands. The company also operates in several
branches: Wine and Spirits, Fashion, Perfumes and Cosmetics,
Jewellery and Watches, Selective Distribution, and Other Activities. 

Nike is an American company mainly known for its footwear, and is the
leader in the athletic apparel segment. Nike focuses on the
development, design, and distinguished marketing promotions of
apparel, footwear, accessories, sports equipment, and services. As a
group, Nike also holds Converse 

Inditex is a Spanish retail apparel group composed of well-known
brands such as Zara, Pull&Bear, and Bershka, among others. Inditex is
a well-known market leader in fast fashion, being its main focus to
respond quickly to changes in the market. INDITEX is the largest
commercial apparel company in the world, with 153 488 full time
employees and over 6000 stores. 

*Values fro m April 21 - 22 

Figure 6 - Market Share Evolution of Key
Players, from 2018 to 2022 

Source: Statista

Source: Statista

Figure 5 - Apparel Industry Revenue from 2013 to
2022, in billion US$ 
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Main Suppliers 

Main Cost Drivers 
Naturally, the main cost driver for this industry is the manufacturing cost.
These costs include fabrics, trims, the actual production cost, and even
labels. 
A cost driver also worth mentioning is the logistics and transportation
costs, representing a moderate share of the total costs. Another relevant
cost for this industry is the promotion of the brand, namely the marketing
strategy which becomes indispensable in this rather competitive industry. 

 
There is also a high investment in R&D mainly from the key players to
optimize production and predict the next fashion trends. This investment
includes new machinery that although expensive, largely increases
efficiency and lowers labor demand leading to a decrease in expenses. 

Although the main companies in this industry are in Europe and the
United States of America, the manufacturing and production process for
these companies take place in countries in Asia due to lower wage costs.
These lower wages allow companies to keep prices low and still maintain
their gross margin. 
Asian manufacturers represent 75% of global employment in the
apparel industry, however, the second and third main manufacturing
countries are Italy and the United States of America. 

 
Italy is forecasted to significantly increase its revenue from apparel
manufacturing, predicting a CAGR (2022-2027) of 4.40%. Even though
China remains the world leader, it has been decreasing its revenue from
production since 2016 and it is expected to continue to decrease
considerably, with a forecasted CAGR (2022-2025) of -2.20%. 

 
While China is the main manufacturer in this industry, other countries in
Asia also have a large contribution to this sector such as Vietnam, and 
Indonesia. The main reason for companies to strongly resource to these
countries is the opportunity of keeping their production costs low due to
low production cost, vast labor workforce, and advanced high-tech
equipment. However, by betting mostly in one country or region,
companies are more prompt to be hurt by any delay in production at the
source, for instance, a it happened in China with the zero covid policy
which ended up hurting greatly this industry due to manufacturers being
forced to cease operations. 

2024, in billion US$ 

Figure 9 – Main Cost Drivers 

Figure 7 - Revenue from Main Suppliers in 2022,
in billion US$ 

Source: Statista

Source: Statista 

Figure 8 - Main Supplier Revenues from 2016 to 
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Revenue by Geographical Location 

Operational Risk 
- Supply chain disruptions lead to additional costs and delays in delivery,
which in turn result in customer dissatisfaction, ending up affecting its
perception of the brand image. 

 
Bureaucracy Risk 
- Manufacturing countries might present political and legal issues which
may affect exports, resulting in problems with production delivery and raw
material costs. 

Research & Development Risk 
- Increasing investment in R&D in some companies might present a threat
to others that are not as prepared to adapt to this new reality, either
structurally or financially, making them obsolete.
 
Market Risks 
- Products are easily outdated, because of fast trends, so companies that
end up investing in products that aren’t sold can’t assure inventory
rotativity and end up hoarding products leading to high costs of storing. 
- Product Similarity, which might force companies to differentiate
themselves through price or other factors that were not on the company’s
initial plan. 

