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THE FASHION INDUSTRY IN A CHANGING WORLD
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Global market growth remains steady, with China
and the US as main driving markets, with a surge in the
e-commerce segment.

1.2

Fast fashion continues to grow as newer faster models
acquire market share: fast fashion, social commerce and
ultra fast fashion.

1.3

Circular business models are emerging but scalability
is sill far away, with different economic impacts heavily
depending on the market segment.
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STUMBLING BLOCKS TO SYSTEMIC CHANGE

2.1

The Fashion industry is part of a vicious circle between
generated and suffered environmental impacts, despite
reliable and consistent data to quantify them are still
missing.

2.2

Although attention on the topic sparked from social
issues, pressures are now mainly focused on
environmental impacts, often limited to climate
change.

2.3

Being one of the industries with the longest value chains
often relying on subcontractors, Fashion poses huge
challenges in data traceability and governance.
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Institutions, markets and society are globally
increasing pressure towards a sustainable transition.
While international institutional bodies are acting to be
the main drivers of change, the EU is leading the way
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3.2

The European Green Deal regulation aims at
overcoming greenwashing also through new
standardized measurement tools focused on
processes and products which, by assigning new
responsibilities to larger companies, push them to act as
drivers for the transition of the entire value chain.

The effectiveness of such devices relies on the ability of
the EU to define appropriate criteria and thresholds.

3.3

Certifications, ratings and clear targets stand to be
key market leverages to exert pressure for sustainable
performances. However, they still seem not able

to live up to their promises of transparency and
standardization. In this context, while people's
awareness appears to grow, consumers are not willing
to pay a premium price for sustainability.
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The Fashion industry is making strong commitments
at a collective level. Several voluntary alliances

and initiatives have been established to face rising
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4.2

Sustainability management is correlated to
companies’ dimensions. Large companies focus on
environmental issues, especially setting targets on
CO, emissions and raw materials, but the change in
governance structure to ensure internal accountability
is slower.

4.3

Decarbonisation in the fashion industry represents a
huge investment opportunity still unaddressed.

New solutions are ready to be brought to scale.
Cooperation along the value chain is critical and brands
sit at the nexus of all stakeholders.
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The Italian value chain is almost completely composed of small
players. The profit margins rate between brands and supply chain shows
important differences: that of brands is on average higher but more
volatile, while that of supply chain is lower but more stable.

5.2

The readiness for transition is directly proportional to the size of
the supply chain companies. There is a great specularity of behavior
between large and small companies. Large ones are more active on
reporting, performance monitoring and certification, small ones much
less so.

5.3

Regardless of size, pressure for supply chain companies comes from
brands. Institutional and financial pressures are not acknowledged as
relevant. Supply chain companies are reactive to brand demands but not
proactive to anticipate it.

5.4

The lack of a standard is considered the biggest barrier to transition
by most companies, according to all supply chain actors and regardless
of size.




PROPOSALS FOR A GLOBAL JUST FASHION TRANSITION

L.
Anticipate market
transition.

To orient and focus the action of
companies towards the adoption, also in
advance, of the voluntary and mandatory
instruments that the EU is developing

as a global leader on sustainability, also
with the aim of providing feedback and
recommendations for improvement.

Il

Build multistakeholder
task-forces led by national
governments.

To act as a transition enabler, the
government shall consult in a flexible
manner with key industry players, NGOs,
industry experts, finance and academia
to define a road map to support the
industry in its sustainable transformation
by engaging stakeholders and by
working towards targets to address
national specificities.

.
Catalyse change
through alliances.

To foster alliances among all actors
upstream and downstream the fashion
supply chain, together with the financial
sector, to disseminate good practices,
but also to enable policy makers to make
the best choices in the shortest possible
time.

\VA

Measure policy impact
through minimum
data for all.

To evaluate the effectiveness of policies
and actions implemented, create an
up-to-date database based on a small
number of significant KPlIs,
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\"A
Promote a positive
cultural shift.

To leverage the communication potential
of positive messages and experiences
(i.e. events, concerts dedicated to both
environmental and social issues) to
engage consumers in a cultural shift and
win their consumption habits by breaking
the barrier between the intention of
buying sustainable and the actions.

VI

Stimulate sustainability
vanguard by Italian and
French luxury value chains.

To create, within the Quirinale Pact, a
joint table between Italy and France to
make luxury not only a symbol of quality
but also a front-runner that leads the
direction of fashion's just transition by
playing a key role with European and
international institutions (e.g. OECD).
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0. INTRODUCTION

INTRODUCTION

Venice Sustainable Fashion Forum is a unique and extraordinary initiative conceived,
designed and implemented through the joint effort of four partners: The European
House-Ambrosetti, Sistema Moda Italia, Camera Nazionale della Moda ltaliana,

e Confindustria Venezia-Rovigo.

The Italian Fashion & Luxury industry as a whole represents a turnover of some 100 billion
and employs over 500,000 people in more than 60,000 companies along the numerous
chains of materials transformation and products creation: the Venice Sustainable Fashion
Forum originates from this awareness and the will to work jointly towards a concrete
objective of sustainable transition, bringing together the companies all along the supply
chains from materials to brands, to identify the priority challenges, indicate an agreed path
of change and start out on a roadmap of effective transformation based on scientific and
measurable evidence.

To make this challenge more effective and fact-based, The European House-Ambrosetti,
condensed 9 months of strategic study work, guided by an Advisory Board and enriched
by interviews with key experts of the subject, in this report that would like to give a level
playing field on Sustainability in Fashion & Luxury Industry for all participants to the
Forum and shed a light on a topic much debated but poorly analyzed for 1) its vastity,

2) the lack of unambiguous data of the industry and 3) need to treat this subject
segmenting the industry itself.

For this reason, The European House-Ambrosetti, with the contribution of some major
brands, local institutions, and Industrial associations, launched a ESG survey to assess
the status of Italian Supply Chains that, while being an important mean to gather updated
data on the state of sustainable transition of Italian companies, serves as an incentive to
companies to reflect on their level of maturity in the process toward sustainability.

18 partners supported this first edition, sharing its values and goals, convinced of the need
to start a serious debate on sustainability in the Fashion Industry that leads to a true and
JUST TRANSITION.
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0. INTRODUCTION

DATA AVAILABILITY AND RELIABILITY

Data collected and reported in this study often have different
scopes, as the «fashion industry» lacks a standardized definition.
Sometimes the industry is equated to a subset of products
categories such as apparel, or textiles, leaving important products
and processes out of the scope. Other times data aggregate
product categories with overlapping scopes (e.g. leather goods and
footwear), resulting in overestimation.

Overall, in the publications, textiles is the most studied section

of the supply chain, and textile products are the most thoroughly
examined. Consequently, also this study, given the availability of
information, treats textiles more deeply than leather. This latter, in
some cases, is included in certain analyses along with textiles, with
a note of specification.

Industry segmentation depends on the source, and product
segment definitions often include different aspects among different
sources. Common segment denotations include luxury, premium,
mid-market, value market, sportswear, fast fashion, mass market,
and more; no standardized definition of these segments seem to
have been adopted industry-wise.

Being the study oriented towards SMEs, it focuses on governance
and transparency issues only in the industry benchmark analysis.

This study highlights the lack of coherence and reliability of data on
fashion sustainability; however, we fully acknowledge the value of
attempts at quantifying the state of affairs that are unclear and/or
uncertain.
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THE SOURCES AND THE ANALYSES THE STUDY COUNTS ON

italian companies in the supply chain and 196 . . .
o . industry leaders interviewed
J italian companies analyzed for value added
italian companies assessed by L P
L . . sustainability certifications analysed
a sustainability assessment questionnaire

biggest european companies assessed L .
99 . p. . P collaboration initiatives/alliances analyzed
on their sustainability management

businesses analyzed on comparability .
3 2 between their ESG ratings > articles and reports consulted

1 2 global leading fashion retailers analyzed 2 5 / 2 O policy measures/frameworks analyzed

/@ This symbol highlights throughout the study the unreleased contents

which have been elaborated thanks to these analyses and sources.
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INTRODUCTION

ADVISORY BOARD MEMBERS

The study benefited from the strategical contribution of an Advisory Board composed as follows:

Industry Experts

Riccardo Bellini | Chief Executive Officer, Chloé
Nevio Benvenuto | Head of CSR & Sustainability, Gucci

Baptiste Cassan-Barnel | Sustainability Manager,
Bottega Veneta

Andrea Cottini | Chief Operations Officer,
Bottega Veneta

Rossella Ravagli | Sustainability Director,
Giorgio Armani

Federica Ruzzi | Chief Sustainability Officer,
Golden Goose

Veronica Tonini | Chief Sustainability & Strategy
Coordinator, Ferragamo

Institutions and NGOs

Paola Arosio | Head of New Brands and Sustainability
projects, Camera Nazionale della Moda Italiana

