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Abstract. In the last years, many drivers should motivate luxury companies to engage
in more sustainable practices. On the one hand, consumers seek new forms of luxury
that shows respect for natural resources and human beings, yet standing by
traditional factors such as quality, creativity, originality, craftsmanship and savoir-
faire. The recent economic crisis has thrust the consumers towards the search for
responsible luxury. In the new economic and competitive scenario, luxury brands
would base their identity and image on a set of values through which they should be
known and publicly judged by both clients and the market; sustainable development
and corporate social responsibility strategies offer a particularly suitable platform to
enrich the value-set of luxury brands. In this framework, the luxury industry is
undergoing a process of self-analysis and redefinition of competitive strategies in the
light of social responsibility and sustainable dimension. In order to create both
financial and non-financial value, sustainable development needs to be incorporated
in the core strategy of the firm and its core business. In this perspective, the paper
provides an analysis of the main drivers that, in the luxury industry, are leading to a
growing integration of social responsibility and sustainable development principles in
the competitive strategies of luxury firms. In particular, the paper focuses on
innovations emerging in the luxury industry, both at strategic and organizational
levels, and provides an overview of new emerging innovative business models
coherent with the principles of corporate social responsibility and sustainability. The
theoretical analysis is supported by presentation of the case of the French Group
Kering, which represents a pioneering example in sustainable development applied to
competitive strategies and leading brand management practices.
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The luxury industry: drivers of demand and emerging firms’ strategies

The concept of luxury appears particularly complex to define exhaustively.
First, we must distinguish between the concept of luxury in general and the
product/brand of luxury (Beverland, 2004). The first is connected to the
characters of quality, prestige, elite status, and “art of living” connected to
the concepts of pleasure and exclusive wellness (Dubois & Czellar, 2002;
Kapferer, 1997; Phau & Prendergast, 2000). The second has specific
strategic implications connected to the ability of the company to offer
extremely differentiated products, characterized by excellent quality,
exclusivity, uniqueness, rarity, and craftsmanship (Della Bella, 2002; Dubois
& Paternault, 1995; Ciornea, 2013). For this type of product, the consumer
associates a symbolic value of status that goes beyond the specific functions
of use and justifies the willingness to pay a premium price.

From the product perspective, a luxury brand is traditionally associated
with the presence of positional goods; i.e., items to which the value, for the
one possessing it is connected to the perception that the others have of the
product itself. Regarding these distinctive characteristics, it is evident that
consumer satisfaction is connected not only to the utility and the qualitative
characteristics of the luxury product, but also to the social position and to
the prestige it gives the owner.

The requirement to preserve the positional nature of the items and services
over time is translated into the need for luxury companies to mobilize a
plurality of heterogeneous resources and coordinate strongly diversified
skills, through flexible forms of connection between the company and the
various actors involved in the manufacturing and innovation process
(creative people, artisanal masters, scientists, researchers, managers).

The centrality of artistic creativity and manufacturing craftsmanship in the
manufacturing process of the luxury companies is closely connected to the
importance of innovation. The luxury sector may be considered an
innovation-driven industry in which different but complementary
dimensions of the innovation are based, driving the competitiveness of the
individual companies and overall sector growth: science-driven innovation,
guided by technology; innovation brought by artistic creativity; innovation
connected to the ability to continual renew artistic-manufacturing skills and
the artisanal knowledge strongly rooted in the culture of a territory, that
often boasts ancient traditions.

These considerations indicate the profound complexity of the world of
luxury and the consequent difficulty in circumscribing the sector within
well-defined boundaries. It appears undeniable that for many luxury
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products, the brand represents the qualifying factor; equally evident is the
growing importance of products personalized to the limit of uniqueness,
often with very high prices, that go beyond the brand, instead relying on the
intrinsic characteristics of the product, such as esthetic quality,
craftsmanship of the processing, etc. In this picture of great complexity,
some Authors have introduced the concept of meta-luxury to indicate a
heterogeneous world that escapes the traditional sector definitions: “Meta-
luxury is a business paradigm based on knowledge, purpose and the pursuit
of timelessness, ultimately embodied in a unique achievement” (Ricca &
Robins, 2012, p.10). In this perspective, meta-luxury represents a specific
business model based on three key principles: knowledge, purpose and
timelessness. Craftsmanship, focus, history and rarity are the critical
success factors that, in the perspective of the final customer, confer on a
product a qualification of excellence.

The luxury sector is traditionally divided in three macro-segments, to which
the same number of products and consumers correspond (Kapferer, 2006):
- inaccessible luxury, which concerns scarce items, often made to measure, of
the highest quality and hand-crafted production, distributed extremely
selectively and with very high prices; this segment corresponds to the
“high-end” market;

- intermediate luxury, which includes products that imitate inaccessible
items in brand and style; these products, although not custom made, may be
suited to the needs of the consumer and are distributed selectively in the
medium-high price range (for example, clothing that totally or partly
duplicates a haute couture model);

- accessible luxury, which corresponds to the “masstige” segment; this is a
branded product of serial production, more accessible to the consumer
seeking a luxury product at an accessible price.