Risk Factors 

Industry, according to experts 

Figure 10 – Revenue by Main Geographical
Location in 2022, in billion US$ 

Source: Statista

Source: Statista

Source: Statista 

Figure 11 - Average Revenue per capita, in US$ 

Figure 12 – Main issues affecting the Apparel 

 
The United States currently account for the most revenue generated
worldwide in the Apparel Industry, with a forecasted annual growth of
3.98% until 2026. In 2022 there is a large expenditure on apparel since
each person, on average, generates US$930 to the total apparel industry
revenue. 
In China, it is forecasted a CAGR (2022-2026) of 6%. On average, in
2022, US$ 196.80 is spent per capita. 
In India, it is also possible to forecast a positive CAGR (2022-2026) of
5.10%. It is currently expected for each person, on average, to generate
US$ 62.28 in revenue for the apparel industry. 
Japan’s apparel market shows promising growth for the following
years, forecasting a CAGR (2022-2027) of 6.08%. It is possible to
observe higher spending in this industry since each person, on average,
currently contributes US$604.50 to the total revenue of the industry. 
In the United Kingdom, the market is also expected to grow significantly,
achieving a CAGR (2022-2026) of 6.43%. Similarly, to Japan, the UK also
presents a large expenditure in the market, with US$1070 per capita, but
in this case it is much more noticeable, as the per capita consumption is
higher than of the US’, while its market is much smaller. 
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Threats 

Strengths 

Weaknesses 

Opportunities 

Figure 13 – Critical Success Factors

SWOT Analysis 

PESTEL Analysis 

Large potential to generate revenue 
High variety of products that suit every taste 
Worldwide presence 

 High Saturation due to a highly fragmented market 
High Volatility in fashion trends

 Chance to "innovate" due to high rotation in trends 
Metaverse, which is creating a service where is possible to dress avatars in
designer clothes 
New ways of producing: sustainable apparel, tech-incorporated apparel 
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FUTURE OF THE INDUSTRY 
 

High Inflation and Industry Growth 
High inflation rates and the possibility of recession are affecting two of the
three largest apparel markets: USA and the EU. 
Supply chains haven’t yet fully recovered from the effects of the pandemic
and food & energy costs worsened with Russia’s invasion, leaving the USA
with four-decade high rates, now at around 8%, and Europe at 10%. On
the flip side, the world’s biggest apparel exporter, China, is dealing with
inflation around 3%. 

 
High inflation in the apparel industry generally translates into
increasing production costs (the cotton price in 2021 rose 45% YoY) and
a skyrocketing increase of transportation costs (freight costs from China or
Vietnam increasing three-fold), forcing companies to pass part of the
burden to their customers. 
In the United States, the average price increase of a basket with
collections from top mass-market brands (like A&F, Gap, Uniqlo, and
others) was of 11% in comparison to 2021. In Europe, the price increase
of major brand collections (Zara, Uniqlo, Mango) was more modest, but
still of 8%. To adapt to this, some companies are reducing the number of
items on offer and focusing their production on essential garments, which
prices tend to be lower. 

According to a study by Ipsos regarding the effects of inflation, “three
quarters of the global public are concerned about the cost of goods and
services increasing over the next six months” and “54% worry about their
ability to buy the things that they are used to buying”. Therefore, while this
inflation environment persists and customers see their purchasing power
decline, they are expected to cut on secondary expenses, which include
clothing. 

Major luxury groups, though, will not feel this decline in consumption.
Price increases are already common and their target in general is likely not
to experience a significant drop in their living standards and are able to
absorb the price increases. The luxury clothing market is expected to
grow at a CAGR rate of 13% for the next four years. With that said,
despite price increases and the possibility of a recession, apparel
consumption is still set to increase, but possibly at slower rates, of around
4% annually. We expect the growth to be faster on emerging countries
than on developed economies, as they are now receiving more
relocated investment from manufacturers leaving Europe and China due
to increasing costs, but also because their economies are developing, and
people will have more disposable income in the future. 

Figure 14 – Monthly inflation rates, from
December 2020 to September 2022 

Source: Eurostat, Bureau of Statistics (US, China)

Figure 16 – Luxury Apparel market value from
2020 to 2026, in billion US$ 

Source: Statista

Source: Retviews 

Source: Statista

Figure 17 – Future Revenues of the worldwide 
apparel market, in billion US$ 

Figure 15 – EU Market Average Price Evolution 
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Circular Fashion 

Fast fashion slowdown
towards sustainability 

– a trend 

Alongside the other trends, the circular economy (which consists in
buying/renting used clothes) is gaining significance. In the past, buying
secondhand was stigmatized, and thrifters were seen as “those who
couldn’t afford new clothes”, but nowadays it has changed, and people
are not only buying a lot of secondhand apparel, but also bragging about it
for their sustainable choices. 