Federico Brugnoli | Scientific Delegate,
Assocalzaturifici

Andrea Crespi | Vice President Sustainability,
Sistema Moda lItalia

Caterina Occhio | Founder and CEO, SeeMe

Maria Teresa Pisani | Head, Sustainable Trade and
Outreach Unit, United Nations Economic Commission
for Europe

Andrea Rubelli | President of the Textile, Apparel and
Accessory Section, Confindustria Venezia

Partner Experts
Guido Alfani | General Manager, Carbonsink
Corrado Brondi | Founder and CEO, Give Back Beauty

Enrico Cantoni | Retail, Fashion and Industry division
director and leader Vertical Retail & Fashion global,
Sopra Steria Italy

Alessandro Di Benedetto | Sales Manager Fashion
& Luxury, DNV

Arcangelo D'Onofrio | Chief Operating Officer, Temera

Luigi Fontanesi | Partner,
Greenberg Traurig/ Santa Maria

Luca Fresi | CEO, Alperia

Giorgio Marcarino | General Manager EMEA
Chargeurs-PCC

Roberto Lombardi | International Senior Director
Internal Audit & Sustainability, Guess

Marco Pezzana | CEO, Videndum Media Solutions

Alex Zucchi | President, Acimit
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INTRODUCTION

DATA PARTNERS AND WORKING GROUP

Data partners Working Group

We would like to thank Crif for its contribution in collecting the
data throughout the complex Italian Fashion supply chain.

The study has been developed by The European House - Ambrosetti.
Carlo Cici, Partner & Head of Sustainability Practice has led the

As a technical partner, the Company played a key role by making
available its rating questionnaire based on the methodology

of “Synesgy - the CRIBIS D&B platform for knowing the ESG
sustainability of supply chains” - further supplemented by The
European House-Ambrosetti with its expertise and know-how to
implement industry-specific questions.

We would also like to thank other key actors who helped us convey
the questionnaire, without whom it would not have been possible
to reach such a large number of companies. In particular, we
would like to thank Sistema Moda Italia and Assocalzaturifici for
disseminating the questionnaire to their members and Gucci for
engaging most of its suppliers. Their contribution has been crucial
in ensuring a solid and consistent picture of the Italian Fashion
supply chain.

working group composed by:

Aurora Adam (Analyst, Sustainability Practice)

Elena Antiga (Professional, Global Fashion & Luxury Unit)
Giulio Benelli (Analyst, Sustainability Practice)

Isabella Chiara (Analyst, Sustainability Practice)

Diana D'lsanto (Senior Professional, Sustainability Practice)
Adele Fusi (Professional, Sustainability Practice)

Matteo Rimini (Analyst, Sustainability Practice)

Flavio Sciuccati (Senior Partner, Industrial Strategy and Policy
practice & Head of the Global Fashion & Luxury Unit)

Qi Shao (Analyst, Sustainability Practice)
Giovanni Stanga (Analyst, Sustainability Practice)

Anna Taglialatela (Analyst, Sustainability Practice)
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INTERVIEWS WITH INDUSTRY EXPERTS

In order to better understand the state of the art and future development trajectories of the national and international Fashion industry,

some of the leading private and institutional experts in the field were engaged through one-to-one interviews:

Nevio Benvenuto | Head of CSR & Sustainability, Gucci

Pietro Bertelli | Business Intelligence Responsible,
Alperia

Federico Brugnoli | Scientific Delegate,
Assocalzaturifici

Baptiste Cassan-Barnel | Sustainability Manager,
Bottega Veneta

Andrea Cottini | Chief Operations Officer,
Bottega Veneta

Arcangelo D'Onofrio | Chief Operating Officer, Temera

Camilla Di Fonzo | Co-Partner,
Greenberg Traurig/ Santa Maria

Luigi Fontanesi | Partner,
Greenberg Traurig/ Santa Maria

Jalaj Hora | Vice President of Product Innovation and
Consumer Creation, Nike

Roberto Lombardi | International Senior Director
Internal Audit & Sustainability, Guess

Franca Nuti | President,
Associazione Italiana Chimici del Cuoio

Caterina Occhio | Founder and CEO, SeeMe
Simone Pedrazzini | Director, Quantis Italy
Pietro Pin | Founder, Progetti concreti

Ugo Pretato | Partner and board member,
Studio Fieschi

Rossella Ravagli | Sustainability Director,
Giorgio Armani

Francesca Rinaldi | Director,
SDA Bocconi Monitor for Circular Fashion

Elisa Riva | Head of Marketing & Communication,
Carbonsink

Andrea Rubelli | President of the Textile, Apparel
and Accessory Section, Confindustria Venezia

Federica Ruzzi | Chief Sustainability Officer,
Golden Goose

Mauro Scalia | Director Sustainable Businesses,
Euratex

Riccardo Stefanelli | CEO & Executive Board Member,
Brunello Cucinelli

Maria Teresa Pisani | Head, Sustainable Trade and
Outreach Unit, United Nations Economic
Commission for Europe

Veronica Tonini | Chief Sustainability & Strategy
Coordinator, Ferragamo

Dirk Vantyghem | Director General, Euratex

Alex Zucchi | President, Acimit

11



0. INTRODUCTION

FOREWORD AND STUDY GOALS

The challenge of a fair transition is unprecedented and the fashion industry qualifies as a
main character for addressing major challenges to it: it is one of the most globalized and
heterogeneous industries in the world, with long and complex global value chains that play
a key role with regards to climate change, raw materials and land use, water exploitation,
chemical use, and labor exploitation.

In this context, however, the supply chain is inadequately addressed as all the main studies
focus on what brands do. We are aware that brands along cannot effectively make systemic
improvements for the main impacts are concentrated in early stages of the value chain.

For this reason, we have focused on industrial suppliers, putting on stand-by, at the moment,
raw materials, product use and end of-life.

The extent of supply chains, in addition to expanding the fragilities related to sustainability
issues of the entire sector, makes data retrieval extremely difficult. In fact, on none of these
issues is there any certain quantification, and finding consistent data seems to be one of a
big challenge for all actors involved in the supply chain. The climate issue is one of the main
examples of uncertainty, with different sources assuming a share of emissions from the
sector ranging from 2% to 8%. But water consumption also finds discordant sources, while
as for social and human rights data it seems to be challenging to quantify.

Now we are witnessing a remarkable acceleration: the institutions are pressing for a timely
transition, although sometimes there are mixed messages about when and how to achieve
it. The European Union above all is determined to play a leading role: it has set an ambitious
goal of becoming the first climate-neutral continent by 2050 and has drafted a roadmap of
measures with intermediate targets for 2030.

Overall, the European framework aims to leverage transparency to enable consumers to
drive the transition with the support of finance. To this end, a Sustainable Finance Taxonomy
has been developed to measure the contribution companies to sustainable development

in terms of revenues, capex and opex and to set ambitious technical thresholds to define a
truly sustainable business. Suppliers will be indirectly involved too, since requirements often
concern the product life cycle and, therefore, all components provided along the supply
chain will be taken into consideration during the assessment.

In this context, the fashion industry is also under unprecedented scrutiny in relation to
the various measures contained in the European Union’s Sustainable Textiles Strategy,
as part of the European Union's Circular Economy Plan. This is also accompanied by

new tools for measuring the actual sustainability of fashion products: first and foremost the
Product Environmental Footprint (PEF), which will be able to guarantee a single standard for
measuring the environmental impact of each product.

Companies are looking at this scenario with uncertainty: take a defensive stance
in the face of major transition changes or try to anticipate them by changing their
business model?

This report will allow companies, in a concise and pragmatic way, to look beyond their own
specific market. Aimed at analyzing relevant scenarios, policy trends and sustainability
practices adoption levels among companies in the Fashion industry, the study highlights
critical issues and consequently develops recommendations for both institutions and
key players in the sector so that the transition, besides being sustainable, is also fair
for companies.

12
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NARROWING THE SCOPE

This study aims at considering all the main social and environmental impacts along value
chains and associated with different Fashion products categories. However, aware that
impacts and sustainability issues vary vastly from product to product as well as for each
supply chain, a wide approach has been chosen.

To bring key topics to focus, the report covers 3 product categories: Footwear, Textile and
Clothing, and Leather goods. As a consequence, fur, glasses, jewelry and other accessories
excluding the leather-based ones are, for now, not considered. Additionally, household
textiles such as sheets and beddings are not within the scope of this study.

For the purpose of this study 6 main stages of the fashion value chain were identified,
including raw material, design & product development, material production (textile &
leather), assembly & finishing, distribution, and end of life. Logistics & transportation

and packing were not considered in order to maintain a focus on activities that are most
common among actors in the fashion sector and thus addressing sustainability issues
that are particular and relevant to them. Furthermore, while the crucial role played by raw
material extraction and end of life management is fully acknowledged both in terms of
volume of activity and relevance of its environmental and social impacts, these two stages
are excluded from the main scope of examination. This choice was functional to focus on
the topics and activities that are within the influence of businesses’ decision powers.