Factoring all segments, the overall global luxury market exceeded €850
billion in 2014, showing healthy growth of 7% overall, driven primarily by
luxury cars (10%) and luxury hospitality (9%). Personal luxury goods,
which still represent the “core of the core” of luxury, targeted to reach €223
billion in 2014, triple its size 20 years ago (Bain & Company, 2014).

The recent evolving dynamic that characterizes luxury suggests the
opportunity of dividing the sector into sub-segments, to capture better the
characteristics of the consumer at the global level, as well as the importance
that the cultural as well as geographic elements, have on the choice of
purchase. Recent research conducted by Boston Consulting Group (2014)
proposes a segmentation of luxury demand in 12 segments: Absolute
Luxurer, Megacitier, Experiencer, Socialwearer, LittlePrince Fashionista,
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Status Seeker, Classpirational, Luxe-Immune, Rich-Upcomer,
TimelessProper, and Omnigifter. Each segment corresponds to a well-
defined luxury consumer profile not only in socio-economic and
demographic terms, but above all in terms of attitude and behavioral:
seeking uniqueness of the product, attitude toward fashion, degree of
emotional connection to the brand, loyalty to the brand, degree of
independence in the choice, seeking social status, etc.

Beyond the terminology used and the number of identifiable segments, a
polarization of the global demand in two macro categories is observed.
They, with a certain approximation, refer to the high-end segment (or
inaccessible luxury) and to the mass-market segment (or “democratic”
luxury). Although recognizing the importance of sub-segmentation in
guiding company marketing policies regarding the various components of
the demand under the strategic profile and business models, the decisions
for competitive positioning are concentrated on one hand on the demand
expressed by the accessible luxury segment, with the perspective of making
wide profit margins in relatively short times and to affirm the global
strength of the brand. On the other hand, sustained growth at the global
level is seen (both dimensional and in terms of billing) in the extreme or
inaccessible luxury segment, in which demand is based on values intrinsic
to the concept of luxury itself: quality, exclusivity, rarity, craftsmanship,
timeless classicism, and promotion of the “made in” as a strategic asset
regarding more sought-after external aspects in the mass-market segment
(brand recognition, esthetic components, esthetic of the design, coolness).
The strategic nature of these assets for this segment of demand is confirmed
not only in mature markets, in which the demand is represented by the
European and United States elite, but increasingly also finds confirmation in
the emerging markets, where the importance attributed to the intrinsic
values of luxury drives purchase choice and brand loyalty. Authentic and
desirable luxury focuses in particular on a strong expansion of the demand
for experiential luxury, which leads to growth in the sectors of home
furnishings, hotels, vacations, and personal wellness. To capture the
opportunity for this part of the demand, the luxury companies increasingly
integrate the sale of products characterized by qualitative excellence and
craftsmanship with the experiential offer of multi-sensorial purchases that
also determine a renovation of the points of sale. This picture also includes
the development of the “tailor-made,” unbranded limited editions and
unique pieces.

The two strategic options for market coverage (mass-market vs. high-end
segment) are not necessarily alternatives to each other. In recent years, the
development of large conglomerate companies (such as LVMH Group,
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Group Richemont, PPR), with brand portfolios that include exclusive lines
destined to the elite segment and mass-luxury products, demonstrate
companies’ desire to capture the opportunity offered by both demand
segments.

Beyond the strategies adopted, the overall capacity of the luxury companies
to preserve the long-term value of the brand identity is based increasingly
on promoting the intrinsic elements of the product/service and its strongly
distinctive characteristics. This picture indicates the growing importance
attributed to the topics of responsibility and sustainability, an importance
that appears closely connected to the evolution of the concept of luxury
itself and to its intrinsic values. These are good taste, the savoir-faire of
choosing fine materials, authenticity, elegance, quality and value over time,
creating the bridge that links the world of luxury with that of sustainability.
Indirectly, luxury is connected to the concept of sustainability since the
value of craftsmanship, especially if territorial, is strongly connected to that
of social responsibility; through the savoir-faire often passed down for
centuries, the luxury product assumes extremely different characteristics
from those of an item for mass consumption.

