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Success Factors of Paris Baguette's Bakery Franchise

Business: Industry Competition and Core Competence Analysis
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The main goal of this study is to examine the competition intensity in the Korean bakery franchise
industry and to identify the core competencies of the industry’s leading company, Paris Baguette,
The frameworks of PEST analysis. Cross Impact analysis, a Five Forces Model. a Value Chain, and
VRIO analysis. PEST and Cross Impact analysis were employed to investigate the industry’s external
environment, and the results indicated that ‘increased attention on corporate’s Creating Shared Value
(CSV) activities” is the most influential factor among others, The analysis using the Five Forces
Model found industry rivalry and substitutes were the greatest threats, Finally, the results of Value
Chain and VRIO analysis identified four core competencies of Paris Baguette: its CEO's craftsmanship,
e-procurement system, quality of dormant dough, and hub system, Multiple managerial implications
are suggested for practitioners in the marketing area, especially in the saturated market environment.

Key words: Paris Baguette, Core Competence, Bakery Franchise

The purpose of this research is to identify

I. Introduction the “resource-based view (RBV)" and its re-
sponse strategies for dealing with competition
by considering Paris Baguette, the leading com-
pany in the mature domestic bakery franchise

the core competence of an organization from market.
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The domestic “restaurant franchise™ industry
is among the industries deemed to have reached
maturity. According to the "2011 Franchise
Industry Survey” by the Ministry of Knowledge
Economy and the Korea Chamber of Commerce
and Industry, the restaurant franchise industry
accounted for 71% (1776 enterprises) of the
total franchise industry. Within the industry,
the franchise bakery market, which occupies
45.7% (KRW 1.8 trillion) of the domestic bakery
market (KRW 3.77 trillion). is engaged in fierce
competition, led by the market leader "Paris
Baguette” (HNCOM, 2011).

Since a mature industry is defined as having
a plateau market divided among a handful of
leading companies with little changes in mar-
ket share (Ahn, 1996), a company's core com-
petency and strategy are even more important.
Companies competing in a mature industry re-
quire a thorough understanding of their core
competency in order to prepare for and over-
come such an uncertain environment, using
well-developed strategies.

What then are strategy and core competency?
Every company continuously analyzes its mar-
ket conditions and sets appropriate production
and marketing goals, then plans activities aligned
with those goals (Han et al, 2011). “Strategy”
is the planning, deciding, and executing of ac-
tivities according to set goals. A sound strat-
egy enables a company to maintain its com-
petitive edge. In order to develop such strategies,
a thorough analysis of the organization's capa-
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bility and its assets must first be carried out.

Assets can be defined as accumulated re-
sources from operating in a certain business,
and include tangible resources such as facilities,
human resources, and capital, as well as in-
tangible resources such as technology, business
rights, and brand (Srivastava et al. 1998).
Capability pertains to the unique knowledge,
technology, or know-how of a company accu-
mulated over a long period. These act as a sort
of adhesive, connecting necessary resources to-
gether (Han et al, 2011). If an organization can
create a competitive advantage by integrating
various accumulated assets, this advantage be-
comes the organization's “core competency”
(Prahalad & Hamel, 1990).

This analyzes Paris Baguette's core competence
through various frameworks and deduces strat-
egies suitable for a mature industry on the basis
of the analysis. The specific stages of this re-
search are shown in Figure 1, The preliminary
task of deducing the core competencies and
strategies of an organization requires an analysis
of the external environmental factors and the
industry the company belongs to (Park, 2010):
by analyzing the core competency of the or-
ganization on this basis, the foundation for cre-
ating future strategies is laid. To this end, a
total of five analytical frameworks are applied
in this research (Figure 1). To provide a more
detailed internal and external analysis, depth
interviews with corporate executives (12 hours

30 minutes) were conducted five times: these



{Figure 1) Research Process

Identifying
External Factors

interviews were complemented by continuous
interviews with the field staff to ensure the
reliability of the details. Depth interviews, one-
on-one Interviews between a researcher and a
respondent, provide valuable insight into a par-
ticular phenomenon so that researchers get in-
formation for understanding the phenomenon
(Zikmund et al, 2013). The result acquired
through the analysis of each framework was
verified through frequent consultations with
experts including professionals in the same/re-
lated fields and professors.

Using five different frameworks addressed in
Figure 1, this study finally identified four core
competencies of Paris Baguette: president Hur's
mastership, dormant dough quality, integrated
purchased systems, and efficient hub systems.
From the perspective of resource-based view.
this study investigated diverse types of resource
of Paris Baguette, and identified its core and

valuable four resources as core competence

Identifying
Counterstrategies

Identifying
Core Competencies

factors. From these analyses, practitioners can
get valuable insights into how to compete in a
mature industry and to satisfy consumer's needs,
Detail analysis processes will be introduced lat-
er as shown in Figure 1.

This case study is categorized as a ‘research
case’ based on Cutler (2004)'s classification of
case study (i.e. teaching case, case history, case
work, and research case). Thus, business activ-
ities based on the current social context of the
bakery franchise industry in Korea will be
carefully investigated and addressed.

II. History and Present State

2.1 The History of Paris Baguette

The company began in 1945 as Sang-mi-dang,
one of the Paris Croissant Ltd. brands, and was
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located in Woongjin, Hwang-hae Province, home
of the founder and honorary president, Chang
Sung Hur. After moving Sang-mi-dang to Seoul
in 1948, president Hur renamed the company
Sam Lip General Food Company in 1968 and
took steps to establish it as a general food
company. In 1977, Shany Inc. was established
as a sister company, its name being derived
from the product brand Shany Cake: Shany
Cake and Sam Lip became the most prominent
companies in the mass production bread in-
dustry and consolidated their foothold as major
companies (SPC, 2006).

