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On a Sunday afternoon in January 2000, Renzo Rosso, on his way back
home from a snowboarding weekend, was thinking about the key strategic
issues he would have to address with his management team to shape the
future of his company.

Diesel had achieved incredible results: as a small apparel manufacturer
operating out of the remote Italian town of Molvena, Diesel had become an
international denim brand with sales in five continents. Its sales had grown
continuously at a tremendous rate during the 1980s and early 1990s and
had reached €300 million (Exhibit 1). With an EBITDA of 12% over sales,
profitability was in line with the market and the company was financially
solid (Exhibit 2).

Nevertheless, growth had been slowing down in the past three-four years,
from double digit rates to a less impressive 5-6%. The decision to go retail
and open Diesel stores in the key markets turned out to be a tougher
challenge than originally planned. Moreover, industry rumors that the fashion
denim segment, which Diesel was penetrating by selling jeans for as much as
$150 a pair, was close to saturation, made Mr. Rosso think about his entire
market positioning. Should they go ahead with the current pricing and
distribution strategy? Furthermore Mr. Rosso was concerned about the fit
between the existing organizational structure and the challenges the company
was facing. Would he be able to boost sales and reignite growth?

This case was prepared by Andrea Baldo (Diesel SpA), Luca De Agostini (MBA 2006) and Professor
Fabrizio Ferraro, as the basis for class discussion rather than to illustrate either effective or
ineffective handling of an administrative situation. July 2006.
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Diesel Company History

Renzo Rosso

Born in 1955 in north-eastern Italy, Renzo Rosso attended an industrial textile
manufacturing school, and after graduating in 1975, began making his own clothing.
In 1978 he joined forces with several other manufactures in his region to form the
Genius Group, which, among other brands, created Diesel. Rosso explained the choice
of the unusual name:' “It’s short. It’s easy to remember. And it was already a word that
was pronounceable - the same way everywhere - and understood worldwide.” In 1985
Rosso took complete control of Diesel by buying out the other partners. He became the
sole force behind the brand and pushed the company through a period of remarkable
growth and expansion.

The Diesel Way

Rosso wanted to come up with a more dynamic and imaginative line of clothing than
was available elsewhere. He hired young and open-minded designers and gave them
broad stylistic freedom, hoping they could create a line of clothing perfect for people
who wanted to express their individuality by the way they dressed. Diesel became a
leader in developing styles, fabrics; and manufacturing methods guaranteeing an
outstanding creative product.

International Expansion and Street Couture

In 1991, as part of its new marketing strategy, Diesel launched an international ad
campaign, featuring an irreverent look at modern life, mixed with a heavy dose of
irony. Diesel ads included takes on things as diverse as homosexuality, gun control,
smoking, and religion. The ads helped put the company on the fashion map and gave it
a cult following. Sales leapt from €79 million in 1991 to €193 million in 1994,
resulting in an extraordinary compound annual growth rate of 32%.

During the 1990s, Diesel was selling less than 20% of its products in Italy, but was
mainly focused on the European market (Exhibit 3a). In 1996 Diesel started increasing its
focus on the U.S. market where it was known as an “edgy, forward denim resource.” By
2000, the U.S. market ranked fourth in terms of volume sold (Exhibit 3b).

In 1998 Diesel’s U.S CEO said the company was planning to scale back distribution of
its fashion forward collection to key image stores and its own retail outlets. Diesel, he
said, also planned to move its positioning from a European fashion denim resource
into more of a “lifestyle brand.” In 1998 Diesel launched D-Diesel, a more mainstream
collection with the aim of building a wider customer base and higher volumes. The

1 “We take you to the leader - Renzo Rosso interview,” Goldfarb (November 1, 1998)

2 “Diesel’s Next US Gear,” Women’s Wear Daily (June 13, 1996)

3 “Diesel gets dark and dirty,” Women’s Wear Daily (January 23, 1998)
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same year, Diesel launched StyleLab, which it described as “a new step in its evolution
from Jeanswear Company to purveyor of ‘street couture.””* Distribution would be
limited to Diesel flagship stores, exclusive independent retailers and upscale
department stores, the company said. The line was priced 25 percent higher than the
core Diesel line and was on par with CK Calvin Klein and DKNY.

The Denim Industry

The Origins of Denim

In 1850, the California gold rush was in full swing, and everyday items were in short
supply. Levi Strauss, a 20-year-old Bavarian immigrant, left New York for San
Francisco with a small supply of dry goods. Shortly after his arrival, a prospector
wanted to know what Mr. Strauss was selling. When Strauss told him he had rough
canvas to use for tents and wagon covers, the prospector said, “You should have
brought pants!” saying he couldn’t find a pair of pants strong enough to last. Strauss
had the canvas made into pants. Miners liked the pants, but complained that they
tended to chafe. Levi Strauss substituted a twilled cotton cloth from France called
“Serge de Nimes,” which became known as denim.

The Apparel and the Denim Industry

The apparel industry is a mature, consumer cyclical industry, highly fragmented by
distribution channels, gender, price points, classifications, and customer taste. The
denim market is only around 10% of the whole apparel industry. In the United States,
for instance, the apparel market was $135 billion in U.S. retail sales, whereas denim
only was estimated at $17 billion. Apparel and footwear expenditures as a percentage
of total consumption expenditure had been declining for the previous thirty years,
mainly due to a persistent deflation, often addressed by the industry by increasing
resource to outsourcing production to countries with lower labor costs. Each sector of
the industry had different value chain economics, and in the denim sector, garment
manufacturers and retailers claimed most of the value of the final sales, while fabric
manufacturers and cotton producers worked on thinner margins (Exhibit 6). Given the
low complexity of the production processes and the lack of intellectual property
protection in the technologies associated with manufacturing, new capacity was
continuously added, resulting in low bargaining power for the manufacturing sector.
The only key barriers to entry in the industry were scale advantages, brands and access
to distribution.

The industry was highly fragmented, and the different players had adopted different
business models, spanning from pure licensing to complete vertical integration. The
distribution channel was one of the key elements distinguishing the two major
categories of apparel companies: wholesalers and retailers. Apparel wholesalers

4 “Diesel show will launch StyleLab,” Women’s Wear Daily (September 22, 1998)
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