For these reasons and for the limited availability of data with inconsistent scoped of
reference, focus has been constrained to the scope illustrated in this figure.

Finally, we acknowledge that there are technological advents that are shaping sustainability
solutions and the sector in general; however, it has not been the focus of the study.

Given the significance and the potential of the topic, it shall be addressed in future

editions of the Forum.

Scope of work

Raw material sourcing,
primary conservation,
preparation, tanning,
dyeing, finishing

Design, prototype &
modeling, material
sampling, material .

sourcing Design & Product
development

Fossil fuel extraction, mining and
other raw material extraction for
synthetic fibers, crop production for
natural fibers, livestock farming and
slaughterhouse for leather and
animal-based fibers

Raw material
sourcing, preparation,
spinning, weaving,
finishing.

> 7
Raw materials -
7z

- Use, maintenance,
7 disposal, collection,
o . .
- Use & End sorting,preparation, reuse,
> remake, recycle.
of life

Secondary
materials

Assembly
& Finishing

Incineration,
waste-to-energy,
landfill

End of life (Apparel, footwear
andleather goods)
cutting, assembly,

Distribution finishing

(Apparel, footwear and leather goods)
wholesale, retail (brick-and mortar,
online, hybrid)

" out of scope

Central stages (from Design and Product development to Distribution) are
the focus of the study. Raw materials and Use & End life, where possible,
have been considered without pretense of exhaustivity.

Value chains are represented in a circle as a vision for a circular fashion system, not indicative of the current fashion industry which is still based on a linear model. Use and end of life are combined into one stage for simplification, not indicative of similar actors or impacts.

13
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is sill far away, with different
economic impacts heavily
depending on the market
segment.
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1. THE FASHION INDUSTRY IN A CHANGING WORLD

KEY MESSAGE
1.1

GLOBAL MARKET GROWTH REMAINS STEADY,
WITH CHINA AND THE US AS MAIN DRIVING MARKETS,
WITH A SURGE IN THE E-COMMERCE SEGMENT




1. THE FASHION INDUSTRY IN A CHANGING WORLD

GLOBAL FASHION MARKET GROWS STEADILY
AT ALMOST 6% A YEAR

Global fashion market size forcast 2021-2026 (billion USD)
The global apparel market is one of the most important segments in retail and its revenue

was calculated to amount to some $1.5-$2 trillion in 2021, equivalent to around 1.8%

of Global Domestic Product (GDP)'. Forecasts predict that the apparel market will 3,500

increase to approximately 2 trillion dollars by 2026, with a compound annual growth

rate (CAGR) of 5.9%". 3,000 —
Footwear registered a total revenue of $385.46 billion globally in 2021, about a quarter of 5 500 |
the size of the global apparel market. The global footwear market is expected to grow at '

5.5% every year though 2026. Among footwear subsegments, the sneaker market shows 5 000 429 452 477

most potential, with a higher CAGR of 6.9%2 !

The global leather goods market size is estimated at $408 billion in 2021, slightly over 1,500

a quarter of the apparel market size (here leather goods include product categories

overlapping with apparel and footwear segments mentioned above) and is expected to 1,000 e

grow at a CAGR of 5.9% from 2021 to 2026°. 1805 1855 '

The pandemic exacerbated inequalities in performance both in terms of brands and 500

geographical market breakdown. As lockdowns were implemented in major retail markets, ;

companies with a strong digital presence or agile enough to quickly adapt to the changing
shopping paradigm quickly recovered as brands relying on traditional physical stores
lagged behind. By region, US and China are estimated to recover faster than Europe in
both non-luxury and luxury fashion markets. In particular, luxury fashion sales in China . Apparel . Footwear Leather goods
are set to rise with a growth rate over 90% compared to 2019, possibly driven by an

unprecedented fast-growing middle class with disposable income*.

2021 2022 2023 2024 2025 2026

(1) The European House-Ambrosetti elaboration of P. Smith, Statista: Global apparel market - statistics & facts (2022) (2) The European House-Ambrosetti elaboration of Statista: Global footwear market (2021) (3) The European House-Ambrosetti elaboration of Grandview Research:
Leather Goods Market Size, Share & Trends Analysis Report By Product (Footwear, Home Decor, Apparel), By Type (Genuine, Synthetic), By Region (North America, Asia Pacific), And Segment Forecasts, 2021 - 2028 (2021) (4) McKinsey: The State of Fashion (2022), sales for 2021 and 2022
are projected.
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1. THE FASHION INDUSTRY IN A CHANGING WORLD

CHINA’S MARKET GROWTH POTENTIAL IS MORE
EVIDENT IN THE THE E_COMMERCE SEGMENT E-commerce growth forecast in Apparel, Footwear and

Bags & Accessories (billion USD)*

Physical, mall-based retail stores’ way downbhill has started since at least 2010.

Atlantic coined the term “retail apocalypse” to describe the “beginning of the end” for 400

traditional, brick-and-mortar commerce, as roughly 9,000 chain stores closed in the US in /
2017 and important retailers such as Forever 21 and Neiman Marcus filed for bankruptcy in
the following years'.

350

+69%

300

Although many factors including economic crises and change in spending habits
contributed to the decline, a main reason is attributable to the rise of e-commerce.

A 2017 Business Insider article dubbed it “the Amazon effect,’ citing estimates that as much
as 50% of retail industry growth was attributed to the e-commerce giant proportions?

In the fashion industry, share of online purchases increased from 14% in 2017 to 22% in 2021,
and is expected to gain more penetration in the next 5 years. Overall e-commerce fashion
industry is expected to grow at a CARG of 7.2% through 2025, faster than the apparel or 100
footwear market growth on average®.

250

200

150

The pandemic has accelerated the retail apocalypse and it appears that the change in >0

consumer behaviors due to lockdowns may become permanent. Total fashion e-commerce 0

sales grew 26.5% in 2020 compared to the previous year, all while the apparel and footwear 2019 2024 2019 2024 2019 2024
market worldwide suffered a 11% loss in revenue®, China United States Europe

Notably, in the e-commerce segment, Chinese consumers collectively outspent their

American and European counterparts already in 2019, registering $217.6 billion in revenue, . Apparel . Footuear Bags&Accessories
equivalent to the US and European market combined. Thanks to a higher penetration,

the gap is expected to further grow in the next couple of years®.

(1) The Atlantic, Derek Thompson: What in the World Is Causing the Retail Meltdown of 2017 (2017) (2) Business Insider, Kate Taylor: One Statistic Shows How Much Amazon Could Dominate The Future Of Retail (2017) (3) The European House - Ambrosetti elaboration of Common Thread:
10 Trends Styling 2022's Ecommerce Fashion Industry: Growth + Data in Online Apparel & Accessories Market (2022) (4) The European House - Ambrosetti elaboration of Online Apparel & Accessories Market (2022).

17



1. THE FASHION INDUSTRY IN A CHANGING WORLD

KEY MESSAGE
1.2

FAST FASHION CONTINUES TO GROW AS NEWER FASTER
MODELS ACQUIRE MARKET SHARE: FAST FASHION,
SOCIAL COMMERCE AND ULTRA FAST FASHION
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FAST FASHION IS EXPECTED
TO GROW STEADILY, DRIVEN BY YOUTH

The success of fast fashion helped double the size of the fashion industry between

2000 and 2014. In 2021, the fast fashion sector registered an increase of 22% in 0
revenue from 2020, /
. 0

Most of such growth is driven by younger generations: most of millennials become
autonomous spenders after the advent of fast fashion, while Gen Zers are born into it. CAGR forecasted for Global
It is arguable that they never knew the world without fast fashion, and expectations . Fast Fashion Market Size
for cheap and trendy clothes are high. In a 2022 survey, affordability emerged as the from 2021 to 2026
second most important factor in Gen Zers' purchasing decisions, next to quality of
product or service: 62% of Gen Zers reported affordability is important, a marginal
difference from 64% who value quality of products/services. Compared to the
aggregate data form consumers of different age groups, Gen Zers value less the factor
of quality (64 % Gen Zers vs. 71% overall), and more the factor of affordability

(62% Gen Zers v.s. 53% overall).