 
According to Statista, more than 50% of consumers in western countries
(like France, US, UK and Germany) have at least purchased secondhand
clothing once, while a large percentage of those who never did yet say
that they were open to the idea of purchasing someday. 
The worldwide secondhand apparel market was worth 96 million in
2021, and is expected to double its value by 2025, at a growth pace of
18% per year. Geographically speaking, the greatest increases will
happen in North America and Europe. 
The reasons why consumers opt for secondhand apparel are beyond
sustainability. In fact, according to ThredUp, 37% of consumers argue that
company claims about sustainability feel like greenwashing and the top
three reasons why they buy secondhand are: 
• Cheaper prices. 
• Allows them to afford higher status brands; 
• Allows to find one-of-a-kind items. 

In the last few decades, fast fashion has been dominating the industry. In
the beginning of the century, 50 billion garments were produced but this
figure doubled in less than 20 years, as major brands like Zara are now
launching more than 20 new collections a year. In the near future, it is
still set to continue its decade long growth, at an annual growth rate of
8%. 
This allowed for the democratization of stylish clothing at affordable
prices, but nowadays concerns regarding the industry’s social and
environmental impacts are expected to slow this trend in the future. The
society is increasingly supporting initiatives that help the environment and
people are changing their consuming behaviors, moving towards a more
sustainable consumption, preferring quality over quantity. In fact, the
weight of sales of sustainable clothing is increasing in the overall
market, being currently around 4% and expected to reach 6% in the next
five years. 
Customers are supporting brands that they can identify with, even if it
means having to pay more. In the future, players will have to adapt to
these changes, and those who can attach themselves to greener causes
will carry a strong competitive edge over those who don’t, as brand
awareness for clothing is among the highest levels in consumption
categories (only behind smartphones and shoes). 

Figure 20 – Share of consumers open to 

Source: Statista

Source: Statista

Figure 19 – Sales share of sustainable clothing
within the total market, from 2020 to 2026 

Figure 18 – Fast Fashion market value forecast,
in billion US, from 2021 to 2026 

Source: Statista

Figure 21 – Second-hand apparel market value 
projection, from 2021 to 2026, in billion US$ 

Source: Statista

purchasing secondhand fashion, in 2021
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Only in the younger generations “sustainability” appears as a factor that
incentivizes secondhand buying. 

Over the years, companies have increased R&D investments, as it
increasingly seen as a must for companies to keep innovating and hold
their ground in this highly competitive industry. China, as the greatest
apparel manufacturing country, has the greatest number of personnel
dedicated to R&D by far, with around 40 thousand personnel in 2019. To
put this in perspective, Italy, the second biggest supplier of the world has
only around 7 thousand. China’s expenditure on R&D in the industry were,
in 2020, of more than 10B yuan’s, which is around $1.4 billion, for 6893
projects. 

 
According to McKinsey, apparel companies will significantly increase
their investment in technology, possibly doubling their current
investment, reaching 3% to 3.5% of their revenues by 2030. 
Apart from the traditional technology implementation (in manufacturing
processes), some companies are already using advanced computer
systems and AI for trend forecasting and are creating products
accordingly that fit their customers’ desires, without needing fashion
designers. Tech incorporated wearables are a new and promising kind of
apparel, that allows their users to perform commands on devices without
touching them. 
A known project is the Levi’s Trucker jacket, born from a partnership with
Google’s Jacquard that allows users to answer calls, play music and take
photos by touching their jacket’s sleeves. 
Lastly, another promising technology is 3D knitting. It consists in creating
pieces of clothing from a digital design allowing companies to create new
products, to produce them more efficiently and with less waste, as
everything is planned beforehand on computers. This technology is
mostly used in medicine (for prosthetics), but Adidas has tested this
technology with the STRUNG model, which consists in personalized
sneakers that improve their user’s athletic performance. 
E-commerce 
E-commerce has been growing over the past decades, but the pandemic
boosted its growth sharply, as the online channel was the only way that
customers could get their products. 