When Shany entered the bakery business in
1984, it decided it needed a gentrified bakery
brand, so that it established Paris Croissant in
1986 along with a separate corporate body of
Paris Croissant Inc. in order to strengthen its
business. Apart from the stores directly man-
aged by Paris Croissant, Paris Baguette, a

luxury French bakery brand, was presented to
consumers with its first store at Gwanghwamun.
Paris Baguette expanded quickly, and in 1992
surpassed 100 stores with the opening of a
store at Chuncheon Central (SPC, 2006).

Powered by the growth of Paris Baguette,
Paris Croissant leaped to 1% place in 1997. In
1999, a second factory was established at
Sungnam, which introduced the Coolpack System
to the industry and began the “bake-off sys-
tem in 1988, whereby factory-made dough
was distributed to the stores and the stores
baked the breads themselves. Paris Baguette,
which maintained 1% place in the domestic
bakery franchise industry, began expanding
overseas with the opening of the first overseas
store in Shanghai in 2004 (SPC, 2006). Paris
Baguette continued to grow during its 25-year
history and currently operates 3,200 stores in
Korea alone (SPC, 2006).

{Table 1> Domestic Bakery Franchise Current Status

2009 2010 2011
Sales Sales Sales
(Hundre | (Hundre | (Hundre |
1 mition | ¥ | M5 | g Mition | YOF | M/S |4 Mition | Y0¥ | WS
KRW) KRW) KRW)
Paris | 0015 | 279% | 690% | 13126 | 311% | 611% | 15738 | 199% | 644%
Baguette's
T"J“S Les | 6489 | 104% | 23% 7381 | 137% | 344% | 7902 | 71% | 323%
ours
Crown m | -165% | 5% sst | -185% | 279% | 4z | 2%69% | 17%
Bakery
Shilla o4 | 484% | 3% w1 | 33% | 18% | 385 | 10% | 16%
Bakery
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2.2 The Present State of Paris Baguette

The current domestic bakery market is worth
KRW 46 trillion (2011), of which the big four
(Paris Baguette, Tous Les Jours, Crown Bakery,
and Shilla Bakery) reached KRW 24 trillion in
sales with a market share of 52.0% of the en-
tire bakery market. The market share of bakery
franchise companies is continually increasing
(HNCOM, 2012). In particular, Paris Baguette
displayed a high growth rate and market share,
in the context of 2011 market conditions, with
644% of the big four being those of Paris
Baguette.

[ll. External Environment Analysis

3.1 PEST Analysis

The tool used for analyzing a company’s ex-
ternal environmental factors is called “PEST
Analysis,” PEST pertains to the macro-envi-
ronmental factors that a company cannot con-
trol, and is an acronym for Political, Economic,
Social, and Technological fields (Downey, 2007).
The PEST analysis performed in this research
underwent a validation process by related workers
and professors. The results are shown in Table 2,

The results identify four changes in the po-
litical environment as politico-environmental
factors that influenced the bakery franchise

(Table 2> The Results of PEST Analysis

Political
Environment

* Restriction of expanding business due to Fair Affiliate Business Transactions Law

* Restriction of expanding business due to regulations on specified business areas for
SSM, and gross volume institution

* New politics and regulatory changes due to Presidential election

* Acceleration of market opening due to FTA

Economic

* Increase in production cost due to rising international oil and crop prices
* Shrinkage of household spending due to long-term economic recession

Environment * Uncertain US and Chinese economic conditions

* Decline in exports

Social/Cultural
Environment

* Increased attention on corporations’ social responsibility and creating shared value
* Fair business and redistribution practices from ‘Economic Demaocratization’

* Entrance of silver generation of baby boomers who comprise % of total population
* Greater demand for instant food due to women's advancement in society

* More attention on health and organic products (Well-being)

* Spread of SNS culture

Technological * Increasing need for sustainable innovation in order to meet diversified consumer needs

Environment

» Greater importance for ‘big data’
* Acceleration of softer fusion for efficient manufacturing cost

Success Factors of Paris Baguette's Bakery Franchise Business: Industry Competition and Core Competence Analysis 5



industry: “Regulations Governing Business
Expansions under the Franchise Business Trade
Fairness Act” and “Regulations Governing
Business Expansions under the SME-Suitable
Industries and Total Quantity Policy™ im-
plemented by the Fair Trade Commission,
changes in the political structure and system
due to the presidential election, and the accel-
erated opening of the country’s market due to
the signing of the FTA. Economic environ-
mental factors that influenced the bakery fran-
chise industry included the increase of manu-
facturing costs because of the rise of oil and
grain prices, the shrinking of household con-
sumption due to the long recession, uncertainty
in the American and Chinese markets because
of the global economic slump, and a decreasing
trend of exports.

Further, socio-cultural environmental factors
influencing the market were identified. These
included the increased interest in corporate so-
cial responsibility (CSR), in Creating Shared
Value (CSV), in fair trade and distribution as
a result of economic democratization, the aging
of the baby boomer generation into the silver
generation that accounts for one-fourth of the
population, the increased demand for convenience
foods following the entrance of women into public
life. and the increased interest in healthy and
organic foods due to the fitness trend.

Finally, technological environmental factors
included the spread of SNS technology, the

necessity for continuous technological innovation
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following the diversification of consumer de-
mands, the rising importance of Big Data, and
the acceleration of software fusion to promote

cost-efficient manufacturing.

