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Abstract

Considering the multiple challenges that SME’s in the luxury industry have to face in
the current fast moving environment, especially the incredible growth of big industrial groups,
and the difficulty for SME’s to sustain their position on the market, our paper aims at
proposing a state of the art of key success factors (KSF) for SME’s evolving in this industry.
This research is conducted in order to contribute to a better understanding of how SME’s can
survive under these conditions, and is based on a critical review of the existing specific
literature about KSF’s in a perspective of global performance management. In particular, we
focus on SME’s and on their management practices in the luxury industry. We aim to derive a
synthetic taxonomy of key success factors for SME’s in the luxury industry from the
specialized literature. In a managerial perspective, this may help them to sustain or to recover
their performance in the current changing socio-economic context.



Introduction

New challenges, such as the increasing importance of big companies still more
proactive in this industry, are shaping tomorrow’s landscape in the luxury industry [1].
Particularly, it becomes more and more difficult for many manufacturing SME’s that are
present in this industry since a very long time to stay independent when confrontated to giants
that jeopardize them even more with takeovers [2].

Literature dedicated to management practices in this industry has paid attention to
each field of management (i.e. marketing and sales, supply chain management, etc.) Some of
these areas are tackled more than others, but in general, every scholar focus on the luxury
industry as its research object [e.g. 3, 4, 5, 6, 7].

A critical literature review in this very specific field shows a gap and a missing link
which may partially explain the independency problem of manufacturing SME’s in this
industry, e.g. highlighted by [8]: the absence of a model that gathers and organizes their
specific KSF’s along with the “value chain model” [9], and which is built up in a resource-
based view perspective [10, 11]; while when doing so, those SME’s could adapt more easily
their management practices to their changing environment. The aim of this research is thus to
fill up this gap.

The paper is organized as follows. Section Il presents the adopted approach and the
context in which the research is inscribed. Section 111 explains the methodology applied for
this research. Then, results are presented and discussed in section IV. Section V draws up
conclusions and opens to further researches. Finally, section V1 presents possible managerial
applications.

Context and approach

This explorative study requires a definition of the nature of the firms that we consider,
and a clarification of the industrial context in which these companies evolve. Based on the
findings from [12] for SME’s and of [13], [14] or [15], e.g., for the concept of luxury we
clarify the concept of an SME in the luxury industry as an entrepreneurial manufacturing
company that is organized around its founder s name, which employs people that share the
Same vision of traditions coming from the company § history, and that interact to produce a
particular object, which reflects the company s values. This object is rare and exclusive; it is
made of high quality materials and provides to its owner a high added value for which he/she
agrees to pay a high price. This object may have a value of use, as well as a symbolic value.
At last, it allows the customer to get access to a desired social class and specifically, to a
social group.

As, in this paper, we seek to assess the capacity of the small firm to adapt to its
changing environment, we focus our attention on three contingent factors which relate to the
evolving environment of the firm [12]: the size of the firm, its age, and its industry.

e Considering the size, we focus on small and medium firms as defined by the European
Commission, i.e. companies with less than 250 people employed [16].

e The firm's age relates to its current position in its life cycle such as depicted by Adizes
[17]. In this model, also according to Penrose [18], the dynamic of the firm is
articulated in four phases: the creation phase, the growth phase, the maturity phase and
the decline phase. As literature on luxury management does not make specifically any
difference between these, we do not focus on a phase in particular.

e The luxury industry is depicted regarding the Porter's five forces model [19] applied to
the current industry situation. Literature shows that barriers to entry are middle to high
[2] while suppliers’ power remains low [20, 21]. The customers’ power is steadily
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increasing regarding the changing consumption behaviours [2]. The threat of

substitutes, especially in “accessible luxury”, becomes still more worrying [21, 22]. At

least, competition is really high, in particular for SME’s that must fight against giant

firms [2, 8].

Some authors, such as Brun & al. [4] and Caniato & al. [23], underline the importance
of identifying KSF's for SME's in the luxury industry. In particular, they discuss the case of
supply chain and retail activities. Because our aim is to highlight what can make SME’s in the
luxury industry successful in a perspective of global performance management, we need
however a broader view of these KSF's.

