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A Reassessment of the business history of the French luxury sector: the emergence of a new business model and a renewed corporate image

Hubert Bonin, professor at Sciences Po Bordeaux & at the Gretha-Bordeaux University) [www.hubertbonin.com]

France’s luxury sector has had a long history of alleged superiority and excellence, though challenged at times by various economic factors – changing circumstances, poor management and harsh competition. Its business history has thus been marked by a series of failures and bankruptcies as much as by success stories in Europe, through cycles of growth and decline. The July Monarchy and the Second Empire in the years 1830-1860 favoured the emergence of craftsmen who took advantage of new demand from the rising high bourgeois classes and the Imperial Court’s capitalistic and entrepreneurial spirit – woodcraft industry, silk trade in Lyon, bronze industry, etc. The development of industry, trade and banking created a favourable environment for a new generation of firms combining craftsmanship, industrial processes and exports, from the 1870s to the 1930s
 – in spite of the loss of the Russian market in 1918. Products made in Paris – “les articles de Paris” – became a leverage on high added value merchandise produced in France and often exported to Europe and the rest of the world.

However a huge majority of the company names quoted in the various almanacs and newspapers destined for the bourgeoisie in the interwar years did not survive the the First World War, the 1930s Depression, or the changes in business models in the years 1930-1950, as, for instance, Paul Poiret’s famous couture house which went out of business before WW2. Conversely a few family firms reacted thanks to their creativity – Hermès, Van Cleef & Arpels
 or Cartier – and the unwavering support of their rich and loyal customers – celebrities and members of the aristocracy – while some young, inventive creators were successfully renewing the fashion trends – Chanel
, Christian Dior
. 

There was thus no “historical imperative’’ that might explain why a dozen French companies pulled themselves together and managed to join the very exclusive club of leading firms in the luxury sector – with the notable exception of the French luxury car sector. In the present chapter, we intend to study how and why French groups were progressively built in the luxury and near-luxury sector
 from the 1970s and have eventually become leading players in the globalized market of high-range consumer goods at the turn of the 21st century.

1. The progressive deterioration of the image of the French luxury sector in the 1970s and 1980s

The crisis which shook European and French capitalism in the 1970s and 1980s also affected the luxury sector. Several firms lost to competitors from Italy
 (Giorgio Armani, Versace, Prada, MaxMara, Roberto Cavalli, Ferragano, Fendi, etc.), Germany (Hugo Boss), or the US  (Ralf Lauren), which proved more inventive and reactive, mixing brand making and marketing in a more efficient way. Christian Dior, for instance, was incorporated into the Boussac-Saint-Frères-Agache-Williot group and became part of a larger group specialized in textile, clothing and distribution; its perfume and clothing sectors were split in 1968 because the perfume sector had become a mere financial asset, even though Marc Bohan had managed (from 1957 to 1989) to preserve the reputation of the Dior haute couture house. 

Yves Saint-Laurent, though created in 1958 only, also suffered from a management and ownership crisis; its perfume branch was sold to an American pharmaceutical company, Squibb. L’Oréal
 considered adopting a marketing culture largely influenced by the modern mass distribution model which had first emerged in the 1960s and 1970s. A property of the Wertheimer family since 1924, Chanel had to recover from the death of Coco Chanel in 1970 and adapt to the changing mood of the younger generations. In the same period, the Grès, Paco Rabanne, André Courrèges and Ted Lapidus fashion houses had to cope with the replacement of their pioneering creators – a move that the Grès house, founded in the 1940s, had made some time before – and find a more stable financial basis – as in the case of Balenciaga whose creator retired in 1968. Yves Saint-Laurent hesitated between a closed-shop strategy focused on a few dozen customers and haute couture products, and a more offensive strategy opened to the luxury clothing industry; but it lacked the necessary financial resources and managerial capacities to start its re-engineering. Likewise, Hermès dithered over maintaining its heritage and tradition – the Kelly handbag, the Hermès carré headscarf produced since 1937 –, thus progressively becoming a small-sized company, or adopting a more creative policy and hopefully restoring its image as a leading company. Even if they managed to preserve their time-honoured know-how, Chaumet
 and several other jewellers lacked the financial resources to improve their standards and restore their institutional image of excellence and craftsmanship; a few of them even went out of business because of bad financial governance. The brand image of Guerlain, the perfume specialist, deteriorated as it failed to renew its commercial patterns, and was eventually sold.

The Paris luxury market place seemed to rely almost exclusively on its old-time culture, aiming at American stars – the “Grace Kelly syndrome’’ – and grandes bourgeoises, and focusing on haute couture products as classical symbols, but without any well-defined strategy, oscillating as it were between selling brand  franchises for the mass-market or building a stable luxury environment. French luxury firms were thus imperceptibly being drawn out of market forces, as was the case of the great palaces in Paris or the declining sea-resorts, which had to be thoroughly renovated in the 1980s and 1990s. Finally the fate of the car industry –which had missed the revival of luxury brands in the interwar period and hit some invisible ceiling contrary to its German and, to some extent, Italian competitors – threatened the whole luxury economy in France. Its reputation had become old fashioned because of insufficient investment in capital structures – necessary to consolidate the luxury firms and enable them to restart their innovative process –, and poor market positioning, whereas a few Italian or American fashion-makers had taken full advantage of the media revolution with full-colour, glossy and glamorous magazines. 