3.2 Cross-Impact Analysis

Cross-impact analysis is an analytic tool to
evaluate the relationship between factors and
the influence each factor has on the major en-
vironmental factors deduced from the PEST
analysis. Using the major factors identified from
the cross-impact analysis, a cross-impact ma-
trix was created (Proctor, 2000).

This study first deduced the major environ-
mental factors that may greatly affect the do-
mestic bakery franchise industry, using PEST
analysis with expert feedback to find the polit-
ical factors: likewise, it deduced the economic
factors, which were found to include the limit-
ing of affiliated stores’ expansion, the increase
in manufacturing costs, and the decrease in
household consumption: also, the socio-cultural
factors, which were found to be the increased
interest in shared values and the spread of fit-
ness trends. The study then found the techno-
logical factor, which was determined to be the
spread of SNS. The analysis results are dis-
played in Appendix 1.

Each of the six major factors identified above
was given an evaluation score ranging from 2
(negative impact) to 2 (positive impact). As a

result of conducting the cross-impact analysis,



the “increased interest in the creation of corpo-
rate shared values” category was identified as
having the greatest impact, with a total score
of 5 points, making it the core external envi-
ronmental factor influencing the bakery fran-
chise industry (Appendix 2). In other words,
consumer interest in a win-win corporate cul-
ture and CSV greatly influenced the limits on
franchise expansion and increased manufactur-
ing price. This can be interpreted as follows:
as consumers increasingly value the coexistence
between companies and between companies and
laborers, senseless business expansion becomes
harder, and manufacturing costs rise with raw
material and labor costs (Jones et al., 2011).
Furthermore, the shrinking of household con-
sumption and the spread of SNS were found to
influence the bakery franchise industry. When
household consumption shrinks, the company
cannot forcedly expand affiliated stores, and
interest in labor wages, which determine house-
hold consumption, increases: whereas the anal-
ysis suggests that consumption positively af-
fects franchise expansion limits and rising in-
terest in shared values, household consumption
also appears to negatively affect the spread of
the fitness trend (Jung, 2007). Moreover, as SNS
spreads and consumers more actively share in-
formation and knowledge among themselves,
the desire for corporate coexistence increases,
which may heighten the need for corporate so-
cial responsibility, while positively influencing
the spread of the fitness trend (Seo et al., 2011).

On the other hand, the rise of manufacturing
costs and the limits on franchise expansion
were highly dependent on other environmental
factors, The increase of manufacturing costs
was due to franchise regulations, increased civ-
ic interest in shared values, and the spread of
the fitness trend: the limit on franchise ex-
pansion was also affected by the decrease in
household consumption, rising interest in shared
values, and the spread of SNS (Kim et al,
2012). The influence of each factor and the
correlation of the analysis results have been
detailed in the quadrant in Appendix 2.

IV. Domestic Bakery Franchise
Industrial Analysis

4.1 The Five Forces Model of the
Domestic Bakery Franchise
Industry

The "Five Forces Model” suggests that the
competitiveness or the final potential profit of a
certain industry is decided by five basic forces
(Song at al., 2002). These five forces are (1)
intensity of industry competition, (2) threat of
new entrants, (3) buyer bargaining power, (4)
supplier bargaining power, and (5) the threat
of substitutes. By analyzing the factors that
compose each force, a strategy to identify the
profitability and the main sources of competi-

Success Factors of Paris Baguette's Bakery Franchise Business: Industry Competition and Core Competence Analysis 7



tion can be established (Porter, 2008).

Figure 2 displays the Five Forces Model of
the domestic bakery franchise industry, as seen
by related experts and professors. A thorough
analysis deduced from Figure 2 can be found
in Appendix 3, with each item evaluated on a
5-point scale with 0.1-point intervals. The higher
the score is. the higher the threat, and the
greater is the intensity of competition.

A look at the figure above shows that in-
dustry competition intensity scored 3.8 points
and the threat of substitutes 4.3 points, making
these two forces the greatest threats in market
competition, On the other hand, the threat of
new entrants furned out to be relatively low.
This may be explained by the bakery market's
overall maturity, which made entry difficult for
new companies (Park and Park, 2012).

A maijor source of high intra-industry com-
petition is the expansion of major companies into
the franchise bakery industry. Conglomerates
such as CJ expanded into the bakery franchise
as part of their business diversification and with
strong support from its parent company CJ has
been rapidly growing and achieving market
share similar to Paris Baguette. The detailed
analysis has been articulated in Appendix 3.

Meanwhile, the bargaining power of suppliers
also scored relatively high due to the suppliers
of the main ingredients for baking —flour, sugar,
and milk—holding an oligopoly position. Additionally,
the bargaining power of buyers, according to the
standard Five Forces Model, was distributed

8 ASIA MARKETING JOURNAL vol. 15 No.02 July 2013

among affiliated stores and consumers for the
purposes of analysis, taking account of the par-
ticular nature of this franchise industry. Both
scored around 3 points, displaying an average
impact. The threat of substitutes, which scored
over 4 points, appeared to be the most influential.
However, bread is more of a snack than a sta-
ple considering the present Korean food culture
(Ryu et al, 2011), and there are many food
companies that can offer substitutes for bread
as a snack. Cafes, snack bars, noodle stores,
and pastry companies can all be considered
competitors of the franchise bakery companies:
moreover, the mass production bread market
and the window bakery market are also recip-
rocal substitutes, and therefore, competitors.

4.2 Paris Baguette’s Response Strategy
deduced from the Five Forces
Model

Analysis of the bakery franchise industry us-
ing the Five Forces Model showed that among
the five forces, competition intensity within the
industry and the existence of substitutes were
the more serious threats to the industry. Table
3 shows the response strategies selected by
Paris Baguette(PB) in such circumstances.