Although Gen Zers show a stronger interest in sustainability and brand transparency
than older generations, only 28% (vs. 24% overall) rated sustainability as an important
factor in purchasing decisions, putting it at the sixth place among evaluation criteria

(1) The European House - Ambrosetti elaboration of Business Research Company data (2021) (2) Sam Gutierrez, SurveyMonkey: Momentive Study: Gen Z social media and shopping habits (2021).
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1. THE FASHION INDUSTRY IN A CHANGING WORLD

SOCIAL COMMERCE IS GROWING FASTER
THAN TRADITIONAL E-COMMERCE SALES,
ESPECIALLY IN CHINA AND IN THE US

On top of their closeness to affordable clothes, the youth is also more prone to buy fashion
items on social platforms or make purchasing decisions based on social media influences.
61% of Gen Zers (aged 24 and under) and 53% of millennials (aged 25-40) follow brands on
social media, and a large number (49% and 38%, respectively) say they've made a clothing
purchase based on a recommendation from a social media influencer, according to a 2021
survey'. In the meantime, social commerce is growing faster than traditional e-commerce
sales, especially in China and in the US. In 2021, China'’s social commerce sales is estimated
to have reached $363 billion, an increase of 35.5% compared to 2020. In the US, purchases
made on social media platforms accounted for 4.3% of total e-commerce sales, almost
double that of 20172

The oldest Gen Zers will turn 25 in 2022. With Millennials entering a different phase of their
careers and Gen Zers becoming autonomous consumers, it is expected that collective
spending power of these two generations will continue to rise, implying further room for
growth for fast fashion brands. While brands are making sustainability claims and engaging
in social and political issues possibly as a response to the youth's sensitivity, there is no sign
that the problem at root- fast consumption cycles - is being addressed.

16

14

12

10

Social Commerce Penetration in China and the US,
2017-2023 (% of total retail e-commerce sales)?

14.3

13.9

2017 2018 2019 2020 2021 2022 2023

—.— China us

(1) Sam Gutierrez, SurveyMonkey: Momentive Study: Gen Z social media and shopping habits (2021) (2) eMarketer: US social commerce is following in China's footsteps (2021).
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FROM FAST TO ULTRA FAST,
PRODUCTION CYCLES GET SHORTER
AND SHORTER

Before the 1990s, fashion brands had a typical cycle of 9 months between the design
stage and the delivery to sales points. In the late 1990s, Zara pioneered the fast fashion
model, cutting the production cycle down to 4 weeks, with modified articles appearing
on the sale floor in as short as 15 days'. The advent of Zara forced older brands like
H&M, Gap and Uniglo to pivot into the new model. By the end of the 20t century, the
fashion industry had 52 “micro-seasons’, and the shortening of production cycles was
only to go on.

In mid-2010, a movement dubbed as ultra-fast-fashion emerged as companies like
Fashion Nova, Boohoo and ASOS further streamlined the value chain, creating a
“Direct-to-Consumer” version of fast-fashion?®.

In 2019, Sheln, a Chinese online fashion retailer began its expansion in the US market.
Sheln is pioneering a newer, faster model: with a strong online presence and a highly
digitized, vertically integrated supply chain, Shein uses big data analysis from search

trends and social media to understand what's hot and churns out a new article ready
for sale in as little as 3 days®.

In the meantime, clothes got cheaper. From 1995 to 2014, clothing prices went down
53% in the UK, while overall consumer goods prices rose by 49%?2 Easy access to
cheap labor is only to increase, as globalization continues, and China invests several
billions US dollars in the Belt&Road initiative, passing through a majority of textile
production countries®.

Consumers are responding to this abundance and convenience. On May 17 2019, Shein
ended Amazon's 152 day streak as the most downloaded shopping app in the US, and
by May 2021, Shein was the top iOS shopping app in 54 countries®,

(1) The European House - Ambrosetti elaboration of Mathew Brennan: Shein: the Tiktok of ecomerce (2021) (2) Fast Company:
How Zara Plans to make its fast fashion empire more sustainable (2019) (3) Business of Apps: Shein Revenue and Usage
Statistics (2022) (4) McKinsey: Style that's sustainable: a new fast fashion formula.

GO-TO MARKET EFFICIENCY

20,000
15,000
10,000

5,000

Production cycles get shorter, while prices get lower

REAL-TIME
FASHION 2020'S

2,000

New items are added to Shein online
store every day®.

210%

Year on year sales growth of Shein
in 2020, while most traditional fast
fashion brands such as Zara

and Uniglo had a down year'.

ULTRA FAST
FASHION MID
2010'S

Decrease in clothing prices in the
US from 1995 to 2014, while overall

consumer goods prices went up 55%?2

16%
year on year growth in 2020 of ASOS
in terms of revenue, at $4.6 billion*.

38%

Increase in clothing prices in China
from 1995 to 2014, while overall
consumer goods prices went up 53%>2

44%
year on year growth in 2020 of Boohoo
in terms of revenue, at $1.6 billion*.

EARLY 1990'S

2 TIMES

a week, Zara delivers new products to its

nearly 3,000 stores around the world®.

12,000

new designs are churned out by Zara
every year®,

Revenue of three fast fashion brands, 2016-2020 (million USD)

19,607
15,488 18,060
15,428
14,160
9,800
5839 5,918 6,313 6,372 /
RGN o A —e® 5890
1550 1,9900
612 o - 3,150
2016 2017 2018 2019 2020

7ara el Uniqlo =—fff=—— Shein
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CIRCULAR BUSINESS MODELS /ARE EMERGING
BUT SCALABILITY IS STILL FAR AWAY,
WITH DIFFERENT ECONOMIC IMPACTS HEAVILY
DEPENDING ON THE MARKET SEGMENT
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CIRCULAR MODELS ARE EMERGING,
BUT REMAIN A SMALL PERCENTAGE
OF THE CURRENT MARKET

In recent years, thanks to a regulatory push for sustainability and rising consumer
awareness, circular consumption models have been placed to the center of many
discussions in the fashion industry. However, contrary to the apparent relevance of the topic,
the market share of circular models is still limited. As of 2019, emerging circular business
models, including resale, rental, repair and remaking, represent only 3.5% of global fashion
market, equivalent of $73 billion'.

The Ellen MacArthur foundation estimates that the four circular model combined have the
potential to gain market share up to 23% of the global fashion market by 2030, which would
require a rather radical shift in consumer behaviors. It is worth noting, however, that second-
hand market has seen significant growth in the past decade, with last year registering a
record increase in sales at 32%?. The global second-hand apparel market is estimated to
grow 3 times faster than the apparel market on average, with the highest annual growth rate
at 24% expected for 2022.

To enable the scalability of circular business models, it is essential to make systemic shifts.
The European Environmental Agency (EEA) considers that three layers in a circular textiles
system: consumer education and behavioral change, policy options, and circular business
models. It is important to note that the three layers acting on three different types of
stakeholders must work together in synergy for a timely and just transition®,

Market size of resale, rental, repair and remaking as share of

96.5%

Non-circular model

global fashion market (billion USD), 2019"

Circular models

X3y ———>

Rental

Resale

0.4%

P Repair

— 01% Remaking

(1) The European House - Ambrosetti elaboration of Ellen MacArthur Foundation: Circular business models Redefining growth for a thriving fashion industry (2021) (2) ThredUp: Resale Report (2022) (3) EEA: Textiles and the environment in a circular economy (2019).
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THE FASHION SECTORS IS IN NEED OF
A SHARED VOCABULARY TO TALK ABOUT
CIRCULAR BUSINESS MODELS

Discussions around circular business models in the sector often do not share the same
terminologies or definitions.

Ellen MacArthur Foundation?, for instance, considers 4 circular models denoted as
“repair, rental, resale and remaking” and defines the ensemble of the 4 models as the
“circular” portion of the global fashion market. However, it is unclear whether these
definitions leaves out actions that do not affect profit models, such as design for
longevity, or collection and sorting of used goods. Fashion4good?, in turn, considers
rental (single occasion), subscription-rental (access to a range of items over a period)
and recommence (resale by original maker), which can be argued to be subsets of
Ellen Macarthur Foundation’s definitions. Other classifications brought forward include
industrial and post-industrial recycling, textile-to-textile and recycling feedstock from
other industries, and more*.

In an attempt to classify most circular business models in the sector, L. Coscieme
published a framework that list four business approaches: longevity and durability,
accessed-based, collection and resale, and recycling and reuse of materials.

This framework could be used for developing a shared vocabulary that facilitates the
future development of circularity in fashion'.