 
From 2020 to 2021, apparel sales in e-commerce increased by 25%, 
 representing the fashion segment with the greatest increase, followed by
accessories and footwear. In the same period of a year, Shein, the world’s
largest online-only fast fashion retailer had a growth of 60% in revenues.
For the future, a slower growth rate is expected (CAGR of 10% for apparel
e-commerce), as customers are no longer forced to buy online and can
enjoy from the in-store buying experience, but it will continue to be a
channel that companies will prioritize in the future. 

R&D and Tech Implementation 

Sources: Statista, NBS of China 

Figure 25 - E-commerce revenue change 
worldwide, by segment, from 2019 to 2025 

as % of sales, by apparel companies in 2030 

Source: Statista

Source: Statista 

Figure 22 - Number of R&D personnel in the
Apparel Manufacturing Industry, in 2019 

Source: McKinsey & Company 

Figure 24 – Fashion E-commerce revenues from 
2019 to 2025, in billion €

Figure 23 – Projected investment in technology, 
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INDUSTRY PERFORMANCE 
 

 
The apparel industry’s performance during the pandemic showed how
resilient it is. However, the expected growth for the following 2 years
doesn’t seem to be as favourable, as it shows signs of slower growth than
the total market. 
According to the forward P/E of 23.94, the industry shows to be accurately
priced in the market and by assessing the trailing P/E, which indicates a
possible overpricing in the market, so we can conclude that earnings in
this industry are expected to increase in the future. 
Regarding profitability, the industry’s gross margin is 46.67%,
considerably higher than the market average of 33.59%, which is
partially explained due to lower direct costs in production. Around 53.33%
of total sales are related to direct costs, while in the total market, these
costs represent 66.41% of sales. The ROE of the apparel industry is
16.73% and the ROIC is 17.91%, which is a positive indicator, meaning
that the industry performs better at generating value for its investors than
the market average. 
The apparel industry has 14.03% of debt in its capital structure, which is
less than half of the market average. This industry is defined by a lower
percentage of assets financed by debt, which implies that it has
substantially lower risk. 
The dividend yield of the apparel industry is considerably low, at
1.11%. This is not an attractive feature from the investors’ perspective
since it indicates a low value of dividend payment. However, considering
the dividend payout of 35.81%, the apparel industry shows a good
relationship between the application of the net income to pay
investors, to repay debt and to reinvest. 

Table 2 – Ratio Analysis 

Table 1 – Multiples Analysis 

Source: Damodaran

Table 3 – Ratio Analysis
Source: Damodaran 

 

 

29.73% 
90.35 

31.36% 
6.53% 
6.03% 

24.75% 
2.46% 
0.95 
0.85 

5.73% 
1.11% 

35.81% 

21.14% 

Source: Damodaran 

Total Market Apparel Industry Premium

Dividend Payout 
Dividend Yield 
Cash/Firm Value 
Unlevered Beta 

Capital Spending/Total Assets 
Net PP&E/Total Assets 
Cost of Capital 

Std. Deviation in stock prices
 

Beta

Cost of Equity

Aggregate Mkt cap/net income
EPS Growth (5Y)

Expected Growth in Revenues (2Y) 57.97%
140.63%
235.47%
96.34%
89.94%

 105.24%
 233.93%
 201.64%

87.16%
110.39%

 43.28%
 62.71%

92.77%
 

32.55%
7.26%
5.73%
10.58%
1.22%
1.09

 0.77
13.24%
1.77%

 38.60%
 

20.51% 35.38% 

38.37 
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MAIN PLAYERS 

Key Financial Data 

LVMH 
Inside the apparel segment, LVMH holds brands such as Louis Vuitton,
Christian Dior, Givenchy and Fendi, among many others. Apparel
represented 48% of the group’s revenue in 2021, amounting to 30
896M€. In total, the group’s biggest markets are Asia (42%) and the
United States (26%). France, the company’s home country, only
represented 6% of the group’s total revenue in 2021. 

Strategy 
The operating model is based on decentralized investments in brands,
with as much vertical integration as possible, and a very synergy-
based approach for inter-brands relationship. Some of the major
strategic priorities of the group for the apparel segment are to continue to
develop Louis Vuitton as an exclusive and rare brand in terms of quality
and design and invest in Dior’s rapid growth. 