4.2.1 Response strategy to substitute
threats

First, PB is transforming its simple bakery



(Figure 2> Domestic Bakery Franchise Industry analysed by Five Forces Model

Threat of New Entranis

(+) Not too much capital is required for
entering Bakery Franchise Market

(-) Difficulty in obtaining distribution
¢hannels and economies of scale due to
high fixed costs

(-} Saturated condition of domestic Bakery
Franchise Industry

¥

Bargaining Power of Suppliers

(+) Importance of raw material in Bakery
Industry

(+) Usable raw material other than rice and
flour rarely exists

(-} Bakery firms are important partners for
raw material producers

Competifive Rivalry within an industry

(+) Intense marketing competition among
brands due to industry saturation

(+) Not many firms within an industry. But
big brands such as Tour les Jour exist

(+) High exit barriers and difficulty in
strategic differentiation for each firm

(-) Flexible adjustment for Production line is

Bargaining Power of Customers
Consumers
(+) Not difficult to switch purchasing
outlets
(+) Standardized bakery products
(-) Low consumer integration
Franchisees
(+) High awareness for product information
(+) Regular meetings of franchisees
{-) Difficulty of switching to other brands o
other types of business

possible

Threat of Substitute Produdts

(+) Many substitute products exist including
franchise flour based food, instant food, etc.

(+] High profit making substitute products
and brands exist including Starbucks and
Cafe Bene

2.8
Threat of New
Entrants
34 34
Barganing Barganing
Power of Power of
Suppliers ustomers
©)
3.8 3.3
Competitve Barganing
Rivalry Power of
within an Customers
industry 3]
Threat of
Subsititute
Products
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(Table 3) Paris Baguette's Counterstrategies

Factors of Threat

Paris Baguette's counterstrategies

Threat of Substitute café franchises)

* Redesigning stores as cafes to compete with substitute products(Coffee shops,

Products » Business diversification by SPC through corporate advancement into substitute

industries using its brands such as Bizeun and Pascucci

Intense competitive
rivalry within an
industry

* Global business expansion through exporting

« Providing differentiated service from rival firms by redesigning stores as cafes
* Backward integration through acquisition of milling firms

« Establishment of CSV strategies by expanding contracts with producers

stores into café-style stores. In a mature mar-
ket, categorical boundaries need to be removed.
When an accustomed category no longer ad-
heres to a fixed concept, the values may change
within the existing framework (Kim, 2012).
Moreover, in response to the rapidly growing
substitutes presented by coffee specialty stores
and “café franchises” since 2000, PB's trans-
formation into café-style stores has allowed it
to offer customers new values that were not
available in the existing framework, and has
given it a dominant position over competing
substitutes,

Moreover, increased investment at the SPC
group level into not only Paris Baguette, but
also Pascucci (café), and Bizeun (rice cake
franchise), signifies active expansion into sub-
stitute industries. Pascucci’s business expansion
is an active response strategy, not only to the
threats of the café franchises as a substitute
market, but also as a reverse expansion of
Paris Baguette's luxury product line into the
substitute market.

10 ASIA MARKETING JOURNAL vol. 15 No.02 July 2013

4.2.2 Response strategy to intense
competition

As the analysis has so far shown, the do-
mestic bakery franchise industry has reached
saturation, ie., it has reached maturity. The
era of globalization provides us with oppor-
tunities (Kim et al, 2013). A strategy Paris
Baguette can use in the current situation is
global expansion. In a mature market, consum-
ers are highly informed about the product, and,
therefore, product preference is quite clearly
differenciated (D'Souza & Rao, 1995). This
explains the need to depart from the stand-
ardized domestic market and actively develop
overseas markets in order to generate new
growth and demand. Currently, Paris Baguette
is enlarging its overseas operations, Concentration
is focused on Southeast Asia more than on any
other continent: the logic behind this is that
the market is not large compared to that of
the U.S. and Europe, though demand for the
product remains strong, influenced by the Korean



(Table 4) the state of Paris Baguette's overseas stores

Country China

USA

Vietnam Singapore

Stores 105

24

6 1

wave (Park, 2012).

Another strategy employed by Paris Baguette
against the very intense competition within the
industry is backward integration. When a com-
pany adopts backward integration, it can re-
duce distribution costs and create synergies
from shared resources (Im et al, 2011), allow-
ing it a cost advantage as it can sell at lower
prices than its competitors. By acquiring, in
2008, "Mildawon,” a professional flour process-
ing company, Paris Baguette overcame the
problems of flour's price instability as well as
of flour supply and demand, which was sig-
nificant since flour is the most important in-
gredient (Ryu, 2012). This acquisition has also
greatly helped in improving product quality,
since the company can now mill flour according
to its products’ characteristics,

Finally, CSV can be achieved through direct
contracts with producers. The core principle of
CSV goes beyond the simple demand of corpo-
rate social responsibility and ties business suc-
cess to social development (Porter & Kramer,
2011): moreover, in the 2lst century, “social
enterprises” are receiving great attention all
over the world (Kim, 2012). Paris Baguette's
direct contracts with regional farms can be
linked to CSV, and both parties reap benefits,
as follows,