The same evolution of characteristics of global demand explains the
growing attention toward responsible and sustainable luxury. From the
unreachable dream connected to the possession of a particular product, the
concept of luxury tends to free itself from the economic value of a product
and from the individual’s spending capacity to be connected instead to a
more intrinsically ethical/social idea of value, to a lifestyle connected to
emotional and experiential values. In this picture, the concepts of
responsible and sustainable luxury come to life, and, from a mere marketing
choice, increasingly assume a strategic value, becoming an important tool of
differentiation. In this framework, the paper aims to understand how
sustainability in the luxury sector can influence the business strategies of
luxury firms. In particular, the paper provides an analysis of the drivers that
are leading to a growing integration of social responsibility and sustainable
development in the competitive strategies of luxury firms. The theoretical
analysis is supported by the study of the Kering Group case, which today
represents a recognized best practice in term of business model based on
CSR principles and practices. Within the case study, the aim of the paper is
to understand the Kering’'s approach to sustainability and how it influences
the corporate and business strategies. For these reasons, the study of
consumers’ perception of sustainability policies and strategies adopted by
Kering are not taken into account in this paper.
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The growing importance of sustainable luxury: a literature review

According to the literature, the attention to social responsibility requires a
company to constantly examine the impact of its own actions on all
stakeholders, coordinating the interests of the latter with its own. Despite
the traditional economical and economic-business literature presenting
economic and social goals and the contrast between them (Friedman,
1970), in the last decades, there has been a widespread conviction that both
objectives can coexist and that the social objectives can become sources of
competitive advantage (Porter & Kramer, 2002).

With specific reference to the luxury sector, social responsibility, as
underlined, has been assuming a growing importance in the last years. Up
to the 1970s, in a context in which environmental concerns began to
assume importance, the luxury companies were limited to communication
strategies, through green marketing initiatives. It was only from the 1990s
that sensitivity toward environmental and social problem assumed a new
value, not only communicative, but above all anchored to the effective
productive and organizational capacity of the companies. Along with
innovation and a propensity to internationalization, social responsibility,
including all those interventions of attention to the territory and to the
collectivity in which the company operates, means respect and protection of
the environment, promotion of human resources, safety and protection of
health and working conditions, thus becoming a fundamental driver for
development in the luxury sector.

The orientation toward social responsibility is closely connected to
sustainability, an increasingly essential element to be able to operate in the
changed competitive scenario. The concept of sustainability has attained
wide acceptance over time, to the point of superseding that of social
responsibility (Colombo & Gazzola, 2015; Giron, 2010). In a strict sense, it
refers primarily to the ecological dimension. In this perspective, being
sustainable from an ecological perspective means making choices able to
reduce the environmental impact of production activity, in terms of
containment of consumption and product execution; its production
modality or the raw materials used do not burden the environment.
Simultaneously, this concept of sustainability is accompanied by the respect
for the health and conditions of the workers and consumers, human rights
and to creating renewed relationships with the local community and all
stakeholders. In a broader and more strategic sense, the concept of
sustainability encompasses seeking wellness, a better quality of life, and a
sense of responsibility toward the community. In an environmental
scenario in which the variable “wellness” becomes increasingly a measure
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of the wealth that a production system is able to produce, the attention to
sustainability goes in the direction of behavior that is not exhausted in
ethical responsibility and in respect for regulations, but assumes a strategic
significance.

Assuming this very wide and pervasive significance, sustainability tends to
encompass the single segments of the luxury market, as previously
identifies by the BCG segmentation model, as it becomes a “transversal”
concept, embracing all the different market segments by becoming itself a
powerful driver capable of driving and guiding consumers buying choices in
each segment (Hennigs, Wiedmann & Klarmann, 2012).

Among different challenges, the climate change today represents a
fundamental one for the fashion industry (like many others companies with
global footprints), and in particular for luxury brands which rely on rare
and high-quality raw material to offer outstanding products to high-end
customers; severe climate change may disrupt, in the medium term, nature-
based systems and ecological process from which many of those materials
derive from a scenario which can affect (in the near future) the fundamental
value proposition of fashion luxury brands (Ochkoskaya, 2015). These risks
create an imperative for luxury fashion firms (as well as for many others
companies with global footprints) to develop a strategic approach to afford
the challenges posed by the climate change to their business and across
their entire supply chain. In the light to afford these challenges, Business for
Social Responsibility (a global nonprofit that operate worldwide with a
network of 250 member companies to build a sustainable development),
proposed in 2015 a “resilience wedge” approach in which a set of broad
actions for both public and private sectors are outlined to meet the goal of
keeping global warming under control. According to the BSR’s Climate
Framework, luxury fashion firms need to invest in building a “resilient
strategy” by from one hand implementing coordinate measures and actions
that allow the single company to reduce factors that cause climate change;
on the other hand to build an adaptive capacity in the face of inevitable
climate impacts on their business.

As mentioned before, the strategic approach to sustainability affects the
entire value chain, from the commercial proposal to the relationship with
the consumer, until managing the end of life of a product, within an
increasingly more extensive and complex network. The empirical evidence
shows how the higher performing companies in the sustainability aspect
are those able to integrate them in the processes of governance and to
reconsider their business models, with the objective of capturing the
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opportunity for growth that a sustainable approach provides (Hoffmann &
Coste-Maniere, 2012).