Financial Analysis 
LVHM’s revenue has presented a significant growth rate over the last 5
years, with a CAGR of 10.78%. This was, however, brought down by the
year of 2020, when the company’s revenue decreased 17% from 2019.
Nevertheless, the gross margin remained over the 60% mark. 
LVMH’s profitability margins and ratios all peaked in 2021, having the ROA
and ROE both more than doubled the 2020 value. This phenomenon is
accompanied by the rapid growth in EPS, which sits at 24.04 for 2021.
LVMH exponentially increased its ability of generating cash flows, as
demonstrated by the Free Cash Flow growth up to 15 984M€. 
Regarding liquidity, the Debt/Equity ratio has decreased from 2020,
period when the company had to take more debt. The quick ratio (which
measures the ability to pay off current liabilities immediately) also
decreased from the defensive position the company probably adopted for
2020. The % of debt financing assets also shrunk. 

Source: EIKON

Figure 29 – Free Cash Flow evolution, 

Source: EIKON

Figure 28 – Liquidity ratios evolution 

Source: EIKON 

Source: EIKON 

Figure 27 – Valuation Metrics for LVMH 

Figure 26 - Revenue evolution for LVMH group 

from 2017 to 2021, in million €
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Strategy 

Key Financial Data 

NIKE  
In 2021, Nike registered more than $44 000 million in revenue. North
America was the main market, representing about 44% of the total
market. China alone stands for 13% of the total revenue, while Europe,
Africa, and Middle East together amount to 28%. 
Apparel’s revenue is between 20-30% for every major market and
represents 28% of the total group revenue. 

As such a big player, Nike can direct its supply chain strategy mainly on
verticalization, as the main distributor and retailer of its products. The
brand has plenty of retail stores worldwide and a very strong online
retailing presence. The company has an intrapreneurship culture and
focuses on designing products with added value. As a sports brand,
athlete sponsorships and merchandise are used to create demand. 

Financial Analysis 
Though Nike’s revenue numbers decreased in 2020, it wasn’t as steep as 
other players in the industry. Overall, the company’s revenue is stable,
with a 6.34% CAGR for the 2017-2022 period, but still slower than
LVMH’s.In the same period, Nike’s profitability also took a hit, with ROE
shrinking to half of 2019’s value, however these values are now restored
and the best among the 3 analysed players. Even though Gross Margin
lies below the 50%-mark, net margin still is above 10%. 
The company is also seeing its highest EPS and DPS over the period of
analysis, with $3.75 and $1.16, respectively. A metric that might be
worrisome is the decrease in the generated Free Cash Flow, as these
have been inconsistent since the beginning of the pandemic. 
Nike has very comfortable liquidity metrics, being the quick ratio well
over 1.5, meaning that it has almost 2x as much liquid current assets
than liabilities. Regarding the current ratio, which takes inventory into
account, its down shift is in fact positive. Debt to Equity is also in good
shape, after nearly reaching the 3 mark in 2020, which is worrisome as it
indicates too much debt being taken. As of 2022, the capital structure of
the company doesn’t seem to have any flaws. 

Source: EIKON

Figure 31 - Valuation Metrics for Nike 

Figure 30 - Revenue evolution for Nike 

Source: EIKON

Source: EIKON 

Figure 32 - Liquidity ratios evolution 

Source: EIKON

Figure 33 - Free Cash Flow evolution, from 
2017 to 2021, in million € 
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Strategy 

 
Financial Analysis 

 Key Financial Data 

INDITEX 

INDITEX’s strategy gives full brand identity to every subsidiary, with an
integrated business model (design, production, logistics and points of sale)
which allows for flexibility and a customer-oriented business model. The
group’s future strategy revolves around making a more sustainable,
efficient, and integrated economic model which produces value and
opportunities while minimising resource consumption. Greener supplier
codes of conduct and policies regarding better conditions for labour have
been big concerns for the group. 

 

In 2021, the company had a turnover of around 27 000M€, with online
sales representing a quarter of the total. The main markets for INDITEX
are within Europe, with over 60% of the group’s total revenue (Spain
alone represents 14.4%). North and South America represent 17.5% of
the market. 