First, agricultural products used in baking
can be supplied more consistently, and with it
a continuous and stable income can be assured
for farmers. Second, specialized raw material
for bakery products can be acquired. For in-
stance, strawberries used for cakes require a
different quality from that sold in the market.
Therefore, a direct contract with the farm en-
ables the company to request the production of
fruits that can be used in the final product,
which not only ensures stable income for the
farms, but also contributes to enhancing the
product quality and homogeneity of Paris Baguette.
Moreover, cooperation with the production farms
at a regional cluster level allows for joint R&D.
Currently, Paris Baguette is moving ahead with
the formation of a joint corporate body with
farmers in the Pyongchang region for dairy
product manufacture and fresh agricultural
production in order to vitalize the local economy
and realize the value of coexistence, while seeking
to acquire a steady, customized raw material
supply at the same time. Although Paris Baguette
has already achieved remarkable success in the
domestic bakery franchise market, in order to
create a more differentiated corporate image it
must pursue shared value growth (Borgonovi
et al., 2011), which embraces both the economy
and society,

Success Factors of Paris Baguette's Bakery Franchise Business: Industry Competition and Core Competence Analysis 11



V. Analysis on the Core
Competency of Paris Baguette

The analysis of the external environment of
Paris Baguette and the industry has been per-
formed above, As mentioned in the introduction,
assessment of internal capabilities, along with
external environmental and industry analysis,
lays the foundation for strategy development.
For the analysis of internal capabilities, value
chain and VRIO analysis are performed.

5.1 Value Chain Analysis

A value chain is the process by which a com-

pany creates added value through a series of
corporate activities, and is divided into primary
activities and support activities. Support activ-
ities consist of planning, research and develop-
ment, human resource, financial activities, and
accounting, while primary activities are manu-
facture, distribution, marketing, sales, and serv-
ices (Porter, 1998).

Paris Baguette's value chain based on the
data from five interviews and research using
internal data and secondary material is shown
in Figure 3.

5.1.1 Support Activities

Support activities of the value chain are ac-

(Figure 3) Value Chain of Paris Baguette

Leadership

— Chief Executive Officer's Mastership

- Prompt decision makingsystemcentered aroundpresident

Human Resource Management
- Regulartests for patissetie

Support

- Active communication efforts with franchisees utilizing PCC, SRP
- Step-by-stepmanagement training supportfor franchisee owners
- Detailed Store managementutilizing POS and SV dispatch(Manual)

Activities | R&D

— Seeddevelopment for high quality raw material

Active adoption of advanced technologies from abroad

~ Maintaining R&D activities for innovative product development

Procurement z
- Efficient purchasing through hardware establishment of Integrated Purchase System <]
~ Huge cos! reduction by Procurement Standardization through scientific purchase system -
~ In-house MBA program for enhancing purchase capabilities of employees ‘9_
Shipping/ Marketing/ » -
[+
PurchaselLogistics ¥ Production Logistics Sales X Service
+ Using highest quality » - Processing raw « - Flexible logistics « Customized » Securing loyal
raw material material through and shipping through seasonal marketing cuslomers using
produced in good differentiated milling Hub System « Eftactiverse ol Happy Point
. rfes of proxlciion ' Isl:rmrnggdmi a ||+ Feduwtion o Flagship Store
Primary | - siable supply and O pOC e} shipping cost E .
Activities demand of raw o L:i:g through shipping in F:Olllsc:"rg and
“"'"F’ia‘t”"'“‘”.‘ Bake-off system rathas information through
vertical intagration + - Improvement af + Improvement of Trend Hunter, e
« Cost reduction for product guality product freshness Seance
raw material using its through through twice a day Livasales siral
A A g . eqy
buying power :;ag;matad shipping iraining through POS

12 ASIA MARKETING JOURNAL Vol. 15 No. 02 luly 2013



tivities that support and assist the company's
primary and core activities (Lee. Kim. 2011).
In this research, support activities were divided
into (1) leadership, (2) human resource man-
agement, (3) technology development, and (4)
procurement in line with the characteristics of
the bakery franchise industry.

First, leadership requires a quick decision-
making system centered on the CEO. Unlike
listed companies, unlisted companies like the
SPC group do not have to worry about the
stockholders. This enables the CEO to exercise
his management leadership and allows for
quick decision making (Minichilli et al., 2010).
Paris Baguette made the most of this advant-
age and reflected the CEO's intentions in vari-
ous aspects of management. As a result, Paris
Baguette grew into the number one bakery
franchise, Paris Baguette's quality and business
philosophy centering on coexistence stems from
its president, Hur, the owner of the SPC group.
Even with a zero margin, PB continually man-
ufactured and sold high-quality bread. implement -
ing quality-centered management. Moreover, to
promote coexistence with minor bakery compa-
nies and mom-and-pop bakeries, PB decreased
alliance discounts from telecommunication com-
panies (Moon, 2006) and has donated bread to
FoodBank since 1998, reflecting the CEO's phi-
losophy of quality and coexistence underpinning
corporate policies.

Core capabilities can also be found in Paris
Baguette's human resource management, Paris

Baguette manages the service quality of affili-
ated stores by supporting franchise employees
and strives for consumer satisfaction, Periodic
examinations on Craftsman Bread Making have
been administered, supervisors are dispatched
to support store owners and act as manage-
ment consultants to them, and there is even a
support program for those who wish to apply
for an MBA course (Kang, 2012).

Meanwhile, Paris Baguettes R&D section
continually strives for technological innovations,
including developing bakery patents like its
"Tangjong” technique and importing foreign
bakery technology.