According to Van Caillie [24], the study of the firm’s performance requires a
transversal view of the firm’s processes through the detailed activities that generate value both
externally and internally. He proposes to modelize the company according the Porter’s value
chain model [9].

To know which activities generate value, we identify what should be achieved by these
activities in terms of key success factors. Indeed, [25] underlines that KSF’s are appropriate to
study performance. Moreover, Atamer & Calori cited by [25] show that a KSF is an intrinsic
element of the firm’s value chain [9]. Thus, we choose to organize the KSF’s identified within
the Porter’s value chain [9].

Concerning the choice of the specific KSF’s for SME’s of the luxury industry, Crutzen
[12] presents the characteristics of performing SME’s. In particular, she insists on the
importance of the resources available and their deployment within the company. Moreover,
Van Caillie [24] demonstrates that SME’s benefit from fewer resources than big firms. Then,
to be sure to meet the requirements highlighted by Crutzen [12], and to know which KSF’s are
in essence the most difficult to achieve in order to resist to the power of big firms, we retain
KSF’s that are high-demanding in terms of resources (financial, human, and technical
resources). Therefore we screen all KSF’s identified for companies of the luxury industry
without distinction through the filter of the SME’s business failure prevention model [12].

Methodology

To identify KSF’s for SME’s in the luxury industry, we first examine two major
reference books from the professional literature [20, 26] from which we derive nine
managerial areas. These areas constitute the basis for further researches in the EBSCO
Business Source Premier data base in order to confirm and expand the series of KSF’s initially
identified in the professional literature. Concretely, we identified human resources
management, finance, communication, customer relationship management, distribution,
brand, brand extension and retail, innovation, and supply chain management as managerial
areas.

Out of the search in the data base, a total of 23 articles are retained, based on their
abstract. All of these articles were published between 2005 and 2011. Among these 23
articles, 16 of them are empirical researches. 8 of them are based on a quantitative analysis, 4
on a qualitative analysis, and 4 present both one or more qualitative and quantitative analyses.
Moreover, 5 of the empirical researches are conducted within a sample of management or
marketing students in different universities, and 5 of them within luxury companies. 44% of
these studies have been conducted at least partially in Europe, 19% in America, and 22% in
Asia.

The other 7 articles are based on theoretical researches, from which 2 refer to a
literature review. One of these literature reviews uses a manual instead of a theoretical model,
i.e. the Oslo Manual. The other 5 articles left present pure constructive theoretical researches.



Results and discussion

In this section, we gather KSF’s that are retained as leading to a sustainable long-term
performance for SME’s in the luxury industry. We consider these as enabling them to resist to
their moving environment: these KSF's are presented through the Porter’s value chain model
[9]. They are depicted with respect to their belonging either to support or to primary activities.

Detailed KSF’s are presented in figures 1 to 3. Figure 3 especially details the specific
KSF’s for marketing, sales and services, which emerge from the specific literature as the most
crucial activities with reference to the Porter's model [9].

Results

Managing the brand appears really as being at the heart of the global performance
management problem in the luxury industry. Indeed, literature highlights that the brand and its
management usually appear as the central key elements to master to be successful. As a
consequence, activities that are directly linked to brand management (i.e. communication,
distribution, customer relationship management (CRM) and appraisal of the environment) are
also considered as critical by authors. Specifically, the most widely tackled management
problem remains then the importance of the representation of the brand identity through
communication activities [20, 26]. Especially, Keller [27] and Tynan, McKechnie & Chhuon
[28] underline the prevalence of a well-organized network of points of sales all around the
world to ensure brand visibility. They also insist on the communication role of retail.

Simultaneously, several scholars deal with other management issues. In particular,
they show the primacy of vertical integration of activities within the value chain. This means
a close collaboration with suppliers to protect access to scarce resources [21], as well as the
need for flexibility in the supply chain [4]. The same authors underline the importance of
managing luxury product characteristics both in a narrow and in a broad perspective. Product
characteristics in a narrow perspective refer to the characteristics of the product by itself
(materials, quality, etc.), while product characteristics in a broad perspective refer to elements
that are engendered by the product (i.e. the product as its first source of communication). It is
thus imperative to keep the know-how into the firm to be able to manage all of these
elements.