Regarding revenue, INDITEX’s financial year ends on the 31st of January,
meaning that 2021 represents the period from January 2020-January
2021, which explains why the decrease in revenues didn’t appear in 2020.
The group has had very small revenue growth, with a CAGR of 3.52%, the
lowest of the 3 analysed players. 
Regarding profitability, the Spanish manufacturer has also the lowest NI
margin, ROA, and ROE of the analysed players. These ratios, as well as the
ability of creating cash flows, took a very big hit in 2021, even though
they’ve matched the peak of 2020 on the last period reported (2022). With
low NI margins and ROE, the EPS and DPS are consequently very low.
INDITEX liquidity metrics differ from the other two players and is mainly
due to the capital structure taken by the Spanish manufacturer: a bigger
than usual percentage of equity financing assets, for its size. 
This brings the Debt/Equity ratio below 1, and Debt to Assets below the
0.5 mark, although it increased with the pandemic). Additionally, the
company’s efficient quick and current ratio make INDITEX a stable and
solvable company. 

Figure 34 - Revenue evolution for Inditex 

Source: EIKON

Source: EIKON
Figure 36 - Liquidity ratios evolution 

Source: EIKON

Figure 37 - Free Cash Flow evolution, from
2017 to 2021, in million € 

Source: EIKON

Figure 35 - Valuation Metrics for Inditex 



Industry Outlook: October 2022 

 | Page 

 Apparel Industry 

14

 

VRIO ANALYSIS 

Nike 

LVMH 

Inditex 

Company Resources Valuable Rare Inimitable Organized CompetitiveAdvantage 

Product Quality 
Positive reputation in the market 
The excellence of customer service
Effectiveness of the production system
Strong position among retailers 
Brand Image 
Unique Marketing Strategy 
Superior Fit Technology 
Strong Vertical Integration Well-
Organized Supply Chain 
Favorable Price Competitiveness 

Sustained
Sustained
Temporary
Temporary
Sustained
Sustained
Sustained
Temporary
Sustained
Sustained
Temporary 

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓ 

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓ 

✓
✓ 

✓
✓
✓ 

 
✓ 
✓ 

✓
✓ 

✓
✓
✓ 

 
✓ 
✓ 

Figure 38 – Side by Side Key Figures Analysis 
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ES G ANALYSIS 

ENVIRONMENTAL 
Industry with a strong environmental 
impact 

Companies are reacting to sustainable
causes 

The fashion industry has been historically known for being very harmful to
the environment. According to the BCG “pulse score”, the sustainability
and social impact of the industry has progressed rather positively from
2017 to 2019, having its score increased from 32 (out of 100) to 42, but it
still is one of the most polluting industries. 
The productive process is very resource demanding, being estimated that
the production of 1 cotton t-shirt requires the amount of water that one
person would drink in 2.5 years. 
In 2018, the fashion industry was responsible for around 4% of the
global GHG emissions, which was equivalent to the combined GHG
emissions of France, Germany and UK, and right now it is estimated to
emit 8% of global emissions. Breaking down the emissions along the
value chain, more than 70% of the emissions occurred during the
production (for raw-material production, preparation and processing),
while the remaining occurred during the apparel usage by consumers
(wearing and washing) and end of use activities. 
The GHG emissions on the industry are particularly concerning, as the
Paris Agreement set emission goals that are still far from being met.
The apparel industry emitted around 1.1 gigatonnes of C02 equivalent
gases, in 2021, and in order to meet the defined goals to minimize global
warming the annual emissions will have to be reduced to 0.565
gigatonnes by 2030. Given the fact that the industry is projected to
continue growing in the future, there is still a lot to do to face this
challenge. 

According to McKinsey, the average consumer buys nowadays 60% more
clothes and keeps them for half as long, comparing to 15 years ago.
This leads to excess clothing, and around 87% is ultimately incinerated or
landfilled, while only 1% is recycled into new clothes. 
Some companies are already applying some initiatives pro-environment,
such as return programs to return old clothing. Levi’s partnership with
Blue Jeans Go Green allows their clients to return their old jeans in
exchange for 20% on a future purchase. H&M has committed for a
production 100% from recycled or sustainable materials and to use only
renewable electricity in their operations by 2030. 