A particularly revealing aspect to emphasize concerns the different
characteristics that the relationship between luxury and sustainability may
assume. On one hand, the prestige connotation of a luxury product may be
reinforced, increasing the exclusivity of the brand and its perceived value;
sustainability in this case is seen as an additional attribute to the
preexisting offer of a luxury product, in some way “instrumental” to its
reinforcement. Many large groups, such as Gucci and Hermes, moved in this
direction. On the other hand, sustainability may be conceived of as an
original source of luxury (Wiedermann, Hennigs & Siebels, 2012). In more
recent times, in the realm of business experience, niche products seem to
revolve around the promotion of sustainable aspects of the production line
(such as, for example, a particular valuable raw material), around which a
luxury brand is built. In this type of experience, the sustainable resource for
luxury does not increase the perceived value of a pre-existing product, but
generates an exclusive property. This latter aspect appears particularly
revealing and may lead to defining new business models from the existing
natural resources and from their connection with the territorial realities
(Banathy, 1996) and with local actors. In this case, defining innovative
inter-organizational solutions for creating proposals for sustainable offers
may represent a driver to promote new brands created under the sign of
sustainability, from an ecological and social perspective.

In every case, the element that emerges with great clarity is the close link
created between the assumption of a sustainable approach and innovation.
Sustainability is one of the most important vectors of innovation from the
technological, organizational, commercial and social perspective. The
attention toward the topic connected to the theme of sustainability, in
primis environmental, influence the business models that characterize
luxury, opens interesting spaces for defining new proposed supply, affecting
product information, on the supply relationships, on the branding policies
(Allen, Walker & Brady, 2012; Guercini & Ranfagni, 2012).

In this picture, attention is drawn to the Green Supply Chain Management
(GSCM), as a source of competitive advantage (Hong, Kwon & Roh, 2009),
which imposes new manufacturing relationships in the realm of the line,
guided by principles often associated with the “three Rs” (Reduce, Re-use,
Recycle) (Aragon-Correa & Sharma, 2003), as will be underlined in the
pursuit of the work. In this perspective, the selection criteria of the
suppliers become central, the means with which are enacted the supply
relationships and the traceability of the manufacturing processes.
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An approach oriented to sustainability may further have a meaningful
impact on the developmental processes of a new product and on defining
the relationship between concept and competitive positioning. In the textile
industry, for example, the development of production techniques and
innovative products today represent the main fulcrum of the competitive
advantage. An important part of the research and development in the field
of new materials, finishing and the manufacturing processes is guided by a
growing drive toward sustainability, which becomes an essential strategic
element. In the same way, the innovation incorporated in the creative
process assumes a fundamental role. Those seeking new design systems
represent the point of departure for sustainable change management, often
oriented to the seeking a blend between art and luxury and to the
requirement to respond to the demand for ethical products and behavior by
the consumers. For example, in recent years, the realm of innovative design
developed “slow design,” which emphasizes the centrality of the creative
process rather than the product (Fuad-Luke, 2002).

Thus, the differentiation of sustainable luxury items begins from their
creation, from the design to the final distribution, thus involving all the links
of the value chain. Thus in the creative process, in the creation and the
attribution of value to the product, sustainability finds its greatest
expression in the world of luxury.

In this perspective, the market of the fashion-luxury, for its intrinsic
characteristics and its vocation to excellence, represents a privileged
workshop to be able to observe and analyze the socially responsible
behavior of the companies, in the picture of a broader strategic design for
reinforcement of the competitive advantage and redefinition of the business
models.

Sustainability in the fashion luxury

Fashion, above all for the high price sector, has developed business models
over time that historically have given little space to sustainability. The
luxury fashion segment has only recently taken up the challenge of
sustainability, imposed by a profoundly changed context.

If, on the surface, the concepts of fashion and of sustainability may appear
antithetical, in realty, at least until the era of mass consumption, fashion
was sustainable by definition, based on the artisanal processing of naturel
resources. The business models of the fashion-clothing system still show a
certain delay in showing itself sensitive overall to the paradigm of
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sustainability, regarding other sectors that have been more affected. The
reasons refer to the fact that the world of fashion, in the last decades, has
been based on a model of interaction with the market based nearly
exclusively on image, evocation and communication, rather than on the
production processes and development of sustainable assets.