4 business approaches by Coscieme'

focused on extending the lifetime of garments,
thus reducing the need for purchasing new
items

based on renting, leasing, and sharing

of garments and aims to lower resource
utilization by increasing the use rate of the
product stock

focused extending the useful life of textiles

beyond the first user

emphasizing turning textile waste into raw
materials to produce new textiles

often combined with design for repair,
customized production for promoting
emotional product attachment, and offers of
repair and maintenance services

renting of workwear or hospital or restaurant
linen, single-occasion clothing (including
wedding or dinner dresses), and baby clothes
(including reusable diapers) or everyday-
wardrobe sharing

include secondhand retail as well as
collection and resale to the market for reuse
and recycling

reusing parts and cuts and producing
recycled fibers for re-spinning and use in
other products

(1) L. Coscieme et al.: A framework of circular business models for fashion and textiles: the role of business-model, technical, and social innovation (2021) (2) Ellen MacArthur Foundation: Circular business models Redefining growth for a thriving fashion industry (2021) (3) Fahion4Good:
The Future of Circular Fashion: assessing the viability of circular business models (2021), here rental refers to a one-off rental of a garment for a short time period, subscription-rental refers to a monthly fee paid for access to a range of garments, and re-commerce refers to the recovery

and resale of a garment by the original retailer (4) Global Fashion Agenda: Scaling circularity (2022).
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Estimations of circular models’ business potential

THE INDUSTRY HAS GREAT
POTENTIAL FOR CIRCULARITY, o Sl it cina, | Sy lobalrotiondgende

BUT SCALABILITY AND potentl o an overa
FINANCIAL VIABILITY ARE 16% 80%

emissions reduction... circular...
..if they could grow to cover ..if existing technologies
0 for recycling man-made
The shift to a circular fashion system has just begun. 12.5% of the 2 3/0 cellulosics, cotton and

fashion industry has committed to circularity, and many leading of the global market by 2030? polyester are fully scaled up®
retailers have set bold ambitions towards a sustainable future'.
However, today, of the estimated 15% of garment waste that gets

recycled, only 1% goes back into creating new clothing?. Operating margin by circular business models*

Estimates on how quick and how far the industry will go in the

next decade are discordant and lack standardized measurements. -346%

Dependent on the methodology of assessment and assumptions on Rental 12% _I 1%

the time horizon, the sector’s potential for circularity ranges from 61%
23% to 80% and such uncertainty becomes more evident as one -96% _

looks more closely at market segmentation. In other words, even Subscription-Rental __9% 14%

the same future scenario might have different effects on different I 30%

segments of the market. In an attempt to assess the financial 156% _

viability of different circular models, for instance, Fashion4Good Recommerce E 28%

concludes that single-occasion rental could bring an 60% increase I 39%

in operating margin for luxury brands, but at the same time imply a —a0% —20% 0% 0% 40% 60%

346% decrease for value market actors.

. Value Market . Mid-Market . Premium . Luxury

(1) L. Coscieme et al.: A framework of circular business models for fashion and textiles: the role of business-model, technical, and social innovation (2021) (2) Ellen MacArthur Foundation: Circular business models Redefining growth for a thriving fashion industry (2021) (3) Global Fashion
Agenda & McKinsey: Scaling Circularity (2021) (4) Fashion4Good: The Future of Circular Fashion: assessing the viability of circular business models (2021).
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SOCIAL ISSUES ARE ABSENT FROM THE CIRCULAR FASHION
DISCUSSION, EVEN IF WORKERS CAN BE EXPOSED TO NEW RISKS

While the environmental benefits of a fashion transition towards
circularity are at the center of international debates, potential
trade-offs between environmental gains and social risks is
attracting less attention. It is acknowledged that the climate crisis
already affects different people in different ways, with socially

and economically marginalized groups disproportionately at risk.
Pushing for environment-centered policies and business practices
without proper considerations of social aspects could add to this
circumstance.

New risks implied by the transition will mostly be sustained by
people in developing countries. For instance, a shift to circular
fashion consumption could lead to less production in general,
which in turn could signify considerable job loss in countries whose
economy is still dependent on low-skill manufacturing, such as
Bangladesh. On the other hand, new jobs created by the transition
(i.e., resale and rental service providers) will likely appear in
countries with heavy fashion consumption, which are typically more
developed. Furthermore, such risks could disproportionately affect
women and minority groups, as they often lack the conditions or
face unique barriers to respond to changes in job opportunities in
transitioning economic structures’.

At the same time, circular fashion brings about opportunities to
improve the sector's impacts on society. By adding more value

to the clothing produced, requiring more skilled labor for repair
and reuse, and lowering the usage of toxic inputs like dyes

and toxins, a transition to circular fashion could support better
working conditions for garment workers. However, this move

will call for new skill sets, production techniques, and possibly
more time dedicated to each piece of clothing. This means that
such opportunities can only be realized by granting garment
workers access to trainings and possibilities for upskilling, which
is currently a critical challenge in the sector'. Furthermore, many
opportunities brought about by circular models, like recycling, are
frequently unofficial and of low quality. The ILO estimates that a
vast majority of employees in the waste management and recycling
sector are now working informally, subject to dangerous working
conditions, social stigma, discrimination, and lack of access to
social benefits®

(1) BSR: Taking a People-Centered Approach to a Circular Fashion Economy (2020) (2) ILO: Waste Pickers' Cooperatives And Social And Solidarity Economy Organizations (2019).

4 BILLION

people live without the internet, the
majority of which are women and in
low-income countries: technology-

enabled circular models may leave

out such underprivileged groups'

9 OUT OF 10

Gen Z consumers believe that
companies should address not
only environmental but also
social issues, yet this is not yet
happening'

80%

of workers in the waste
management and recycling sector
are informally employed, face
hazardous working conditions and
discrimination®
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NAVIGATING COMPLEXITIES:
STUMBLING BLOCKS TO SYSTEMIC CHANGE

KEY MESSAGE KEY MESSAGE KEY MESSAGE

2.1 2.2 2.3

The Fashion industry is part Although attention on the topic Being one of the industries

of a vicious circle between sparked from social issues, with the longest value chains
generated and suffered pressures are now mainly often relying on subcontractors,
environmental impacts, despite focused on environmental Fashion poses huge challenges
reliable and consistent data impacts, often limited to climate in data traceability and

to quantify them are still change. governance.

missing.
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KEY MESSAGE
2.1

THE FASHION INDUSTRY IS PART OF
A VICIOUS CIRCLE BETWEEN GENERATED
AND SUFFERED ENVIRONMENTAL IMPACTS,
DESPITE RELIABLE AND CONSISTENT DATA
TO QUANTIFY THEM ARE STILL MISSING
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THE APPAREL INDUSTRY ACCOUNTS
FOR 1.5-2% OF GLOBAL GDP,

BUT ITS SOCIAL AND ENVIRONMENTAL
IMPACTS ARE STILL UNCERTAIN

The fashion industry consumes numerous natural resources and has many environmental
impacts that go beyond climate-altering gas emissions. Some prominent topics for the
sector include greenhouse gas (GHG) emissions, freshwater consumption, freshwater
pollution and chemical discharges, raw material deprivation, ecosystem and biodiversity
conservation, and so on. Among these biodiversity has not been examined in depth for it
concerns mainly agricultural activities which falls out of the scope of this study.

While there is an industry-wise consensus that fashion exerts significant impacts on the
environment, there is little reliable data quantifying them. Estimates of the same problems
exhibit significant variance, calculated with divergent scopes for a lack of standardized
definition of the fashion sector and its value chain.

Many numbers are cited repeatedly by official sources such as international institutions and
major news outlets. However, most of them can be traced back to dead links, estimates
based on very specific assumptions that got lost over the years, or simply based on a «gut
feeling» of an industry leader". For instance, UN agencies cite repeatedly that the fashion
industry contributes to about 10% of global GHG emissions?, but to our best efforts such
number could not be traced back to its original data and methodology.

Environmental data throughout the fashion sector are inconsistent

the difference between highest
and lowest carbon emissions
estimates of the fashion sector®

the difference between highest
and lowest estimates on annual
freshwater withdrawals in the
fashion sector®

5.3X

the difference between highest

and lowest estimates on the use
of water for the production of a
pair of jeans®

0
2-8.1%
OF GLOBAL TOTAL GHG
EMISSIONS

79-215

BILLION METRIC TONS

3,781-20,000

LITERS

(1) A. Wicker: Fashion has a Fashion has a misinformation problem. That's bad for the environment (2020) (2) UNECE: UN Alliance aims to put fashion on path to sustainability (3) The European House - Ambrosetti Elaboration on various estimates from Quantis, UNEP, UNFCCC,
Worldbank, World Resource Institute and Global Fashion Agenda, estimates on water usage for jeans production do not specific the industrial processes and techniques involved.
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ESTIMATES ON EUROPEAN
FASHION CONSUMPTION SHOW
ENVIRONMENTAL IMPACTS
ARE MOSTLY SUFFERED
OUTSIDE THE EU

Adding to the lack of scientific research on environmental impacts
of the sector is the fact that most negative externalities are felt
elsewhere. For instance, estimates of textiles consumed in the EU
show over 75% of GHG emissions taking place outside the EU, and
this number for raw material extraction and water use amount to
some stunning 85% and 93%.

In general, clothes, footwear and household textiles consumed

by EU households have very significant environmental impacts.
Compared to transports, for instance, textiles products consume
about the same amount of primary raw materials and more than
double the amount of water. Compared to health, a fundamental
category for the basic needs of societies, fashion exerts double the
amount of impacts in all categories.