Source: Global Fashion Agenda

Figure 41 – GHG emissions of the Apparel
Industry & Paris Agreement Goal by 2030 

Source: McKinsey

Source: Apparel Impact Institute

Figure 39 – Fashion Industry’s “Pulse
Score”, from 2017 to 2019 

Figure 40 – Distribution of the GHG emissions
on the Apparel & Footwear Industry 
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Supply chain transparency 

SOCIAL 

Labor rights and working conditions 

Nike leads in the environmental aspect 
According to Bloomberg, out of the three analyzed players, Nike is the
company with the best overall environmental score even though all
three companies are well positioned in the industry context. Nike has the
upper hand on the supply chain, for having effective policies that reduce
the impact of their activities on the environment, such as water reduction
initiatives. 

 
Analyzing by GHG emissions (in thousands of metric tons) , Nike had
actually the highest GHG emissions, followed by LVMH and then Inditex,
who is leading with a large gap between the other two players. Analyzing
INDITEX’s GHG emissions/sales, it still shows that it is the best performer
by far. 

Nowadays, stakeholders are more aware of these problems and are
demanding more supply chain transparency from garment sellers. 
Some customers already buy clothes only when fair trade and human
rights are respected. In response, companies (such as Uniqlo) are
increasing transparency regarding their suppliers and Puma has been
working with their suppliers in some countries to promote fair labor
initiatives. 

 
Regarding product traceability, according to a KPMG study, only 19% of
the inquired senior executives had full visibility of every party in their
supply chain and only 15% claimed to have full traceability, meaning that
overall, the industry has a low degree of transparency. One of the
reasons for this is the search for lower costs, which came at the
expense of transparency. European Comission’s Product Environmental
Footprint program is set to make companies trace their products along
the supply chain in the future. 

The manufacturing is mainly located in developing economies, where
production costs are lower and human rights are difficult to assure. In
some countries, workers are known to have long working hours in
unsafe conditions for very low wages. In the past, child labor claims
have also blackened the industry’s image. 

 
As a result of harsh working conditions, there are about 1.4 million
injuries in the industry per year, equivalent of an injury rate of 5.6%,
according to the Global Fashion Agenda, and over 50% of workers in
countries like India or the Philippines are not paid the minimum wage. 

Figure 42 – Key Players’ Environmental Score 

Figure 43 – Monthly Minimum Wage, in 2018

Source: KPMG/Serai

Source: KPMG/Serai 

Figure 45 – Apparel companies with full 
traceability of their supply chain, in 2021 

Source: NYU Stern Center research

Figure 44 – Apparel companies with full 
visibility of their supply chain, in 2021 

Source: Bloomberg
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GOVERNANCE 

Inditex stands out in the social aspect 

 
According to Bloomberg ESG data, out of the 3 key players, Nike has the
highest performance in the governance aspect. It is leading in aspects
such as shareholder rights and board composition, even though it was
the lowest % of women on board out of the 3 companies. 

In the industry context, Inditex is Above Median, as it is leading in the
auditing aspect, and has a relatively high % of women on board but
lacks on board composition (lack of refreshment), incentive structure
and pay for performance for their executives. 

Although LVMH has committees to guarantee that ESG goals are fulfilled,
such as “Ethical and sustainable development committee” and
“Nomination and compensation committee”, its performance is still
Below Median, and the reasons for this are the lack of refreshment in the
board,  similarly to INDITEX, and other issues related to shareholder
rights, which is evaluated by Bloomberg as Lagging in the industry
context. 
Overall, according to Sustainalytics, the risk of the three companies is
low, meaning that the economic value of the companies in the future is
not likely to be at risk due to ESG factors. 

Regarding the social score by Bloomberg, Inditex is by far the company
with the best performance, with a score of 8.46, while LVMH and Nike
struggle with 3.32 and 2.64 respectively. 

 
INDITEX differentiates itself in the social aspect for the importance they
give to data security & customer privacy, as well as for the attention they
give to labor conditions in their supply chain. 
Despite its low score, LVMH is still considered leading in the industry
context, as they perform constant risk assessment audits and impact
reports for every supplier they have, including corruption and respect for
human rights. In the total industry context, Nike is only Above Median,
lagging especially in the data security & customer privacy aspects
resultant from past accusations of invasion of privacy and data breaches. 

Figure 46 - Key Players' Social Score 

Figure 47 - Key Players' Governance Score 

Source: EIKON

Source: EIKON