An important evolution of the concept of sustainability in fashion began
from the Third Millennium because of new trends emerging from the
demand side. The need for a sustainable approach in the fashion market
appears consistent with the changed characteristics of the customer,
increasingly interested in receiving the stamp of social approval in a
globalized society and thus to express a request for differentiated products,
that along with the traditional intrinsic values of fashion, also show
attention to the quality of life (Janseen, Vanhamme, Lindgreen & Levebvre,
2013). To the “beautiful and well-made” product the modern consumer
tends to add a social and hedonist dimension, represented by the capacity of
the product to provide wellness, to show a social value, made of links with
the territory, intrinsic knowledge, and propriety of the stakeholder
community relations. The economic crisis following 2008 has further
increased the share of consumers who are more attentive to the value
dimension of the fashion system (Frunzaru & Popa, 2014).

Sustainability becomes an element of differentiation and of competitive
advantage (Ricchetti & Frisa, 2011). The topics associated with
responsibility and sustainability become crucial. They push fashion
companies to focus renewed attention on manufacturing processes and to
review their business models, assigning priority to transparency, to
sustainable values integrated in the strategic processes and manufacturing,
to the consideration of all stakeholders.

In this picture, the product assumes a new centrality and a new meaning;
along with its content of craftsmanship, quality and savoir-faire, intrinsic
characteristics that enhance product value become important: traceability,
raw materials, different finishings, and the value of the “made in...”

Therefore, fashion companies have launched new business models,
reconsidering the relationships and developing strategic partnerships and
new relationship modes with all of the actors involved, in a sort of green
agreement based on cooperation and sharing objectives. In this sense, a
sustainable approach must be translated into virtuous behavior by all
stakeholders, principally in the direction of sharing the phases of creation
and open and transparent communication. Specifically, the new business
models emerging in luxury fashion are based on some critical success
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factors that compensate in financial performance for investments in
sustainability: the savings in terms of resources used (water and energy in
primis), lower waste of materials, reduction of costs of non- sustainability
(deriving for example from legal impositions), the ability to introduce new
products, and greater attention to the relationships with the local
community and the customers.

From all this, it is seen that the evaluation of the economic importance of a
company of fashion may not overlook considerations connected to the
sustainability of investments and of the entire chain of the manufacturing
processes. Some studies have identified the strategic variable “sustainable”
able to generate competitive advantages for fashion companies,
summarized in some salient points:

- control of the supply chain;

- training, technological and financial support to the suppliers;

- consideration of the environmental aspects in all the business processes;

- promotion of the quality of the work, the training and qualification of the
employees;

- promotion of relationships with the local community.

In this perspective, sustainability and social responsibility affect the
management of two main levels of the marketing mix:

- the product, that assumes a new centrality and meaning by incorporating,
along with the traditional contents of craftsmanship, quality and savoir-
faire, other characteristics strictly related to sustainability that enhance
product value such as traceability of the whole supply chain, sustainable use
of rare raw materials, a strong relationship of the product with the local
territory and local communities;

- the communication, with a strong emphasis on the social dimension of
both strategic and product choices.

In testimony to the importance of the social dimension in companies’
strategic vision, systems for measuring the performance of luxury
companies increasingly tend to be based not only on the economic results,
but also on the social and environmental consequences.

In the light of these considerations, in recent years many fashion companies
have launched numerous initiatives oriented to sustainability and ways of
communicating and measuring it. One example is the Sustainable Apparel
Coalition project. Implemented in 2011 by a group of leading international
brands in the clothing and shoe sector, in order to guide the entire sector
toward a vision of sustainability built around three pillars: approaching
multiple stakeholders for measurement and evaluation of the sustainability
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performance of the product; promoting technological innovations and the
pertinent business models, and adopting new collaborative practices among
the actors of the supply chain.

According to this framework, it appears evident that fashion companies
need to invest in technologies and manufacturing processes able to reduce
environmental impact; increasing safety for the consumers means not only
adopting measures to contain risks of environmental impact, but also
reinventing the manufacturing processes to enhance the materials and
create products that, along with the traditional values associated with the
idea of luxury, respect the environment and respond to purchase choices
increasingly dictated by emotional aspects. In this context, the concept of
eco-luxury has spread in recent years (Giron, 2010), being understood as an
approach oriented to excellence using the best practices connected to
attaining environmental sustainability. In specific terms, these practices are
generally linked to the “three R’s: recycling, reuse and reduction. In the
world of fashion, above all in recent years, these dimensions have assumed
increased importance, demonstrating the greatest sensitivity toward the
environment and, more in general, social responsibility. In terms of
recycling, the most evident behavior in textile-fashion involves
transforming carefully-chosen PET (polyethylene terephthalate) containers
into continuous filaments suitable to be used in clothing as fleece, padding,
and composite materials. Reuse, in general, refers to reusing the product by
extending its life cycle, revitalized and reintroduced into the market. The
practice of reuse in the fashion-clothing market takes two routes, not
alternative. One is the trend toward producing customized, personalized
items, in which is seen a return to artisanal measures and manual
processing and the development of the world of vintage. To this was added,
in very recent times and also following the economic crisis, the birth of
points of sale and barter of second-hand clothing and fashion accessories,
the diffusion of which is often mediated by internet and social networks
(Viale, 2010). Savings (reduction) in the fashion manufacturing processes
are based above all on energy efficiency, deriving from the possibility of
containing costs and reducing consumption of water resources necessary
for processing the raw materials. For example, there are many cases of
manufacturers of textile machines that increasingly focus their value
proposition on energy savings.