In terms of procurement, PB purchases raw
materials specially tailored to suit its products
through a special ordering system. and was the
first in the world to establish the hardware for
an integrated purchase system, By standardiz-
ing procurements through a scientific purchase
system, PB has reduced costs, enabling it to
sell products at a lower price compared to oth-
er franchise bakeries, To support such system-
atic and strategic procurement company-wide,
an in-house MBA program was established to
keep improving the purchase capabilities of
employees,

5.1.2 Primary Activities

According to Michael Porter (1990), primary
activities can be divided into the following five
areas: inbound logistics, operations, outbound
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logistics, marketing & sales, and services,

In the case of Paris Baguette, the strong
points of their inbound logistics can largely be
divided into three categories. First, Paris Baguette
uses top-quality raw material grown only by
good sources, Paris Baguette conducted internal
studies on the optimal mix of materials for
various types of bread, and consequently ob-
tained the required material of high quality
from various sources, Meanwhile, by acquiring
the professional mill company Mildawon in 2008,
it vertically systemized the material supply
system: in essence, a backward integration
(Ryu et al., 2012). Thus, Paris Baguette ob-
tained a stable source of materials as well as
bargaining power in dealing with the powerful
mill industry (Ryu et al, 2012). Besides, an-
other identified internal capability is the reduc-
tion of raw material costs due to the rapid growth
in the quantity it purchases (Paris Croissant,
2012).

Its manufacturing strong points are a raw
material processing method using a differ-
entiated milling technology. the mass production
of homogeneous products using the bake-off
system, and the upward leveling resulting from
such differentiated methods. After the acquis-
ition of Mildawon in 2008, Paris Baguette de-
veloped the optimal flour mix and mill technology.
It was also the first in Korea to adopt the
bake-off system that supplies dormant dough
manufactured in factories to each store, which

then bake and sell directly to the customers,
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thereby enabling the standardization of product
quality. Paris Baguette holds especially high levels
of technology and work methods in processing
dormant dough, which makes the manufactur-
ing aspect its strongest advantage among the
primary activities.

Next, Paris Baguette's strong points in rela-
tion to distribution are the following: elastic
distribution that uses hub systems, reduction of
distribution costs through en bloc delivery, and
the improvement of product freshness through
twice daily deliveries. The most important part
of the aforementioned bake-off system was the
establishment of a logistics system (Ryu et al.,
2012). Paris Baguette raised the efficiency of
the delivery system. improved the freshness of
products, and prevented products from going
bad by means of the “Coolpack™ system that
adjusts temperature and storage time by the
gram twice a day (Ryu et al, 2012).

Paris Baguette's strengths in relation to mar-
keting and sales are specialized seasonal mar-
keting, the effective use of the flagship stores
located in Itaewon's Passioinb and Gangnamdaero,
trend hunting, an autonomous feedback com-
munity such as e-Séance, and real-time sales
strategy coaching through the POS system,
Paris Baguette especially concentrates on max-
imizing sales through the effective use of time-
sensitive seasonal marketing rather than com-
mercial marketing through the media. Also, while
strengthening the brand image through lux-

urious flagship stores or café-style stores, Paris



Baguette differentiates itself from other com-
peting companies by promoting a distinguished
corporate image (Jung, 2011).

Finally, Paris Baguette's strength in relation
to customer service lies in its "Happy Point”
system, which helps achieve customer loyalty.
SPC Group, Paris Baguette's parent company,
issued the Happy Point card, a sort of mileage
savings card, in 2000, to help strengthen cus-
tomer loyalty. It was the first of its kind, The
Happy Point card can be used not only in
SPC-affiliated stores such as Dunkin Donuts
and Baskin Robbins 31, but also in various other
affiliated stores, By establishing the first mileage
system, Paris Baguette has succeeded in im-
proving customer loyalty and increasing re-
purchase rates,

5.2 VRIO Analysis

VRIO analysis, suggested by Barney (1995,
2011), is a framework that can analyze the
continuous competitive advantage of the man-
agement resources of a company from a re-
source-based view, a theory established by
Rumelt (1984). VRIO is a useful analytic tool
in evaluating the synthesis of the management
resource, rarity, imitability, and organizational
characteristics of a company. After Barney
(1995), Collis and Montgomery (1995) sug-
gested additional analysis using VRIO in terms
of durability, appropriability, and superiority,
thereby expanding the VRIO: for the purpose

of this research, however, the VRIO suggested
by Barney was the one used to analyze Paris
Baguette's management resources,

In order to enable VRIO analysis, the man-
agement resources owned by the organization
must first be identified. This research’s value
chain analysis found the major management
resources of Paris Baguette, which are outlined
in Table 5. Major management resources were
deduced from the nine management activities
that compose the value chain in Figure 3, and
experts validated them, with scores ranging
from -2 to 2.

A total of 19 major management resources
were Identified from the nine management ac-
tivities existing on the value chain. Resources
identified as core competencies were (1) the
CEO's artisan spirit, (2) the integrated purchase
system, (3) the quality of the dormant dough,
and (4) the hub system distribution.

First, the craftsman philosophy of SPC Group's
CEO, President Young-In Hur, is the basis for
all employees’ sharing the quality and focused
onsite philosophy. President Hur has empha-
sized thorough sanitation and safety in the
whole process. from manufacturing products to
delivery to customers, and has practiced food
safety management by establishing systems for
quality improvement (Jung, 2012). Such an ar-
tisan spirit was the basis for Paris Baguette
winning the top place two years in a row at the
KS-SQI run by the Korean Standards Association
(Lee, 2012), and the driver behind Paris Baguette
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(Table 4> VRIO Analysis

Resource / Capability Valuable | Rare Ha{d to Exploi!:ed'by Core
Imitate | Organization | Competence

Leadership
oChief Executive Officer's Mastership 2 2 2 2 Y
0 Speedy Decision Making System(unlisted corporation) 1 1 0 0 N

Management of Franchisees
o Regularly held tests for patisseries 1 -2 -1 1 N
0 Educational support such as MBA for franchisee owners 1 =] -1 1 N
0 Management of franchisee owners using POS and SV 1 1 -1 2 N
R&D