Environmental impacts of five product categories consumed by EU households
(index values with textile products equaling to 100)’

Health

Clothing footwear,
Household textiles

Transport

Housing, water,
electricity, gas and
other fuels

Food

Raw materials
GHG Emissions
Water use

Raw materials
GHG Emissions
Water use

Raw materials
GHG Emissions
Water use

Raw materials
GHG Emissions
Water use

Raw materials
GHG Emissions
Water use

e

| 132 [ TR
L on | I

180
147

583

50 100 150 200 250 300

. Inside EU-28 . Outside EU-28

(1) The European House - Ambrosetti elaboration on European Environmental Agency: Textiles and the environment in a circular economy (2019), water usage for food consumption is not to scale.
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THE FASHION SECTOR IS GROWING
BY AROUND 6% ANNUALLY1, TOO MUCH _ -
OF WHICH STILL ENDS UP IN THE BINS Consumptlonpatterr;:ctr::fe‘:;:ii:g?snr;nct;rgzzmgamountofwaste,

The fashion industry consumes a considerable amount of materials and natural resources,

which makes each piece of our clothing precious and irreplaceable from the point of view of 2 X 1 / 3

our planet; yet at each step the fashion value chain produces a significant amount of refuse,

meaning that limited, non-renewable resources are going to waste. growth of European textile of textile waste in the EU is
waste over the last 20 years™ separately collected, 70% - 90%

Assembly & finishing
Approximately 15% of textiles intended for clothing ends up on the cutting room floor?,
whereas cutting rate for leather can range from 25%-60%>, 1 1 k g

of which is reused or recycled,
while the rest is destined to
waste-to-energy plants and

Distribution of textile waste is annually landfill'?
Around 30% of all clothes made around the world are never sold*, the cost of this inventory discarded by average EU
distortion is estimated in $210 billion®. Between 10,000 and 20,000 tonnes of textile products consumers, 2/3 of which are
are destroyed every year only in France. Luxury brands are estimated to have end-of-season synthetic fibres™ 1 5 0/0
unsold inventory worth 10-to-13% of full-price sales®.

_ 5 0/ of all post-consumer textile
Use & End of life 0 waste in the US each year
Around 56 million tonnes of clothing are bought each year, and this is expected to rise to of all landfill space in the US is is recycled, leaving 85% in
93 million tonnes by 2030 and 160 million tonnes by 2050. The average consumer today occupied by textile waste™ landfills"

buys 60% more clothes than they did in the year 20007, The average piece of clothing is
worn 36% fewer times now than it was 15 years ago. As many as 6 out of every 10 items of
clothing end up as rubbish within 1 year after being made®. If the number of times a garment
is worn were doubled on average, greenhouse gas emissions would be 44% lower®,

(1) The European House - Ambrosetti elaboration on Statista (2021) (2) Timo Rissanen: ‘From 15% to 0: Investigating the creation of fashion without the creation of fabric waste’ (2005) (3) Centre Technique Cuir Chaussure Maroquinerie: Wastes Generated In The Leather Products Industry
(2000) (4) Australian Circular Textile Association (ACTA) (5) IHL Group (6) BoF: Luxury Brands Burn Unsold Goods. What Should They Do Instead? (7) Good on You: Everything You Need to Know About Waste in the Fashion Industry (2022) (8) BoF: The State of Fashion (2022) (9)
McKinsey: Refashioning clothing's environmental impact (2019) (10) Centre for the Promotion of Imports from developing countries (CBI): The European market potential for recycled fashion (2021) (11) EPA: Textiles: Material-Specific Data (2022) (12) European Environmental Agency: Plastic
in textiles: towards a circular economy for synthetic textiles in Europe (2021).
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WITHOUT FURTHER
ACCELERATION,

THE FASHION INDUSTRY WILL
MISS ITS 1.5°C TARGET

Global production of apparel and footwear is projected to grow
steadily, meaning that without further intervention, the overall
GHG footprint is only set to increase. In 2020 McKinsey simulated
that under the scenario of the current decarbonization initiatives
in place, the fashion industry’s carbon abatement is not catching
up with the market growth, and overall emission will be capped
at around 2.1 billion tonnes a year by 2030. This means that the
industry would be missing its 1.5°C target by 50% and is in urgent
need to intensity its abatement efforts’.

(1) McKinsey: Fashion on climate (2020).

Fashion industry carbon footprint scenarios comparison
(million tons of CO, equivalent)

+2% per annum
No further action

2,740 (MtCO,) A A
More than 2020
o .
2 Current 23 /0 trajectory
,108 transition pace
(mtCo0,) 2,104 (mtCO,)
o of the way to 1.5°C
~50% target vs. 2018
Target 1,5C \4 y
1,110 (mtCO,)
2018 2030 g
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FROM FRESHWATER WITHDRAWAL TO DISCHARGES,
FASHION EXSERTS SIGNIFICANT PRESSURE

ON OUR WATER SYSTEMS

Freshwater withdrawal

The fashion value chain include some of the most water-
intensive in the industrial would. Fiber production is
indubitably one of them. Cotton, for instance, requires
the most water out of any other crop and needs between
7,000 and 29,000 liters of water to produce just 1 kilogram
of raw cotton'. That means that it may take more
freshwater to make a pair of jeans than to make a ton of
cement? Furthermore, dyeing and finishing processes are
estimated to consume 58.4 trillion liters of water, putting
it at the 2nd place among most water-consuming step in
the value chain® Although not always confirmed by other
sources, textile dyeing has been estimated to be the 2nd
largest polluter of water globally*: 17 to 20% of industrial
water pollution is from textile dyeing and treatment?®.

Freshwater pollution

Chemical discharges from the fashion values chain can
have very long-lasting effects in the ecosystem we live

in. For instance, crop production releases a significant
amount of chemicals and nutrients into our water systems,
which could lead to both the corruption of aquatic systems
on-land and eutrophication of the oceans.

Despite being one of the most regulated industries, leather
production and conservation has insignificant impacts in
terms of chemical usage and discharges. The wastewater
of the leather industry typically contains Chromium and
Nitrogen which are some of the most important concerns
regarding the environmental pollution to water sources®.
While overall water pollution attributed to the leather
industry is unclear due to a data gap, it is estimated that
1 metric ton of raw material is converted into only 200 kg
of usable leather product, with the rest of it ending up as
solid and liquid waste including 50,000 kg of wastewater
effluents comprising 5 kg of chromium®,

(1) WWEF: Living Waters: Conserving the Source of Life (2) Tree Hugger: How Many Gallons of Water Does It Take to Make... (2018) (3) Quantis: Measuring Fashion: Environmental Impact of
the Global Apparel and Footwear Industries Study (2018 ) (4) UNEP: Putting the Brakes on Fast Fashion (2018) (5) Ellen MacArthur Foundation: A new textiles economy: Redesigning fashion’s
future (2017) (6) Leather International: Water, waste and a wish for the future (2021) (7) The European House - Ambrosetti elaboration on EEA estimates on average EU citizen's water usage
(8) UN: Act Now: Fashion Challenge (2019) (9) N.M. Sivariuam et al.: Toxic Waste form Leather Industries (2019) (10) Project CECE: Is the fashion industry the second most polluting industry in
the world? (2019) (11) Green America: Toxic Textiles (2019) (12) Euroenews: ‘Forever chemicals’: What are PFAS and can we solve this persistent pollution problem? (2022).

215,000

BILLION LITERS

of water per year is
consumed by the fashion
industry®, almost equivalent
to 10 Como Lakes.

400
BILLION LITERS

of water is consumed
by the leather industry
annually®, enough for
7 million EU citizens to
consume for a year’.

10,000

of water is used to make a
typical pair of jeans®.

0
16%
OF ALL INSECTICIDES

used worldwide are used
by the cotton crop, some
of which can end up in the
fatty tissue of animals and
humans and stay there for
decades'.

43
MILLION TONS

of chemicals are used in
textile production every
year".

1,000

time needed for the
degradation of some

Per- and Polyfluoroalkyl
Substances (PFAS), often
used in leather tanning &
finishing activities'.
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SYNTHETICS FIBRES DISPERSED
IN THE OCEAN MAKE THEIR WAY BACK
TO US THROUGH BIOACCUMULATION

The global consumption of synthetic fibres increased from a few thousand tonnes in
1940 to more than 60 million tonnes in 2018, and it continues to rise. Since the late 1990s,
polyester has surpassed cotton as the fibre most commonly used in textiles',

As of today, plastic is the most important component in outwear": about 60% of material
in our clothing is plastic, which includes polyester, acrylic and nylon textiles?

Microplastic pollution caused by washing processes of synthetic textiles has recently
been assessed as the main source of primary microplastics in the oceans®.