The new and inventive small and middle-sized fashion companies which flourished then (Marithé & François Girbaud, Sonia Rykel, Thierry Mugler, Chloé, Kenzo since 1970) did not have the necessary financial size to contemplate more ambitious objectives than their traditional but small well-off clientele. Paris, once the centre of luxury creation, was about to lose its prominent position to other world capitals, as was the case in the art sector, auction houses and galleries flying to New York or London. Milan, London and New York were progressively becoming the capitals of glamour and luxury; there was a general atmosphere of “decline”. Even if we admittedly lack precise figures to prove our assertions, we uphold the idea that there was no historical imperative which may objectively explain why Paris has successfully regained its position as the word’s capital of luxury goods at the turn of the 21st century. 

2. Business structures as leverage on the economic rebirth of the French luxury sector

In this part we propose to show that the revival of French luxury companies can mainly be explained by the stabilization and reinforcement of their capital basis and management. Luxury companies were thus in a more favourable position to consolidate their forces in a renewed climate of trust in their future, which was conducive to fresh investment policies and new development strategies.

A. The match between two family investors

In the 1980s a few capitalist predators
 were busy looking for golden business opportunities among failing companies. After real estate manager Bernard Arnault took over Agache-Williot-Boussac-Saint-Frères in 1985, he only kept its affiliate, Christian Dior, heavily invested in the company, appointed a new management team and eventually recovered the perfume sector in 1989. The new industrial strategy aimed at building a luxury group through external growth. A few years later, B. Arnault adroitly took advantage of internal dissension between the family stock-holders and the company manager to buy out Louis Vuitton – the company already owned Givenchy perfumes and Veuve Clicquot champagne – and Moët-Hennessy. Within the new Lvmh
 group – though under the umbrella name of Christian Dior, both a financial holding for the group and a subsidiary for its own luxury trade-mark – the firms could thereafter follow a steady course through international development. B. Arnault put in place a dynamic policy of constant external growth with a view to enlarging the size of his group. The objective was to prevent competitors from purchasing some brilliant, but stagnating, brands and amortize the new group’s managerial know-how through new ranges of products: Céline in 1987, Kenzo in 1993, Guerlain in 1994, for instance. After two decades of development the group comprised 64 brands in 2006, in perfumes (Dior, Guerlain, Givenchy, etc.) or clothing (Kenzo, Céline, Pucci
, etc.). It was in a leading position in the champagne and cognac trade- far ahead of Vranken-Pommery, Boizel-Chanoine and Pernod-Ricard.

After taking over several distribution firms, another tycoon, François Pinault, purchased the Yves-Saint-Laurent haute couture and perfume house
 and the Italian firm Gucci in 2001, thus becoming the arch-rival of Arnault. Even if the luxury sector only accounted for frf3.6 billion – with only 162 million for Yves-Saint-Laurent – compared to the global turnover of its Ppr group in 2006 (17.9 billion), the group became another anchoring force for luxury activities. Yves Saint-Laurent himself benefited from inflows of capital, trust and managerial abilities thanks to the personal investment of his companion Pierre Bergé, who provided the firm with the stability which was favourable to its creativeness – until his retirement in 2005.

Meanwhile, the somewhat slackening activities of the jewellery house, Cartier, were stimulated by the inflow of capital provided by its new financial owner, Richemont, and Alain-Dominique Perrin, an entrepreneurial manager. Its brand-image and creativity were improved and the company was thus able to attract the nouveaux riches from all over the world back to its refurbished and innovative workshops. 

B. The rebirth of family houses

While some family firms did not manage to adapt to the new requirements of this competitive environment, as in the case of Christophle
, what can be called “the Chanel model” prevailed in several luxury companies where the family-business type still kept its competitive edge. The Wertheimer family which had bought out Chanel in 1954 – the company was founded in 1910 – discreetly led a strategy of stable investment and growth. Though Chanel was shaken by the revolutionary trends inspired by its new creator, Karl Lagerfeld (1983), a subtle balance was struck between the stake-holders – the Wertheimer owners –, the creator, and the managers – Michel Piétrini, Bernard Lehmann, or Philippe Guibourgé who launched a range of prêt-à-porter in the 1980s. In a similar move, a new generation of Hériard-Dubreuil family stake-holders came to the head of the Rémy-Martin spirits group in the early 1980s. The same thing occurred in the Taittinger champagne company. These managerial changes led to stable growth and regular investment to prop up brand making and industrial capacities. In Hermès – first created in 1837 – the family networks gave total managerial freedom to Jean-Louis Dumas in 1978: a member of the fifth generation in the Hermès family
 who still controlled 75 per cent of the quoted capital, he turned out to be the right man in the right place as he successfully restored the brand image of the company, extended its strategic scope and improved its management – until he retired in 2006.

In the same period, a capitalistic pact was signed between the Bettencourt family
, who had inherited L’Oréal, and the Swiss company, Nestlé, which wanted to diversify into health-care products. The group was stabilized with increased self-financing capacities and could thus fend off greedy investors. There was a smooth succession process from the historical group-builder to a new generation of managers – François Dalle, then Lindsay Owen-Jones from 1988 to 2006 – who did not come from the inner-family circles. Such a choice proved to be decisive both in terms of development and brand image strategies. A sub-group was then created, comprising premium and luxury brands, its core company being the Lancôme brand
 – owned by L’Oréal since 1964 –, reinforced through an organic growth and diversification policy. This sub-group was distinct from L’Oréal’s middle-range brands – L’Oréal Paris, Plénitude, Gemey-Maybelline, etc. – and of its mass brands, and it accounted for 25.2 per cent of the company’s turnover in 2005.