© Adoption of advanced technologies from abroad 1 | -1 [ 0 | 1 | N

Procurement
O Integrated Purchase System 2 2 2 2
0 Enhancing pL_lrchase capabilities through in-house 9 0 0 | N

MBA education
Purchase/Logistics
o Uses highest quality raw materials from good areas of | 4 0 ) N
production

o Backward Integration(Acquisition Mildawon) 2 2 0 1

Production
oMass production using Bake-off system 2 . =] 2 N
0 Steam method 0 1 1 0 N
o Dormant dough quality 2 1 2 2 Y

Shipping Logistics
o Shipping in batches using Hub System 2 ‘ 1 I 2 ‘ 2 | ¥
Marketing/Sales
o Effective seasonal marketing 2 -1 =] 2 N
0 Flagship stores P -1 1 1 N
o Market analysis using in-house customer community 1 <2 =] 2 N
o Sales coaching through POS 2 42 -1 2 N
Service

o Happy Point 2 | 2] 1] 1 | N

becoming the leading company in the fierce
quality-driven market of bakery franchise.
The integrated purchase system for procure-
ments was also identified as a core competency.
By introducing the e-procurement system in
2008, Paris Baguette integrated a purchase
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system that depends on hardware, The e-pro-
curement streamlines the organization's purchase
system and enables the procurement manage-
ment division to manage all purchases for the
entire enterprise. From general office supplies

having low unit prices to raw materials and



expensive machines, all departmental purchases
are systematically managed, ensuring the trans-
parency of the purchase and allowing for bulk
purchasing. Moreover, the database derived from
utilizing the system has enabled “scientific
purchases.” This has helped to increase the price
competitiveness of the products, giving Paris
Baguette a decisive cost advantage over its
competitors.

Paris Baguette's third core competency is the
quality of its dormant dough. Dormant dough
is made in the bakery by suppressing the fer-
mentation of dough using a freezer and then
storing it in a fridge (Lee et al, 2044). It is a
critical element in the bakery franchise industry
that must produce bread in large quantities,
The quality of the dough is directly related
to the taste of the bread: hence, the quality
differentiation of the dough leads to taste
differentiation. Paris Baguette, whose bakery
business roots go back to “Sangmidang” in the
1940s, has a marked characteristic in the dough
quality technology. Paris Baguette's dough
manufacturing techniques are based on its spe-
cial know-how: therefore, although competitors
may benchmark the manufacturing facilities,
the mix ratio of ingredients and yeast-based
techniques is hard to imitate.

Finally, Paris Baguette's hub system was sin-
gled out as its main core competency, Effective
use of logistics requires large supply units: plan-
ned transport/delivery: and complex, en bloc
transportation (Im et al.. 2011). Paris Baguette

met the above three requirements through its
hub system, accomplishing both efficiency in
logistics (cost reduction) and high effectiveness
(maintenance of quality). Paris Baguette's
manufacturing plants are dispersed in various
locations, including Sungnam, Daegu, and Wonju,
Having manufacturing points in various loca-
tions enables elastic regional delivery, and while
competitors deliver only once every three days,
Paris Baguette delivers twice a day. The fre-
quent delivery enhances the safety and fresh-
ness of easily decaying products such as sand-
wiches and cakes, allowing for better quality
products to be supplied to the customers, Moreover,
promotional materials are delivered to the stores
on time, allowing for effective marketing.

VI. Conclusion and Suggestion

The purpose of this research was to analyze
the core competency of Paris Baguette, the
leading company in the domestic bakery fran-
chise industry, which is a mature industry.
Paris Baguette, which began as a small bakery
called “Sangmidang.” is recognized as the
strongest in the domestic bakery franchise in-
dustry, with a 73% share in terms of sales, In
this research, five frameworks, that of PEST
analysis, Cross Impact analysis, the Five Forces
Model, a Value Chain, and VRIO analysis were
used to analyze the core competencies of Paris
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Baguette, which has maintained its top position
in the industry over a long period.

The PEST analysis and Cross Impact analy-
sis used to analyze the external environment
identified the limits on franchise expansion un-
der the "SME-Suitable Business™ system and
recent increased interest in CSV as major ex-
ternal environmental factors. Such results could
be negatively interpreted from the Paris Baguette
perspective, but could also present opportunities.
From Paris Baguette's standpoint, creating shared
values was a great opportunity to enhance its
corporate image.

According to the results of the Five Forces
Model applied to industrial analysis of the do-
mestic bakery franchise, the threats of sub-
stitutes and intra-industrial competition were
identified. Paris Baguette's response strategy
toward such threats can be found in {Table 3).
First, in response to the threat of substitutes,
Paris Baguette adopted a strategy of business
diversification by transforming its stores into
café-style outlets and by increasing invest-
ments in SPC-affiliated brands such as Pascucci.
Further, in response to the high intra-industry
competition, Paris Baguette planned and exe-
cuted global expansion strategies, differentiating
through café-style stores, vertical affiliation based
on backward integration, and creating shared
values by the expansion of direct contracts.

Finally, Value Chain and VRIO analysis were
used in core competency analysis to investigate

the management resources of Paris Baguette,
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Out of the nine management activities that form
the value chain, 19 majr management resources
of Paris Baguette were extracted, which were
again analyzed with regard to core competency,
using VRIO, As a result, the CEO's artisan spirit,
the integrated purchase system, the quality of
the dormant dough, and the hub system were
identified as core competencies. Not only did
they greatly affect PB's sales, but these factors
also were found to be highly unique resources
that were hard for competitors to imitate,

By analyzing the lead company in a mature
market, which represents a pioneering work in
Korea, this research serves as a good reference
material for companies in a fiercely competitive
and saturated market.