Micro-fibres released during washing range from 124 to 308 mg per kilogram of washed
fabric, depending from the type of washed garment, that corresponds to a number of
micro-fibres ranging from 640,000 to 1,500,000. As a result, the hundreds of thousands of
fibres that make up our clothing have led to an estimated 1.4 million trillion plastic fibres in
the ocean? which could have an adverse impacts on the health of people who consume
seafood, as micro-fibers and other microplastics make their way up the food chain
through bioaccumulation. Furthermore, the effects of microplastic ingestion on on the
marine life are catastrophic: they have caused starvation, endocrine disruption, stunted
growth in some species and broken down digestive systems?,

World fiber production
(100 million metric tons)

World fiber productions (100 million metric tons)’

Polyester
75
50
25
Wool
0
1980 1990 2000 2010 2020

(1)Maxine Bedat: Unraveled, based on data from Tecnon Orbichem (2022) (2) UNEP: Fashion’s tiny hidden secret (2019) (3) N.M. Sivariuam et al.: Toxic Waste form Leather Industries (2019).

34



2. NAVIGATING COMPLEXITIES: STUMBLING BLOCKS TO SYSTEMIC CHANGE

THE FASHION INDUSTRY IS DEPENDENT
ON NATURAL RESOURCES AND WILL BE
SUSCEPTIBLE TO CLIMATE RISKS

The environmental impacts of fashion industry are not merely a problem of sustainability,
but rather at the root of biosphere changes that very much concern the industry’s business
continuity and bottom lines. Global warming, reaching 1.5°C in the near-term, would

cause unavoidable increases in multiple climate hazards and present multiple risks to
ecosystems and humans. Changes in climate factors such as warmer air temperatures and
extreme fluctuations in precipitation as a result of rising carbon dioxide concentration may
significantly impact plant growth and crop productivity. A mere 3% of the Earth’'s water
resources are of freshwater. As the world's population grows and freshwater resources
continue to decline, an ever-increasing number of regions are regularly faced with the
challenges of water scarcity. All these factors affect the agricultural systems upon which the
fashion industry is highly dependent.

Climate change will specifically affect luxury fashion because the industry is particularly
dependent on raw materials, thus already feeling the impact of changes in climate and
environment in terms of business disruptions and increasing costs. Current climate risks
concern six key raw materials - beef and calf leather, sheep and lamb leather, silk, vicufia,
cashmere and (extra fine) cotton. The specific risks for each raw material are, for example,
reduced water availability and rising temperatures for cotton; drought and water availability
for feedstuffs and warming climates for beef leather and sheepskin and lambskin; moisture
fluctuations for silk; drought for vicuiia-whose hair is considered by many to be the world’s
most expensive animal fiber-and degradation, desertification, and restricted geographic
range for cashmere,

(1) BSR Kering: Climate Change: Implications and Strategies for the Luxury Fashion Sector (2015).

Raw materials that are susceptible to climate risks
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COTTON

BEEF LEATHER

SHEEPSKIN

& LAMBSKIN

SILK

VICUNA

CASHMERE

RISK EXPOSURE

Reduced yield due to temperature rise
and reduced water availability.

Reduced cattle hide due to extreme and
prolonged droughts.

Pests and diseases in new regions due
to warmer climates.

Reduced yield and jeopardized outdoor
production due to temperature rise and
humidity fluctuation.

Restricted geographical range and
degradation of Vicuias’ habitat.

Restricted geographical range and
degradation of cashmere goats’ and
pashmina goats’ habitat.
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KEY MESSAGE
2.2

ALTHOUGH ATTENTION ON THE TOPIC SPARKED
FROM SOCIAL ISSUES, PRESSURES ARE NOW MAINLY
FOCUSED ON ENVIRONMENTAL IMPACTS,
OFTEN LIMITED TO CLIMATE CHANGE
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FASHION AFFECTS 60-75 MILLION WORKERS
WORLDWIDE, MOST OF WHICH IN DEVELOPING
OR TRANSITIONING COUNTRIES

An estimated 75 million workers are employed in the global fashion industry', equivalent
to over a third of all European workers? most of which find themselves working in
sub-optimal conditions, long hours and for poor wages.

Most of textiles production are located in low-income countries. Among the top 10 global
textile and garment exporters, there are 4 developed countries, accounting for only 22% of
the total exported by these 10 countries. China on the other hand accounts for over half of
the textile exports in the world®,

Clean Clothes Campaign conducted research showing that 93% of the brands surveyed
do not pay garment workers a living wage®, interpreted as a wage that is sufficient to
afford a decent standard of living for a worker and their family®. In many countries the
national minimum wage does not guarantee a decent standard of living. In Asia, the
minimum wage can vary from 21% (Bangladesh) to around 46% (China) of a living wage.
In European production countries there can be even greater gaps, from 10% (Georgia) to
40% in Hungary®.

The pandemic has certainly made the already precarious situation for textile workers
worse. Research by the Worker Rights Consortium (WRC) shows that the average wages
of garment workers have decreased in the last 12 months by more than a fifth (21%) from
an average of $187 per month to $147°.

China

(extra EU exporItE:g
Vietnam
Bangladesh

India

Turkey

us

Hong Kong, China
Pakistan

Indonesia

O

Top ten textile production countries by export volume and the
corresponding total labour cost assuming that all textile workers
are paid living wage (million USD)”

Living wage (USD/month)

I 68.64 572
296

n.a
254
77
213
270
n.a.
1,047
151

210
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. Total labour cost of textile production if all workers were paid living wage

. Textile & Apparel export turnover by country in 2018 (Billion USD)

(1) UNECE: UN Alliance aims to put fashion on path to sustainability (2018) (2) The European House - Ambrosetti elaboration on Eurostat (2022) (3) The European House - Ambrosetti elaboration on WorldBank, World Trade Organization (2022) (4) Fashion Checker: Are the people who
make your clothes paid enough to live? (2022) (5) UN Global Compact: Ensuring a Living Wage is an Essential Aspect of Decent Work (2022) (6) The Business of Fashion: Garment worker wage theft widespread in wake of pandemic (2021) (7) The European House - Ambrosetti elaboration

on TexPro and Global Living Wage Coalition (2022).
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LOW SKILLED WORKERS FACE NUMEROUS

LABOUR RIGHTS VIOLATIONS

Gender inequality

The fashion industry is highly dependent on women
workers. Of the 75 million people employed in the
garment sector, 80% of these workers are women
between the ages of 18 and 35. In Asia-Pacific, gender
pay gap remains a common phenomenon in most
countries, with Pakistan ranked 1st with almost 50% pay
difference even adjusted for all independent variables
such as age or education® Among developed countries,
Italy, a major textile production hub in the EU, remains
in the bottom 4 countries at the European level in terms
of gender gap, even after the gender pay gap in Italy's
apparel and textile sector decreased from 11.5% in 2018
t0 3.3% in 2019°,

Forced labour & Child labour

Due to the opacity of the phenomenon, it is hard to
quantify forced labor in fashion industry. However, there
is consensus that forced labor is common in many
major apparel supplier countries. For instance, the
region of Xinjiang, China, a major producer of cotton,
has had continuous allegation of forced labor in the
past few years®. Child labour is a particular problem

for fashion because much of the supply chain requires

low-skilled labour and some activities are even more
suitable for children than adults. In cotton picking,
for example, employers prefer to hire children for
their small fingers, which do not damage the crop®.
Children work at all stages of the supply chain in

the fashion industry: from seed cotton production in
Benin, harvesting in Uzbekistan, spinning in India, to
the various stages of garment assembly in factories
throughout Bangladesh®.

Exposure to chemicals

While leather goods and footwear are often sold by
Europe and US based brands, tannery work is mostly
outsourced to newly industrialized countries (NICs)
where attention into occupational health hazards

is limited”.

Some commonly used chemicals have been
associated with claims about health risks. For instance,
formaldehyde, sometimes used in fabrics to prevent
wrinkling, in large quantity, can cause exacerbation of
asthma or allergic contact dermatitis®. Azo dyes, found
in 60-80% of all colorants, can come off fabrics and
break down to release aromatic amines, some of which
have been associated with cancer®.