C. Paris burdened with failed strategies

All these capitalistic moves did not necessarily meet with success. In the 1980s, several group builders tried to unify some luxury brands. Cerus, a French holding  company controlled by Italian tycoon Carlo de Benedetti, bought out the Yves-Saint-Laurent fashion house and Yves-Saint-Laurent perfumes in 1986 from the pharmaceutical company, Squibb. Investcorp, a financial fund, purchased several brands. Financial investor Erich Fayes and his holding company Zanimob acquired Balmain and Ted Lapidus – before stumbling over financial issues. The fur group, Révillon, under the control of financiers – owners of the Cora group –, diversified into global luxury, as did Biderman, a clothing group or Worms, a financial group – which purchased Lancel, Kenzo, and Fred. But all these bids failed in the late 1980s and early 1990s for lack of key managerial expertise. Indeed mere financial investment did not suffice to create a business culture in luxury management; marketing skills were not promoted enough. There was a definite need for an efficient business model after such a buying spree, combining organic growth based on a real business culture, and external growth. And all these short-lived groups were dismantled because of insufficient profitability, thus paving the way for spin-off moves and for the reinforcement of the other emerging groups. 

3. In search of distinction and differentiation

Two diverging strategies were at play: diversification towards mass consumption and the sale of goods that would induce a rapid turnover among consumers, or a selective upward move towards high-quality goods. The first strategy mixed marketing, brand-management, and internationalization, through the sale of franchises. This middle-high range strategy was successfully developed by Pierre Cardin
, who played the glamour card of Paris and Maxim’s – which he purchased too – for clothing, perfumes, or accessories, which yielded higher royalties. The image of “Glittering Paris’’, together with the resurrection of the bateaux-mouches sight-seeing tours on the Seine river, and the renaissance of the Lido and the Crazy Horse cabarets, combined to account for the success of this mass marketing strategy. Likewise, Cacharel adopted a similar strategy in 1978 with the creation of the Anaïs Anaïs perfume, distributed in supermarkets and shopping malls. 

The other Paris luxury companies decided instead to restore the image of luxury brands and the global reputation of the capital, in an attempt at differentiating more clearly between luxury and mere high-range lines. Premium brand houses had to justify the price gaps and impose perceived quality advantage. They thus had to fight selectively and create winning value
. The key strategy was therefore “distinction”: managers clearly distinguished “good brands” from “luxury brands” or “premium” brands
. Some companies even do not prospect lower ranges – Hermès, Louis Vuitton, Longchamp, etc.; they only occasionally attract new customers to their shops by offering light accessories sold at a cheaper price, in order to create “shopping events” with a view to reinforcing once more their reputation as innovative creators. Some other companies slightly increased their prices to further differentiate their luxury brands or ranges. This was what happened for instance in the champagne sector from the 1990s, with a clear distinction made between prestige bottles and more ordinary bottles sold in mass with low profit margins. Just like German car-makers Mercedes, Bmw or Porsche, which stuck to their pricing policies destined to draw prestige-pulled customership with a high purchasing power, fashion firms specialised in luxury pushed prices up and adopted a selective policy of targeting only segmented customership. This business model had to strike a subtle balance in order to successfully renew the fashion-victims’ trends; such a permanent reinvention of brand image was further stimulated by “limited editions”, in order to spur the sense of “rarity” and uniqueness among rich people fond of supreme distinction.

The issue for some of these companies was to develop both mass and luxury production, without blurring their brand images. Their marketing skills were mobilized with a view to creating some “commercial distinction” that could justify higher prices for their “distinctive” high-range products – even if some high-range products were distributed along with mass products in the same supermarkets, airport facilities, beauty and healthcare chains. For example, different packaging - card-board boxes, colours, etc. – and skilful merchandising helped “differentiate” between ranges, on top of the companies’ pricing policies; “departments” dedicated to premium products were set up in the commercial outlets. L’Oréal, both involved in mass beauty-care and in luxury ranges, adroitly proposed several ranges of products, directly challenging Procter&Gamble, Unilever, and Shiseido. The purchase of beauty and healthcare chains by Lvmh – downtown Sephora shops in 1997; airport Dfs boutiques in 1996, turned into duty free shops for well-off customers – was perceived as a strategic move to exert more control on “selective distribution” and merchandising patterns, as exemplified by the presence of L’Oréal in the Body Shop network since 2006.

The challenge was to strike a subtle balance between expanding outlets for luxury ranges and excessive “democratization”. There was the constant risk of symbolic “depreciation” for luxury brands or objects, because selling accessories or lighter and cheaper products could lead to a decrease in the perceived value of their products seen as mere commodities. Even Cartier was obliged to stop its Must range in the 1990s in favour of more desirable and exclusive ranges. Each brand had to instil fresh symbolic values in order to re-assert their differentiation; and marketing techniques had to be constantly renewed in order to keep the right balance
. L’Oréal’s brand building strategy aimed at creating new consumer habits with a view to making its Lancôme range a “must buy” in the key healthcare and beauty sector – against for example the us firm Estée Lauder with its extra-luxury Crème de la Mer line. The image of the “beautiful and elegant Parisian women” was thus exploited to create some kind of a “Parisian mood” which could be shared by all the rich and glamorous women from all over the world who aspired to durable beauty and could afford it. 