Specifically, the areas of intervention to ensure sustainability in the fashion
system exist on all the phases of the value chain (Ricchetti & Frisa, 2011):

- provision of raw materials (low ecological impact, deriving from recycling,
renewable sources or fair trade initiatives);
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- production (reducing energy consumption, reusing water resources in the
manufacturing processes, adopting technologies inspired by ecological
principles, recycling discards and excess production, etc.);

- logistics (rationalizing transportation flow, improving vehicles, and
reducing packaging);

- promotion (eco-compatible preparation, furnishings etc, forms of
communication and encouraging reduced environmental impact);

- end of life: (reuse, recycling, degree of biodegradability).

The various combinations of the three R’s translate into differentiation of
market and business models, in which the element of sustainability is
configured as a critical success factor.

The case of Kering Group

In this research, the case study methodology, which has developed within
the social sciences, is used (Eisenhardt, 1989; Yin, 2013); such methodology
is applied not only in the social sciences, such as psychology, sociology,
anthropology, and economics, but also in practice-oriented fields such as
environmental studies, social work, education, and business studies. Case
study research excels at bringing to an understanding of a complex issue or
object and can extend experience and add strength to what is already
known through previous research. Case studies emphasize detailed
contextual analysis of a limited number of events or conditions and their
relationships.

We decided to analyze the strategies implemented by Kering, one of the
leading international players in the luxury, committed to sustainability and
the responsibility of the environmental impact of its business!. The French
group (ex-PPR) of luxury and lifestyle is, in fact, the 1st place in the DJSI
(Dow Jones Sustainability Indices) in the Textiles, Apparel and Luxury Goods.
Among the world's leading clothing and accessories, Kering brings together
a pool of trademarks segments Luxury, Sport and Lifestyle as Gucci, Bottega
Veneta, Saint Laurent, Alexander McQueen, Balenciaga, Brioni, Christopher
Kane, McQ, Stella McCartney, Tomas Maier, Sergio Rossi, Boucheron, Dodo,
Girard-Perregaux, Jean Richard, Pomellato, Qeelin, Ulysse Nardin, PUMA,
Volcom, Cobra and Electric. Operating in more than 120 countries, at the
end of 2014, the Group had 37,000 employees with a turnover of 10 billion
Euros. The title Kering is listed in the Euronext Paris Stock Exchange (FR

1 The contents of the case are the result of a direct interview to Marie-Claire Daveu,
Chief Sustainability Officer and Head of International Institutional Affairs of Kering.
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0000121485, KER.PA, KER.FP). With the slogan “empowering imagination”,
Frangois-Henri Pinault, Chairman and CEO of Kering, encourages his brands
to reach their full economic and growth potential by acting in the most
sustainable way possible.

According to Francgois-Henri Pinault, “sustainable development is a business
opportunity and leadership” because a sustainable company “has the ability
to adapt to changes, to innovate, to anticipate risks and to identify on an
ongoing opportunities business”. In this perspective, in Kering sustainability
it is not conceived in a short-term perspective, that is like a tool for guiding
and influencing consumer choices, but it represents the fundamental pillar
for design a long-term strategy able to guarantee the survival of the
business, while creating the conditions for improving both the environment
and the territories in which the group operates.

For this reason, in Kering projects related to sustainability, the environment
and social/ethics go at the same speed. Kering acts in the idea that the
business has a responsibility to be sustainable, because sustainability is the
only way to reply to the many environmental issues of our century: climate
change, reduction of biodiversity, the scarcity of resources, the growth of
population and demand. Luxury uses many products that come from nature.
For Kering it is not only a matter of ethics, but it is a precaution to keep on
the business. Still according to the general director, luxury has an important
role because it can affect and set new trends: “We have a special
responsibility and we can show that for the industry and companies is very
important to put sustainability at the top”.

The sustanaibility in the governance and the objectives 2012-2016

Before talking about the projects and the results in terms of sustainable
luxury, we have to consider how and where born the sustainability
strategies of Kering. The pursuit of sustainable development is present in all
levels of corporate governance. Starting with the first step, the Board of
Directors contains the Comité Développement Durable. This organ is
responsible for the design, implementation and monitoring of the more
appropriate green company directives. Moving on to the Executive
Committee, Kering established STAG (Sustainability Technical Advisory
Group), a staff (composed of seven directors) that provides the expertise,
technical solutions to the Comité Développement. Durable and controls the
division within the group, consisting of 15 specialists. This was flanked by
the Comités d’Ethique, the general of the group plus the two regional Asia-
Pacific and the Americas. To them, the task of monitoring the
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implementation of the Ethics Code also among suppliers. Finally, the
Sustainability Leads. They, in the hands of every brand, coordinate
strategies of sustainable development in each house of the group. In total,
there are about 50 people employed by Kering in the management of
corporate sustainability.