In the continuity of these considerations, the question of innovation remains also of a
considerable importance. Becheikh, Landry & Amara [29] insist on the ability of innovating
both in products and in processes. Then, Caniato & al. [23] show the prevalence of the
retention of scarce resources within the company to sustain innovation. This is aligned with
the KSF referring to the retention of the know-how within the firm that the same authors
identify.

Discussion

We select a series of KSF’s that appear as relevant as explained in section II for the
socio-economic context in which SME’s in the luxury industry currently evolve.

Nevertheless, KSF’s are by nature influenced by contingent factors such as the firm
size, its age and its industry or even, its sub-industry. Thus, KSF’s that we identify and select,
even if transversal, remain global. Indeed, they may differ considering the different situation
of each company in terms of its internal and its external environments.

Moreover, the literature on KSF’s in this industry related to primary activities —and in
particular the literature regarding marketing and sales (i.e. literature on brand management,
communication and retail) — is far more important than on other fields of management such as
human resources management, financial management, etc. To assess the relevance of the
results, an empirical validation could be conducted.
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Figure 1. Organized KSF's within the support activities of the Porter's value chain (1998)
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Figure 2. Organized KSF's within the primary activities of the Porter's value chain (1998)
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Figure 3. Detailed KSF's for the Marketing, Sales and Services function
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Conclusions and further researches

Through a critical review of the literature concerning the management of firms
(especially the smallest ones) in the luxury industry, we identify a major gap regarding the
difficulties that SME’s of this sector face in the current socio-economic context: the absence
of a global taxonomy of KSF’s that could help them to tackle changing elements in their
internal and external environment. In order to fulfil this gap, our article proposes a selection
of KSF’s identified specifically by the literature as critical for SME’s in the luxury industry,
and organized around the Porter’s value chain [9].

The following major elements result from this analysis:

1. A SME in the luxury industry has to reconcile its strategy and its staff around the same
long term vision and this vision has to be aligned with the brand identity. Moreover,
everyone should adhere to it and goal congruence has to be realized round and around
this alignment.

2. This identity has to take into account the evolution of the company’s environment,
even if it is built upon the historical credentials of the firm.

3. The ability to understand customers’ wishes and requirements is compulsory for the
firm in order to create a particular long lasting relationship with them. Therefore the
firm should offer personalized products and services, which are aligned with the brand
identity.

4. To reach these customers, it is crucial to deal correctly with communication issues.
Indeed, they constitute the best way to vehicle the brand identity to the customer.

5. Ultimately, vertical integration in the supply chain (inbound and outbound) within the
firm is the best way to meet these former requirements. This can only be realized by
the mastering and the retaining of know-how within the firm. This requires developing
strong partnerships with suppliers to guarantee to the firm the access to scarce
resources on the one hand, as well as with retailers that make the link between the firm
and the customer on the other hand.

Limitations and further researches

Being based on a broad literature review, the taxonomy that we propose requires
undoubtedly an empirical validation to be completed and/or corrected. This is clearly the aim
of further researches.

In addition, different taxonomies have to be developed to assess the different
contingent possibilities that SME’s in the luxury industry could have to tackle. These could be
assessed regarding the specific sub-industry, the position of the firm within its life cycle, its
size, or the design of its management (family business, small group of investors, etc.)

At last, it appears useful to deal with the necessary deployment of resources within
SME’s in the luxury industry by using the resource-based theory [10, 11] articulated around
the Porter’s value chain as presented here. This could be done in a timeless approach on the
one hand, and then regarding the firm’s life cycle steps on the other hand. This approach
could lead to find out more dynamic key performance indicators for SME’s in the luxury
industry.

Possible managerial applications
The taxonomy that we develop may be considered as a basic material for managers of

SME’s in the luxury industry, because it provides a good overview of the most critical issues
to tackle in the current socio-economic environment. These KSF’s are then a guideline for



managers in small firms to check whether they meet — or not — the basic conditions leading to
a long-term sustainable performance.
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