Every luxury house had to maintain and refresh their “identification codes” and “signature features” to symbolise their brand-images. For instance, Hermès often referred, and still refers today, to its traditional specialty – leather products for horse riding – in its ads and in the design of its scarves. “There is no creation without memory”; its co-chairman suggests that Hermès “to pick up at the sources of heritage to reinvent itself”
. “Chanel has always used visual codes which are clear, recognizable, and emblematic: black and white, quilting, chains, pearls, etc.”
 Firms were obliged to balance innovative creation and heritage, attracting new customers while keeping their loyal clientele. Some specialists even speak of “semiology” for such firms, spreading identity signs throughout their ranges of premium products. For more recent brands – Dior Homme
, etc. –, designers insisted on the “tone” or the “markers” of their clothing collections. Heritage was often promoted, as exemplified by the creation of the Louis Vuitton museum in Asnières or the “Cartier collection”
 in its Rue de la Paix boutique in Paris. Guerlain brand image has been wholly reinvented by its new Lvmh managers: deputy ceo’s “first program was to gather the founding elements of the myth through inquiries among the staff and customers, and in diving into archives. He selected four dimensions: the personality of the creator [of the brand], the importance of raw materials, the saga of perfumes transformed into icones (L’Herbe bleue, 1912, Mitsouko, 1919, or Chamade, 1969), last the Paris boutiques”
. The danger was that by clinging too much to history, companies might drift away from market trends and managerial requirements
.

4. A commercial strategy dedicated to quality

The key luxury companies chose to follow a strict corporate policy closely associating high quality (“no-default”) and glamour. But they had to cope with the negative consequences of a dwindling workforce and declining know-how. Indeed many “petites mains” and crafts(wo)men had retired between the 1940s and the 1970s and several textile companies which could produce high quality products in small series went out of business because of the global crisis in the textile sector throughout Europe. In the early 1990s, Hermès thus defined a strategy of vertical integration or quality control: it invested to develop its own small factories to design its leather products and purchased a few workshops in Lyon to reinforce its silk activities
. The management of a portfolio of half-industry half-craftsmanship skills and a trend towards vertical integration guaranteed high quality standards. 

A similar strategy was adopted by Louis Vuitton. Between 1977 and 1989, its ceo, Henri Racamier, started to develop vertical integration through the reinforcement of several workshops
 both in Asnières, in the suburbs of Paris – where the firm had had a workshop
 since 1858 – and in the regions. Cartier federated its workshops in France and Switzerland. The champagne companies favoured the extension of their own vineyards and developed long-term contracts with small producers: “Lvmh is a worldwide leader in the luxury sector, comprising premium wines and spirits. Our purpose is to attract the consumer into exception [...]. A brand has to foster dreams along two lines: be of one’s time and help create an image of quality.”

A “chain of luxury” was reinforced in order to preserve a capital of technical expertise – in silk and leather work, scarves, or even ribbons
 –, through the integration of small teams of craftswomen for haute couture products and the development of traditional skills for the production of accessories and packaging items by networks of small suppliers. The downstream supply-chain was consolidated to meet growing demand: subcontractors enlarged the production capacities, for fragrances – Inter Parfums with a turnover of about €220 million in 2006 – or packaging, like Desjonquères and Pochet, both leaders in the production of perfume flasks. French public industrial policy even set up the scheme of “Cosmetic Valley”
 to impulse co-ordination among 200 companies (70 per cent of French potential), gathering 16,000 employees and one thousand searchers, which are active in an area south-west of Paris, to cement some kind of a “cluster” dedicated to the “back workshop” of French luxury and high range beauty and health-care products.

Such a strategy heavily depended on the reinforcement of “métiers d’art”, art craftsmanship, which gathered about 38,100 small companies in 2006, specialised in woodwork, jewellery, tapestry, and textile. Most of these companies had fewer than 20 employees but the workforce in the sector amounted to a total of 103,000. The quest for quality was furthered by the rebuilding of the institutional image of Paris, thanks to the combined action of the Comité Colbert, a professional syndicate gathering the luxury companies, the Comité Vendôme, which had federated all the Place Vendôme luxury houses since 1936, and the Union des fabricants
, which regrouped all firms dedicated to French quality and reputation and actively lobbied against counterfeiting, which led to the reinforcement of legislation in that domain.

5. A corporate image based on creativity

The institutional image of Paris had much suffered throughout the black decades of the 1930s and 1940s for two main reasons: declining prosperity due to the wartime period, but also lack of creativity. Admittedly, in the 1950s and 1960s, new creators had rejuvenated Paris fashion, whether it be Christian Dior’s revolution – in 1947 with “the new look” –, the recovery of Chanel, creators in clothing and accessories (Pierre Cardin, etc.) and younger, dynamic houses – Kenzo, Girbault, etc. But it was only in the 1980s that their image significantly improved. First, the change in stake-holding could be seen as leverage on creativity because “creators” could more easily deliver their “message” as they could benefit from the trust of investors and the support of more efficient managers and marketers. Secondly, there was higher demand for luxury products due to the second industrial revolution and the improved situation of grande bourgeoisie classes in the Western world. 