Sustainability desired by tycoon Pinault became a reality in all brands of the
group through a road map that has generated targets scheduled to run for
four years (currently we are straddling the four years from 2012 to 2016
and from 2016 to 2012), leaving, however, the brand free to act
autonomously. In practice, Marie-Claire Daveu says “each of our brands has
to ask questions to achieve these goals; questions that allow each company to
stimulate creativity and innovation, or as the English say the change
management”.

At first place, among the objectives achieved in the course of four years
(2012-2016), there was the publication and distribution, via open source, of
the very first environmental profit and loss account of the group
(Environmental Profit and Loss Account, E P and L). A tool that allows you
to measure and monetize the impact on the environment originating by the
commercial activities of the entire supply chain and the resulting costs to
society. In summary, the list of objectives of the Group in order to “to be the
world leader in luxury, sports and lifestyle, having a positive influence on the
environment and society”:

- evaluate and assess the environmental impact of major suppliers through
periodic meetings;

- 25% reduction in water consumption, waste and CO2 emissions generated
by the activities of production and services, in relation to the growth of the
group'’s activities;

- compensate for the CO2 emissions according to the Greenhouse Gas
Protocol. Among the actions, the implementation of programs on the
wellness of local communities, the conservation of biodiversity in the areas
of interest of the group;

- production of collections without the use of PVC;

- use only gold and diamonds originating from subsidiaries that do not have
a negative impact on local communities, fauna and ecosystem;

- only use leather and fine leather goods business subsidiaries so that
ecosystems are not turned into pastures or indiscriminate in farmland for
feeding livestock;

- use only paper and packaging from certified forests and products with at
least 50% recycled paper.
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In May 2014, two years after the definition of the objectives, Kering has
evaluated more than 75% of the activities related to external suppliers; it
has reduced by 10% waste from offices, shops and warehouses; it offsets
123,388 tons of CO2; it has determined the chemicals subject to restriction;
it has eliminated PVC from 98% of the collection made by his own brand; it
bought 55 kg of gold certificate Fairmined from Sotrami quarry in southern
Peru; it drafted the new rules of traceability leather (cattle and sheep); it
has used 88% of paper and packaging from certified vendors.

Entering even more specifically, Gucci, one of the most important luxury
brands, has developed a process of tanning without heavy metals that can
reduce by 30% water consumption and 20% of energy. Since 2014, this
process is used to produce custom six of his best-selling accessories
including handbags and wallets.

Bottega Veneta is developing a process of traceability throughout the
leather, from breeding to boutique. So far the Italian brand in the hands of
Kering, has obtained the certificate of traceability ICEC by an independent
body that guarantees the origin of the leather (from raw to finish) used to
produce the Cabat bag of the Croisiére collection 2014/2015.

With Saint Laurent Paris, sustainability strategies also come in the store.
Working on heating, ventilation, air conditioning, materials research and
water consumption, Hedi Slimane, the artistic director of the French fashion
house, has developed a store concept that, in the two years 2012-14, has
produced energy savings for 27% across the network of stores Saint
Laurent Paris. Also, different brands of the group have used, the organic
cotton for the realization of the collections, such as Alexander McQueen. The
merit goes to Balenciaga for having used, in the collection tote bag, stocks of
fabrics in stock, so, recovering, more than 1000 meters of unused fabrics
and tailor with it about 2,000 bags. Instead, Stella McCartney has resorted
to sustainable wool to produce 23% of the autumn-winter 2014. This
project, in collaboration with The Nature Conservancy and Ovis 21, focuses
on the supply of wool from a network of Argentine farmers engaged in the
recovery of 7 million hectares of deteriorated pastures, in Patagonia. In
2014, Sowind, who owns the historical brand of watches Girard-Perregaux,
purchased its first batch of gold Certified Ethical Fairmined; about 10% of
its annual consumption.

Sustainability as hygienic factor to compete in the global market

Kering sustainability strategies are not provided to the final consumer. “We
do not say that to our customers, because the environment respect is an
integral part of our normal process of quality”, says Marie-Claire Daveu,
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Chief Sustainability Officer. Therefore, sustainability is a factor in the
hygienic production of luxury goods group. “For us, quality is know-how,
tradition, environment and social. We do not behave well to communicate it to
customers. We are sure that when they buy one of our products, customers
take for granted that behind the great quality there are both respect the
environment and people, because the non-consideration directly falls on their
health. In China, for example, they often ask where the leather comes. Ten
years ago, no one would have asked this question”.