Pakistan

India

Thailand

Philippines

Vietnam

Cambodia

Indonesia

Lao PDR

Bangladesh

12%

of Indonesian leather workers
reported a current occupational
skin diseases (OSD) and 9%

Male female wage gap, raw and adjusted (%) in garment,
textiles and footwear in Asia Pacific?
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are workers involved in wet
finishing and dry finishing more
likely to have breathing difficulties

reported a history of OSD1

(1) ILO: Fewer women than men will regain employment during the COVID-19 recovery says ILO (2021) (2) The European House - Ambrosetti elaboration of ILO: Assessing the gender pay gap in Asia’s garment sector (2016), raw gap indicates the difference in estimated natural log of
hourly earnings of employees (aged 15+) while controlling for only sex, and adjusted gap controls for all independent variables including sex, age, marital status, education, experience, sub-national area, economic sector and occupation. (3) FairWear Foundation: Italy Risk Assessment
(2020) (4) OHCHR Assessment of human rights concerns in the Xinjiang Uyghur Autonomous Region, People’s Republic of China (2022) (5) International Labour Organisation: Child Labour (2022) (6) UNICEF: Child labour in the fashion supply chain: Where, why and what can be done
(2022) (7) S. Febraina et al.: Inventory of the chemicals and the exposure of the workers' skin to these at two leather factories in Indonesia (2012) (8) McGwin et al.: Formaldehyde Exposure and Asthma in Children: A Systematic Review (2010) (9) Allergy Standards: Chemicals in Textiles and
the Health Implications (10) G. Rabbani, et al.: Factors Associated With Health Complaints Among Leather Tannery Workers in Bangladesh (2020), the steps in the production of leather between curing and tanning are collectively referred to as Beamhouse operations. This process includes

e.g. soaking, liming, deliming, bating, a number of mechanical operations and pickling.
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KEY MESSAGE
2.3

BEING ONE OF THE INDUSTRIES WITH THE LONGEST
VALUE CHAINS OFTEN RELYING ON SUBCONTRACTORS,
FASHION POSES HUGE CHALLENGES TO DATA
TRACEABILITY AND GOVERNANCE
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THE FASHION SUPPLY CHAIN

IS NOTORIOUSLY COMPLEX,

WITH LOW-VALUE-ADDED STAGES
CONCENTRATED IN DEVELOPING COUNTRIES

. Europe,

United States United States Bangﬁadesh
Europe Japan, China, Asia.  pakistan, Turkey
India North America India

China

Synthetic & natural fibers

China

Europe

Design & Product

Livestock & slaughterhouse Celeicpment

‘ Out of scope

Textile production
Leather production

Fashion has one of the most complex, long and delocalized value chains among consumer
goods industries; a fashion item could take over 20 steps by different businesses located

in different regions of the world'. Although the value chain is truly global, most of the early
steps occur in developing countries where environmental and social regulations are lagging
behind: the extraction of raw materials and the production part of the textile value chain are
heavily oriented toward Asia and transition economies.

In particular, China has a high share of the fiber (57%) and yarn (64%) production stages of
the value chain, followed by India® Only for distribution and end-of-life there is a wide global
diversity, with Europe , North America and Africa as the main players. On the other hand,
the design and product development impacts are almost all in highly developed countries
(where most brands are located).

South America, Africa

Vietnam South America, Africa Japan, China, Asia
Europe Japan, China, Asia North America
India

North America Europe

Africa

Bangladesh
China Europe

Assembly & Finishing Distribution Use & End of life®

(1) World Resource Institute: Roadmap To Net Zero: Delivering Science based Targets In The Apparel Sector (2021) (2) United Nations Environment Programme. Sustainability and Circularity in the Textile Value Chain: Global Stocktaking (2020) (3) Greenpeace: Clothing sent to East Africa

is mostly waste (2022).
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THE TEXTILE PRODUCTION PHASE
IN THE SUPPLY CHAIN IS
RESPONSIBLE FOR THE MAJORITY
OF ENVIRONMENTAL IMPACTS

96% of the textile sector’s carbon footprint is classified as Scope

3 emissions and the global garment industry consumes about

215 trillion litres of water per year'. In addition, environmental and
social impacts are mainly concentrated at the early stages of value
chains, which means that significant interventions can only take
place in the context of supply chain management.

Analysing the various environmental and social emissions in more
detail, it emerges that most greenhouse gas emissions (58%) occur
in the textile production phase, while 24% occur in the use and
end-of-life phase. The design and distribution phases have the least
impact in terms of GHG emissions, 0% and 1% respectively'.

In terms of freshwater consumption, the impact that water use

has on water availability for human and industrial purposes

and ecosystem services varies from country to country, as each
geographic region experiences varying degrees of water scarcity,
depending on the availability of fresh water and the number of
competing users. When weighted by national freshwater use,
production and use and end-of-life make the largest contribution to
freshwater use, 39% and 35% respectively. The raw material phase
is not far behind, with 21% of the use.

Environmental impact contribution of fashion value chain steps (%)’

Freshwater use

Synthetic
Use&End and natural fibers

of life

Design
N & product
Distribution ____ — development
0
0% 0%
Assembly & / AN Textile
finishing production

GHG emissions

Synthetic

Use&End / and natural fibers

of life

Distribution
1%

Design
_ &product
development

Assembly — 0%

& finishing
58%

\ Textile

production

(1) The European House - Ambrosetti elaboration on United Nations Environment Programme. Sustainability and Circularity in the Textile Value Chain: Global Stocktaking (2020). The data only refer to the textile sector, in absence of leather related data.
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SOCIAL IMPACT IS MAINLY
FOCUSED IN THE EARLY STAGES
OF THE TEXTILE VALUE CHAIN

Along the value chain there are not only environmental impacts,
but also social risks. As would be expected from the geographical
distribution of the textile value chain, China and India are the
countries with the highest social risks due to the production

of fibres, yarns and fabrics, while Bangladesh presents equally
significant risks in the later stages of textile production (assembly)'.
High economic value added per stage only occurs towards the

end of the textile value chain, while low-cost and low-skill activities
occur at earlier stages of the value chain.

The social life cycle assessment (SLCA) identifies synthetic and
natural fibers as the stage of the textile value chain with the
highest number of excessive labour hours (44%) and risk of injury
(67%)". Even during the textile production phase there is a high
percentage, 22% for the risk of insults and 35% for excessive
working hours'.

Social impact contribution of fashion value chain steps (%)

Risk of injury

Distribution /
Use&End of life

0%

Assembly &
finishing

\

Textile
production

67%
Design -
& product Synthtetic
development and natural
0% fibers

(1) The European House - Ambrosetti elaboration on United Nations Environment Programme. Sustainability and Circularity in the Textile Value Chain: Global Stocktaking (2020).

*The data only refer to the textile sector, in absence of leather ones.

Excessive working time

Distribution /
Use&End of life
~ 0%

Assembly &
finishing

AN

Synthtetic
_— and natural
fibers
44%
Textile Design
production* & product development
0%

42



2. NAVIGATING COMPLEXITIES: STUMBLING BLOCKS TO SYSTEMIC CHANGE

MAIN ITALIAN AND FRENCH
LUXURY BRANDS MOSTLY
SOURCE LOCAL, WHILE FAST
FASHION SOURCES ALMOST
ENTIRELY OUTSIDE EUROPE

The top 15 Italian and French luxury brands were selected to
analyse the percentage of the supply chain located in Europe.

From the information available on the sustainability reports they
have published and from other publicly available data, it emerges
that 9 out of 15 luxury brands have about 90% of their production in
Europe (Italy and France): among these, the lowest percentage is
42% and the highest reaches 100%; 6 out of 15 brands do not make
any public statements’,

A similar analysis was made with the top 9 fast fashion brands to
compare them with luxury brands. The mapping shows that fast
fashion brands source almost entirely outside Europe, mainly in
China, Bangladesh, Turkey, India and Brazil'.

ye ye

Top 15 Italian and French Supply chain location
luxury disclosure on of top 7 fast fashion
supply chain location’ brands by revenues'

Majority of production in the EU
(>88% of production)

. Production in the EU

Not publicly disclosed . Production in non-EU countries

(1) The European House - Ambrosetti elaboration on latest available documentation from brands (i.e. Sustainability Reports, Annual Reports, Balance sheets - 2020-2021).
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UNAUTHORIZED SUBCONTRACTING CAUSES
FURTHER LACK OF TRACEABILITY

In addition to the difficulty of managing global suppliers, there remains a risk that is beyond
the control of brands: as brands struggle to take inventory of their second and third tier
suppliers, the phenomenon of unauthorised subcontracting continues to occur.

The use of an unknown factory means that brands no longer have control over the
conditions there and the quality of the product being made there, with the risk of serious
reputational damage'. The use of unapproved subcontractors emerged after the collapse
of Rana Plaza in Bangladesh, which housed many small, unregulated clothing shops. In
this and similar incidents, investigators found garments from major fashion and retail
companies in the ruins - garments that, according to the brands, were not authorised to be
manufactured there.

The scale of the phenomenon is hard to define, due to the opaque nature of the maneuver,
however a 2021 scholarly research found more than one-third of the 32,000 orders - placed
by 30 brands with 226 garment factories - involved an unauthorized supplier?.

Unauthorized subcontracting in Apparel supply chains®

. Never subcontracted any order

. Subcontracted some orders

(1) McKinsey: State of Fashion (2019) (2) The European House - Ambrosetti elaboration of F. Caro, et al. : Can Brands Claim Ignorance? Unauthorized Subcontracting in Apparel Supply Chains (2021).

. Subcontracted all the orders
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