Thanks to stable stake-holding and regular investment inflows, the Paris luxury houses pulled themselves together thanks to their new creativity. Yves Saint-Laurent could go on proposing his imaginative and innovative products; flamboyant fashion-creators, such as Karl Lagerfeld – both for Chanel as from 1983, and his own house –, more discreet designers – for Hermès –, or extravagant fashion, style and colour makers were recruited to revive the “old houses”. Their role was to “conceive the cult products of tomorrow without outfashioning classical products”
. John Galliano
 at Christian Dior since 1996 typically embodied this new strategy which aimed at turning Paris into an “event-making” place. The bi-yearly fashion collections became blockbuster shows, much like the glamorous Cannes Film Festival, all the more so as this film festival had turned into a glittering showroom for the Paris fashion designers, with stars sporting their new creations. Promotion was made through television news and special reports, ad movies - for perfumes, for example
 -, and glamorous journals. The “designers” and “creators” were no longer mere clothing specialists dedicated to producing haute couture legendary exceptions. They were in direct competition with Milan and other chic places and exploited whole new ranges of “labels”. There was a mix of glamour and provocation. The Paris exhibitions and fashion runways were “where the creative forces of French fashion seem to be now – stretched on a continuum from a pole of modernism, and the attempt to define what it means to make clothes for a ‘modern’ woman, to a pole of overheated baroque imagination. On each end, the results are sometimes surprisingly beautiful, and sometimes a big ugly mess”
, a “shock creativity” that designers such as Galliano or Gaultier totally assumed. 

Glamorous fashion houses recruited “artistic directors”: Christian Lacroix
, Alexander McQueen (Givenchy), Stefano Pilati (Yves-Saint-Laurent), Alber Elbaz (designer of Lanvin women’s line since 2001), Gianfranco Ferré (successor to Marc Bohan at Christian Dior in 1989), Marc Jacobs
 (at Louis Vuitton since 1988), Tom Ford (at Yves-Saint-Laurent since 1999), Nicolas Ghesquière (at Balenciaga
 since 1998), Antonio Marras (who took over from Kenzo Takada in 1999 at Kenzo), Hedi Slimane (who created Dior Homme between 2000 and 2007), Ivana Omazic (at Céline since 2004), or Pierre Hardy
 (a shoe designer at Hermès since 1990). There was a new mix of art, haute couture, design, public relations, stardom, glamour, and innovation – on the “model” of Karl Lagerfeld at Chanel. And even at Guerlain
, the small perfume company which belonged to the Lvmh group, a new manager and creator, Jean-Louis Guerlain, acted as an “entrepreneur”, shook off the dusty reputation of the company and extended the range of perfumes and beauty products.

This business model that combined haute couture, jewellery, perfumes, high range accessories in fashion shows, turned creators and designers into stars, and thus helped restore the image of Paris as a global leading place. Innovation hit not only the classical “cult” leather products, with the introduction of new lines and types – Louis Vuitton, with Épi in 1985 or Taïga in 1993 –, but also silk neckerchiefs and other accessories (Hermès) or even champagne through the marketing of new ranges of “crus millésimés” and prestige assemblages with special packaging. The perfume sector was also boosted with yearly prestigious “juices” – even if perfumes like Chanel n°5 still remain cult products. Commercial and pioneering talents stimulated creativity in the big groups with “niche brands" such as the Ppr-Gucci “griffes”, or the Balenciaga, Sheila McCartney and Alexander McQueen brands.

Scientific innovation also became a key to the successful development of high ranges (at L’Oréal)
. Whilst designers insisted on external appearance, scientists and researchers at L’Oréal – totalling 3,000 in 2007 – worked on products destined to preserve skin and hair against age, stress or fatigue, targeting more particularly stars – featuring in tv ads – and affluent women with a high purchasing power – active businesswomen or grandes bourgeoises. 

6. Business strategy dedicated to added value and profit margins

Such strategies that relied on innovation and creativity led to the diversification of fashion, beauty or healthcare groups. The objective was to develop a business model that targeted a larger customership through networks of luxury outlets, with a clear differentiation between high range and lower range products and a well-defined brand image of luxury. New models of “marketing mix” were thus adopted in order to sell this lifestyle to the world’s emerging bourgeoisie
.

A. Procterians and managers at the helm of luxury
In the early 1990s, the turning point was the recruitment of the famous so-called “Procterians”. These marketing specialists, who had graduated from business schools before being trained at Procter&Gamble, Unilever or other similar mass marketing giants, were called upon to manage commercial policies in the French luxury brands by managers such as B. Arnault at Lvmh. They introduced “a professional approach” to management, rationalized methods in matters of diversification, segmentation, and differentiation and set up the basic codes to balance profitability, the capture of new market shares, and the preservation of the identity of each brand. It would be interesting to collect data in order to conduct a methodical analysis about the progression of these marketing people among the executive teams of the luxury firms
, some research work
 having already explored the development of modern forms of management in luxury firms. 