These strategies, on the contrary, are made available at corporate level.
Kering wants to show that the luxury sector has in great consideration the
environment and it is able to change the paradigm not only to those who
produce it. In support of this thesis, Kering continues to evolve his
methodology and to disseminate his toolkit and P and L open source to
make it easier, for third party, the adoption of analysis annual P and L and
promote further and more widely the reporting of natural capital.

Sustainability: a semantic issue

Kering integrates, in strategies of sustainability, also the respect of work
and person dignity. To actions on environmental protection correspond
other activities to improve the working conditions of direct and no direct
employees (suppliers in regions outside Europe such as China and
Bangladesh). The first ethical charter of the group dates back to 1996.

In 2013, it was followed by a more in-depth reformulation of the Code of
Ethics in which has been placed the Charter of Suppliers to reinforce the
commitment of the group in the fulfillment by the suppliers of the major
social standards.

It became operational in 2014 and the Code has been extended to all the
companies of Kering through direct training of employees on ethical issues.
At the same time, the three ethics committees (Central Asian American)
have dealt with the various stresses coming from below. In addition, in
2004, in France, Kering was among the first signatories of the Charte de la
Diversité renewed in 2010 by the Women's Empowerment Principles
elaborated by the UN. Also in 2014, with 30% of women in the Executive
Committee and a 36% on the Board of Directors, Kering was among the
(pinker) companies listed on the CAC40 of Paris Stock Exchange.

Commitment Kering in support of women is not limited to the female
quotas. Launched in 2009 by Frangois-Henri Pinault, the Kering Corporate
Foundation fights violence against women. The foundation, whose motto is
“Stop violence. Improve women's lives”, commits the Group alongside public



258 | Enrica PAVIONE, Roberta PEZZETTI, Matteo DALL’AVA
Emerging Competitive Strategies in the Global Luxury Industry in the Perspective of Sustainable
Development: the Case of Kering Group

authorities and local and international NGOs on three pillars: the sexual
violence in the Americas; harmful traditional practices in Western Europe;
domestic violence in Asia.

The same brands of the Group have demonstrated their commitment to
respect the dignity of women with thirty initiatives only in 2014. Through
the project Chime For Change, for example, Gucci has financed 130 projects
of crowdfunding platform catapult.org with more than 2 million dollars.
Stella McCartney and Alexander McQueen have donated products for
auction charity Women For Women, in London. Other donations were made
to women's health through the sale of products specially created by Bottega
Veneta. Among the latest initiatives of 2015, White Ribbon for Women,
there is the awareness campaign launched on November 25 on the occasion
of the International Day for the Elimination of Violence against Women. To
raise the profile of the campaign, Stella McCartney, a member of the Board
of Directors of Kering Foundation, has designed a limited edition brooch
White Ribbon for Women distributed in more than 800 boutiques of the
group scattered in 41 countries.

Conclusions

For the luxury sector and in particular for the fashion market, social
responsibility and sustainability are becoming a strategic element of great
importance, source of a competitive advantage. Concepts such as ethics,
respect for the environment, and the consideration of all stakeholders
become central in companies’ strategic vision. The increased sensitivity of
consumers toward the questions correlated to sustainability causes fashion
brands to improve their reputation by encompassing social responsibility in
their value proposal.

Studies conducted on leading companies in the fashion market indicate that
social responsibility as a mere marketing tool is increasingly becoming an
integral element of the value proposition and driver of competitive success
(Corbellini & Marafioti, 2013). In this way, the concerns of ethical nature
extend to the entire value chain and to all the stakeholders, integrating in a
strategic vision of long-term budgetary and social success. The knowledge
of the changed competitive context in which companies find themselves
operating inevitably leads sustainability to become a powerful driver of
innovation. This perspective, in a phase of growing affirmation, reflects on
the need for luxury sector companies to redirect their strategic approach
toward transforming social responsibility and sustainability into a
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competitive opportunity to benefit the individual companies or the sector
overall.

Luxury fashion brands in the future will be forced to view sustainability as a
business imperative, like excellence in quality; sustainability, in fact,
represents a long-term source of luxury brand differentiation, a spur for
innovation, a tool for attracting and retaining talents; besides sustainability
generates efficiencies opportunities which can enhance the firm’s
competitiveness in the global luxury marketplace. The Kering’s holistic
approach to sustainability is rooted in the Group’s corporate mission, which
reflect the goal to change fashion's relationship with sustainability; within
this framework, each brand of the Group acts for redefining the notion of
quality and the luxury dream that takes into account environmental
concerns.

These trends open interesting research opportunities under the profile of
the analysis of strategic behavior and the business models emerging in the
sector, even today barely investigated by Management literature.
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