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On September 14, 2005, Renzo Rosso was sitting on the terrace of his 16"
century villa near Molvena, the town where Diesel was headquartered. The
following day he would be celebrating his fiftieth birthday, and presenting
his new book. On his fortieth birthday he had decided to share his views of
the (fashion) world in a publication to be offered to friends and business
partners every decade. This would be his second book. He knew that he
would have to address the press and answer one of the journalists’ favorite
questions: What is the secret of Diesel’s success over the last five years?
And where is it going next?

Diesel SpA in 2005

Since 1999 Diesel sales had been growing at impressive rates, and
profitability had reached extraordinary above-industry-average levels
(Exhibits 1-2). The denim premium phenomenon, which Diesel had
pioneered in the mid-1990s and which some observers had discounted as a
mere fad, exploded after 2000, and the company was able to ride this wave,
and had managed to systematically raise its price point, moving up towards
the designer segment. After 2000, the industry started to recognize this
phenomenon of premium casual wear by creating a new segment, named
“bridge,” to make sense of the positioning of companies such as Diesel
(Exhibits 3-5).
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Organization, Processes and Culture

During the mid-1990s, Rosso had started hiring a number of professional managers to
support him in managing the growing complexities of the company. When the VP for
retail and international arrived at Diesel in 1997 after ten years working in fast-
moving-consumer-goods multinationals he was given the responsibility for heading
the Italian market. Then the former VP for marketing at Levi’s Europe joined the
company in 2000 as VP for marketing and sales, and helped develop the line
development process. The process was now much more structured and helped
the company develop collections that were more in tune with the evolution of the
market, compared to the past, when a significant part of sales were done with changes
introduced after the line freeze. This created inconsistent positioning and brand identity.

One of Diesel’s top managers compared the arrival of new professionals with cooking:
“It’s like having the right ingredients for cooking: if you are a self-made cook in an
Italian trattoria you will make one simple but generous portion out of it, whereas if
you studied at a cooking academy you will make three smaller but more special
portions.”

Managing five product lines with the same central organization turned out to be more
complex and challenging than expected. The smaller lines didn’t receive as much
attention as the main one and therefore lacked the potential to develop. Diesel Kids for
example, born as “Dieselito” in the early 1990s, was a perfect copy of the adult line,
only in smaller sizes. It didn’t take into consideration the different needs of the target
group and was therefore was predestined to be a limited success. “When we discussed
the new collections, Rosso would only dedicate three minutes of our meetings to us
and then move on to Diesel. We needed much more time and attention but he just
wasn’t interested,” said a former Diesel Kids manager.

In 1999, Diesel Kids and the sportswear line 55DSL were struggling to grow. After
considering different options, Mr. Rosso decided to spin off the two lines and organize
them as separate companies (Exhibit 6). In January 2000 both lines were reorganized
into separate independent companies, fully owned by Diesel SpA. Only product design
and communication would be centralized in the Molvena headquarters. Keeping design
centralized was critical in order to ensure the brand image, but the other functions,
especially sales and marketing, benefited from the spin-off in terms of motivation and
freedom of action. The CEO of Diesel Kids, for instance, decided to distribute its
product through independent distributors, rather than through Diesel subsidiaries. As a
result, Diesel Kids’ sales grew from €3.5 million in 1999 to €50 million in 2005. The
CEO of the company also stressed the benefits for headquarters: “In the end,” she said,
“the spinoffs have benefited not only the small lines but also the central Diesel
organization that gained free time and resources and reduced complexity in managing
the various steps of the value chain.”

In 2004, StyleLab, the line launched in 1998 to expand Diesel’s product range was
folded back into the Diesel main line.
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Distribution

Usually, companies in the luxury goods industry would open stores without even
thinking about long-term planning or profitability. The so called “flagship stores” were
considered to be pure marketing expenditure, aimed at promoting the brand, and
wouldn’t be required to break even, not even in the long run. This was the same
reasoning behind Diesel’s first shop openings in New York, London (1996) and Rome
(1997).

However, when external managers arrived at Molvena, they started taking retail more
seriously, first of all by creating a central retail department, which did not exist until
1999. By 2000, Diesel started opening new retail outlets at a much higher pace, and by
2003 Diesel had opened 105 stores. In 2006, Diesel had its own in-house architecture
design department to design the stores, which were all different from each other. By
the end of 2005, Diesel was to have over 300 retail shops, 195 own and 110 franchised
to third parties (Exhibit 7). The own retail channel generated 23% of total sales and
77% came from wholesale and third party retail outlets, (Exhibit 8).

Wholesale distribution had been restricted both actively and naturally. On the one
hand, Diesel had actively reduced the number of multi-brand stores where its products
could be sold. On the other hand, a number of stores stopped buying Diesel because its
products were heading outside of their price range and target clientele. For instance, in
the United States Diesel reduced the number of locations where its product was sold by
40% to 150 stores, and dropped some major chains such as Macy’s.

Licenses

Diesel had grown from a simple jeans and clothing company to a major fashion brand,
offering the maximum of creativity and innovation. Licenses were a natural way to
expand the offering to the final customer by including watches, sunglasses, shoes and
other accessories. The company licensed the Diesel brand to Global Brand Marketing
for shoes, a business that by 2004 was worth €100 million; it also licensed the brand to
Safilo for sunglasses, and to Fossil for watches and jewelry, and it was exploring other
licensing opportunities in cosmetics and fragrances.

Acquisitions

Beginning in 2000, Diesel acquired Staff International. Based near Vicenza in north-eastern
Italy, Staff owned the New York Industrie and Gym brands, and made lines under license for
Martin Margiela, Vivienne Westwood and Atsuro Tayama. It also produced Diesel’s
fashion-forward sportswear line — DieselStyleLab — under license. Renzo Rosso said, “We
wanted to diversify, and for us, Staff is all about new luxury - luxury for people in their
20s and 30s.” He added that Diesel planned to both add and subtract names from Staff’s
current stable of brands to make the company more focused and profitable and “to
ensure that all the lines have the same final customer.” Rosso said that any addition of
labels would be through acquisitions.
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