Lvmh, for instance, successfully improved the performance of Dior perfumes, its declining and low profit-making branch in the 1990s, thanks to this new marketing strategy. Its former manager had privileged volumes over profit and brand-image through a two-pronged policy: Dior products were sold at lower prices through “parallel networks” of diversified shops, as well as through the classical network of “selective shops” selling at higher prices and targeting well-off customers. Many telling examples may be found within the Lvmh group: new management methods prevailed at the Christian Dior company under Sidney Toledano, the ceo of the group, or at Lvmh, under Cathy Kopp, the former ceo of Ibm France. Chantal Roos, a sales and marketing specialist, who had worked for Yves Saint-Laurent Parfums between 1976 and 2000 and then for Shiseido, was promoted to the head of Yves Saint-Laurent Beauté in 2000. She was replaced in 2007 by a mass marketing specialist trained at Kraft (food industry) and L’Oréal; there the new manager met Jean-Denis Voin, the head of Yves Saint-Laurent Parfums in 2006, who had spent twenty years at Unilever. In parallel, in 2004, Gucci Group (Ppr) welcome another Unilever-trained manager, Robert Polet, as its ceo: he had spent 26 years at Unilever in food and house-cleaning divisions before joining luxury
… At Cartier, under the leadership of flamboyant André-Dominique Perrin, Bernard Fornas, the head of marketing at Cartier International since 1994 and a former executive of Procter&Gamble, consolidated the new business culture of the firm, before taking the helm of Cartier. Even Chanel recruited a new manager in 2007, Véronique Morali, the former deputy-head of an investment company for 17 years. The strategy of these marketing and management specialists was the creation of “megabrands”, that is brands offering complete ranges of products as well as new creations produced in small series, aiming at global fashion-victims. 

B. Diversification: accessories, beauty products and perfumes

Commercial strategies involved diversification, which incorporated the production and selling of “accessories” – gift items, house wear, cosmetics, fragrances, etc. Trade-mark started to diversify their production, from their core items to by-products. Hermès proposed scarves sold as by-products – from 200,000 in 1978 to one million in the late 1980s – and built a portfolio of fourteen ranges in the 2000s; its turnover increased from around €42 million in 1978 to €1.4 billion in 2005, which turned this small family house into a major company in Paris, employing up to 7,000 employees in 2007. 

	Table 1. The diversification of Hermès’ turnover (in 2001)

	Leather goods
	27%

	Clothing 
	15%

	Art de la vie (lifestyle)
	12%

	Watches
	10%

	Ties 
	6%

	Carrés
	8%

	Perfumes
	5%

	Arts de la table (table ware)
	4%

	Other activities (John Lobb)
	9%


Luxury clothing brands thus proposed accessories such as shoes, leather products, perfumes, handbags
, scarves, etc. Each boutique had to meet the new demand of customers in terms of appearance, look and beauty – even if specialised perfume companies like L’Oréal or contracting suppliers were in fact franchisees. One key item was watches: Cartier started promoting its watches in the early 1970s, that ranged from pieces of jewellery to mere premium ones – Must by Cartier in 1973; in the 1990s, its business model was copied by Lvmh, which purchased Tag Heuer, Ebel, Chaumet, Zenith, etc., and developed Dior watches, with a turnover of €737 million in 2006. The world of fashion-victims, so keen on showing their social position, took to wearing such watches. They thus became a key commercial target. Even Chanel sold its first luxury watches – Première – in 1987. Accessory-driven business helped consolidate profits for firms traditionally specialized in clothes or leather products.

	Table 2. The diversification of Lvmh

	
	The sales of Lvmh group in the second quarter of 2006 (€bn)
	The current operational profits of Lvmh in 2006 (€bn)

	Cloth fashion and leather products
	2.466
	1.633

	Wines, champagne, and spirits
	1.220
	0.962

	Perfumes and cosmetics
	1.169
	0.222

	Watches, jewellery, accessories
	0.315
	0.080

	Networks of selective distribution
	1.798
	0.400

	Total
	
	3.172



7. Worldwide expansion

Between the 1980s and the 1990s, all the firms developed both diversification and internationalization strategies, in Japan (26 per cent in 2006), in the US (25 per cent), in Europe (23 per cent), and in Asia (11 per cent). 

	Table 3. Structure of sales of the 69 French luxury houses members of Comité Colbert in 2005.

	France
	17,6%

	Western Europe (except France)
	18,7

	Eastern Europe (except Russia)
	1,1

	Russia
	2,2

	North America
	20,4

	Latin America
	2,3

	Middle East
	3,2

	Japan
	17,8

	China (with Hong Kong)
	6

	India
	0,4

	Asia and Pacific area (except China, India, Japan)
	10,2


The “French touch” was used as a reference to attract customers, who felt some form of a “need” to get French luxury products. Even the sales of cognac picked up, the famous brandy becoming a fashionable drink in Chinese bars and clubs. Grandes bourgeoisies progressively emerged in developing countries; successful entrepreneurs at the head of newly-created firms and finance companies created new demand for luxury goods. That was particularly the case of self made people who typically wished to acquire the status symbols associated with their economic position – a common trend in history. Asian customership constantly broadened, from Japan to South Korea
 and China – and evenmore recently India
 –, rich Chinese clients flying to Paris, its glamour, culture and luxury shops, or to the French Riviera; Russian and Central European customers soon joined them. Despite a growing underground counterfeiting industry, luxury brands helped create an economy of glamour, which was part of the “entertainment revolution” characteristic of the third industrial revolution. Products with high added value and high profit margins contributed to consolidating the financial basis of the luxury firms. 

Moreover, the expansion of firms through chains of stores dedicated to their brands was instrumental in attracting customers downtown and worldwide while reinforcing their perception of luxury and brand names. The opening of the new Louis Vuitton boutiques was celebrated with great pomp in Paris and New York. Hermès shops successfully took the brand out of Faubourg Saint-Honoré street and spread it to every chic area in the world (through 240 shops directly owned and controlled by the mother company), while the Christian Dior network dramatically increased from 16 boutiques in 1996 to 160 in 2006. The Lvmh group only made 12 per cent of its turnover in France in 2006, against 30 per cent in 1988.

	Table 4. Worldwide expansion of Hermès (turnover in 2001)

	France
	21%

	Europe (excluding France)
	17%

	Japan
	27%

	Asian and Pacific areas (excluding Japan)
	16%

	Americas
	15%


	Table 5. Worldwide expansion of Lvmh (turnover in 2005)

	France
	16%

	Europe (excluding France)
	20%

	United States 
	26%

	Japan
	14%

	Asian and Pacific areas (excluding Japan)
	17%


8. French or European groups? The case of the Italian and Spanish “touch”

At the very end of our study, an issue has to be raised about the French roots of these luxury groups: what portfolios of skills and which capital are covered by “the French touch”?

A. Efficient French luxury groups

Middle-sized firms like Hermès, Chanel or the new Taittinger group – created after the selling of its hotel chain and the rebuilding of a Taittinger champagne entity with the help of a bank – were mainly focused on French-made products for the French market. But the “heavy weights” in the trade, Lvmh, Ppr and L’Oréal progressively became European and even global groups. They made it possible for the French luxury sector to reinvent itself through brand-building, management, and diversification; their turnover and profitability were at an all-time high. What is even more important, the immaterial value of the assets of these luxury groups dramatically increased too. In terms of “goodwill value” – according to the international accounting rules –, Christian Dior-Lvmh’ s balance sheet clearly shows the increase in the global value of the brands owned by the group, estimated at €8.495 billion in 2004, that is €2.058 billion for Louis Vuitton, €1.067 billion for Hennessy, €732 million for Moët, €610 million for Parfums Christian Dior, and €441 million for Guerlain. Another estimate gives a total figure of €10.495 billion (ifrs accounting standards) or €8.624 billion (French accounting standards). If we compare this figure with the total amount of the firm’s funds (€9,784 billion – ifrs standards – or €13.034 billion – French standards), it appears as if the funds invested in the successive purchases had in fact bought only “intangible assets”, against the global assets of the group, estimated then at €29.095 billion – ifrs standards – or €25.873 billion – French standards. The mere value of brands therefore represented 36.1 per cent or 33.3 per cent of the global assets. Even family groups managed to consolidate their financial basis through worldwide expansion and diversification, as in the case of Hermès International whose stock-exchange value reached €11 billion in April 2007.

	Table 6. The expansion of Hermès at the turn of the 21st century (€m)

	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	Turnover
	374
	435
	523
	583
	638
	741
	767
	927
	1,151
	1,227
	1,242
	1,230
	1,331
	1,427
	1,515

	Net profit
	27
	32
	44
	62
	70
	81
	89
	119
	175
	202
	216
	217
	214
	247
	268

	Ratio 
	7.2
	7.4
	8.4
	10.6
	11
	10.9
	11.6
	12.8
	15.2
	16.5
	17.4
	17.6
	16.1
	17.3
	17.7%


Thanks to the revival and expansion of the Paris luxury sector, French brands are today challenging global brands as value-makers. L’Oréal – premium and mass brands – is ranked 14th among the best-valued worldwide brands
 ($25 billion), Louis Vuitton 22nd ($23 bn), Chanel
 59th ($10.7bn), still far behind Coca Cola ($43bn) and Microsoft ($37bn).

B. Foreign expertise or capital hidden behind French brands?

The recovery of the French luxury groups helped restore not only competitiveness and financial prosperity, but also the glamour and attractiveness of the “French touch”. But is it a totally “French” success story?

a. Italian (and Spanish) brands controlled by French groups

It must first be said that French groups became more and more Italian – and sometimes Spanish –, through acquisitions thanks to their huge profits. For instance, Pinault’s group Ppr – which sold some of its distribution assets, such as Le Printemps
 in 2006 – purchased the Italian luxury company, Gucci
, in 1999 and turned it into the holding company of its luxury activities (Boucheron, Yves-Saint-Laurent wear and perfumes) – before choosing the town of Venice to build François Pinault’s personal art gallery (the Pinault Foundation). In 2004, Gucci bought over Bottega Veneta, a well-known leather company in Vicenze. Lvmh
 took control of Spanish leather company, Loewe, and several other Italian companies, such as Fendi
 (in two stages, respectively in 2000 and 2001), in order to be present on the buoyant Italian fashion market. It even acquired one of the top names in Italy, Rossi Moda, which produced the whole range of leather products (Loewe, Céline, etc.) sold by Lvmh (except Louis Vuitton) in its La Breda workshops – between Venice and Padua. The fashion houses thus managed distinct portfolios of “national” brands for specialised customership, and promoted the “Italian touch” or the “Spanish touch”, both in parallel and in competition with the classical and renewed “French touch” which was allegedly their core objective. Even K. Lagerfeld shared his talents between Chanel (since 1983) and Fendi (where he had been active since 1965). Such a strategy that furthered internal competition within the groups aimed at progressively transforming them into multi-brands and multi-nationality brands. Like Volkswagen with Audi, Skoda and Seat, for example, such multi-brand and multi-range firms followed a new business model where the corporate brand was not identified with a single brand, but covered separate segments of brand-image and price positioning.

b. Foreigners as Paris creators of style

We should not forget that all the key actors in the Paris fashion world were not French – as, for example, Kenzo Takada from Japan – but these foreign designers were inspired by French culture and glamour (Galliano, Ford, etc.). Karl Lagerfeld who came at the age of fourteen to study art and design was born in Hamburg. Galliano and some other creators had graduated from St Martin’s School of Arts in London, which shows that France lacked high level and prestigious professional schools – on the model of the Parsons School in New York or the Arnhem Academy of Art and Design, in the Netherlands, specialised in technique and management. Concerns were expressed about the necessary training of new generations of niche specialists, which explains the development of design and fashion schools in Lyon, Marseille, and Paris, with the creation of the Institut français de la mode in Paris or the renewal and extension of the old private institution, Esmod – founded in 1841 – to compete with London or Milan.

c. Foreign groups as French and European brand makers

If we consider now the equity of some Paris luxury companies, we could say in a somewhat provocative manner that the key promoters of French brands are not “purely French”. The Richemont group, the owner of Cartier, Vacheron or Boucheron, was created in 1988 by South-African family investors (Rupert), who had made their fortune in tobacco. The group, which had already adopted a profitable diversification strategy, separated its luxury activities from its core tobacco production, and created Vendôme Luxury in 1993 – which is today the second luxury firm in the world behind Lvmh. Admittedly, the international profile of this South-African and Swiss entity is mainly founded on European brands (Dunhill, uk; Montblanc, Germany, since 1985; Baume & Mercier, Lange, Piaget, Jaeger-Lecoultre, Switzerland), but it owns key French brands: Cartier, Lancel, VanCleef&Arpels (purchased between 1999 and 2004), and Chloé, managed from an international centre of interests based in Geneva (with Johann Rupert and Alain-Dominique Perrin, at the helm of the firm until 2003 and currently its marketing and strategy adviser). 

A second telling example is Coty, the world leader in perfume and luxury: this latter within its turnover increased from 35 per cent in 2001 to 55 per cent in 2006; Coty , became the third most profitable firm in luxury perfume, with franchised rands like Cerruti and Calvin Klein; though it is located in Paris, it is owned by an American company whose capital is provided by Benckiser, a German firm. We may also quote Lanvin, created in 1924, which was sold to a Taiwanese investor, Shaw-Lan Wang, in 2006, or L’Oréal, jointly controlled since the 1980s by the Bettencourt family and Nestlé, through a common financial holding. L’Oréal does not only sell French brands and glamour; in parallel with the promotion of its key Paris Lancôme luxury brand and the franchise for Lanvin perfume, it has developed its American beauty brand Helena Rubinstein, purchased in 1988, and started transforming the perfume franchise Armani into a blockbuster. Internal competition has thus enabled the group to compete more efficiently with internationalised rivals, which have put in place similar diversification plans.

Conclusion

Business history has to apprehend the (r)evolution of European and French luxury firms in its analytical matrix. Companies have had to radically change their “path of dependence” and their re-development strategies: they have been obliged to take into account the new forms of competition – mass selling perfume groups and brand building – and distribution – mass retailing and large networks of dedicated stores. They have been led to reinvent their “business model” in order to adapt to the new trends. In a difficult environment, French companies have seized the opportunity offered by new stakeholders – family businessmen or financial investors developing profitable strategies in the luxury sector: new pacts of stability and re-development have been concluded between investors and younger teams of executives, who have introduced drastically new methods of modern management, thus shaking off old practices. Fresh strategies have been defined and completed with a view to broadening the scope of their portfolio of strategic activities – accessories or by-products, for example – and refocusing the firms’ activities on luxury. 
This (r)evolution has been accompanied by the rebuilding of institutional corporate images, through quality control, new creativity, imaginative design, and the staging of cultural and social events. The luxury world has been turned into a permanent show, starring designers, models, tycoons, recruiting movie or song stars as glamorous role models. Commercial policies have been structured on marketing practices and rules, rationalised brand-building and diversified ranges of products. International strategies have methodically been set up, targeting not only the well-off West-European, North-American, and Japanese bourgeois clientele, but also the newly-affluent high middle classes in the emerging countries, in Eastern Europe, Latin America, or Asia
. The business history of European luxury is an interesting field of research which calls for further research work, especially as the existing literature on the subject has mainly been sponsored or edited by luxury firms themselves. Academic studies in history, economics or management already give food for thought in this synthetic approach to the French luxury business.

The A b c of French luxury since the 1980s

Developing a new architecture of capitalism



Investing in durable equity



Investing in managerial modernisation



Creating pluri-national groups as federations of brands



Rejuvenating family or tycoons’ business



Opening up to multinational investors

Building teams of executives familiar with modern management rules

Promoting the image of Paris



New schools to train designers and craftsmen/womenship



Fashion events starring “celebrities”



Mixing luxury and cultural events (art/museums) 



Festival de Cannes, a new “Paris by the sea”

Rebuilding a reputation of quality



Renewed craftsmanship            

Repositioning on high-range and luxury

Setting luxury as references

Promoting historical heritage

Luxury as art collection

Flexible semiotic codes

Restarting the creative process



Renewed image of Paris 

Total freedom for provocative/imaginative designers

Broadening women’s/men’s fashion collections

Creating new fragrances

Setting up glamorous social events

Incorporating marketing skills



Diversification into ranges of accessories



Brand rebuilding



New institutional brand image



Drastic reporting on cash flows, sales trends, etc.



Recruting “Procterians”

Conceiving new and systematic commercial policies



Drawing frameworks for shops 



Extending networks of shops



Capturing airport hubs



Targeting emerging countries’ bourgeoisies



Capturing the Japanese market 



Capturing the Us market


Massive advertising campaigns in magazines and special editions



Mixing tv and fashion events
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