Our study provides multiple managerial im-
plications for practitioners. First, the role of
CEO mastership to compete in the saturated
market is highlighted. Due to President Hur's
artisan spirit, all employees could share the
confidence on the product quality and his
field-centered philosophy has resulted in gain-
ing market share from competitor in the satu-
rated market. Second. the integrated purchase
systems lower the production cost dramatically,
resulting in cost leadership and guaranteeing
higher margin compared with its competitors,
Paris Baguette's integrated purchase system is
a rarely found example of best practice in the
procurement. Lastly, efficient decision making
process and well-designed hub systems make
an organization flexible and agile in responding



to market signals. Paris Baguette's efficient
decision making process and hub systems are
its valuable assets to gain customers’ love by
catching and applying customers’ needs to its
various marketing campaign programs much
quicker than its competitors,

Suggestions for follow-up studies that can be
done on the basis of this research are as follows,
First. a more in-depth research on Paris
Baguette's CSV is necessary. Paris Baguette is
currently performing and planning various CSV-
related activities, and these activities would
surely be an interesting research topic. Also, by
investigating CSV cases, not only of Paris
Baguette, but also of the whole restaurant in-
dustry, such research would become meaningful
at the present juncture where “coexistence” is
becoming a greater issue. Another research
suggestion is the need for quantitative research
on coexistence, With the current "SME-
Suitable Business Act” and “Total Quantity
Limit"™ regulations, the expansion of existing
franchises has been limited. A question that
can be asked at this point is “Does the fran-
chising of large companies negatively affect
small stores?” If the economic effects could be
deduced from quantitative data, a clear direc-
tion for CSR and the validation of the current
regulations’ legitimacy may be provided.
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Appendix 1. Cross Impact Analysis Matrix on the External Environment
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Appendix 3. Five Forces Model

Appendix 3 contains a detailed analysis of the five forces that make up the Five Forces
Model as mentioned in the present study.

1) Threat of New Entrants

1.9
Economies of Scale

1.6
Industry’s future growth

4.5
Need for capital in entering market

25
Retaliation for
markel entrance

Switching costs for
purchasing raw material

Easiness in obtaining Government Regulations
distributionchannis 3
21

Barriers to new entrants act both as a device to maximize profits for existing companies and

as factors negatively affecting the market entry of new companies (Orr, 1974). A closer in-
spection of the general factors reveals that the bakery franchise industry poses some barriers to
new entrants, proving to be somewhat difficult for newcomers to join. The public opinion of the
industry is, however, that with appropriate know-how, it is easy to open a small shop. Recently,
the “Win-Win Growth Committee” accepted the Korean Bakery Association’s request for des-
ignating the bakery industry as an "SME-Suitable Business”. With it, the growth of large bak-

ery companies was regulated to a certain extent, and the barrier to new entrants lowered.

2) Industry Competition Intensity

4
Size of rival firms

4.6 4.5

Exit barriers Industry growth
25 4.5
Differences of each Fixed Cost/

firm's strategy Inventory Cost

Product Differentiation
46

Production capability's
gradual variability
2

Consumer Loyalty
4.2
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As the intra-industry competition intensifies, cutthroat competition prevails, thereby decreas-
ing the profits of companies, With the increasing number of enterprises, the more similar their
size, the greater the competition becomes (Porter, 2008). With regard to size, the leading com-
pany, Paris Baguette, had 2,675 stores in 2011, while Tous Les Jours had only 1401 stores
(Industry and Economics Division of Hankyung.com, 2012). Although Tous Les Jours size is
only 52% of Paris Baguette's, Tous Les Jours is an affiliated brand of CJ, a conglomerate hold-
ing various media and commercial-related business firms. Therefore, it has great growth poten-
tial, supported by its parent company, and with that potential in mind, it was given a relatively
high score in terms of size among similar companies.

Meanwhile, when the growth potential of an industry is low, competition intensifies (Porter,
2008) since market saturation occurs quickly. Not only has the domestic bakery franchise mar-
ket become saturated, but the outlook on the industry is also gloomy (Korea Chamber of
Commerce and Industry, 2012).

3) Bargaining Power of Suppliers

4
Raw material supplier industry's
degree of intensity

1.5 4.5
Backward integration of Substitute products for
raw material suppliers raw material supplier's products

3.5 : ‘
Raw material industry’s V) Importance of bakery industry to

product differentiation raw material su.slpplier industry

Importance of raw material supplier
products to bakery business
5

The bargaining power of suppliers can put pressure on companies when suppliers raise supply
costs, thereby pushing up market prices, which become a burden for companies that buy from
them (Porter, 2008). Flour, sugar, and milk, the main ingredients for bread, are as basic as ma-
terials can get, and almost no substitutes exist. Rye, the representative substitute for flour, is
naturally sour, so consumer preferences are divided (Heinio, et al., 2003). Therefore, the mere

Success Factors of Paris Baguette's Bakery Franchise Business: Industry Competition and Core Competence Analysis 25




fact that no ingredient substitutes exist acts as a substantial threat: and in the same context,
the importance of ingredient suppliers also acts as a major threat in the bread industry.

4) Bargaining Power of Buyers
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The analysis of buyers bargaining power was divided into the two groups of consumers and
affiliated groups, due to the characteristics specific to the bakery franchise industry. From the
franchise company's perspective, both affiliated stores that receive goods and pay the franchise
company and consumers who consume the products through the affiliated stores are all con-
sumers and buyers of the product, thus constituting two different consumer groups (Van
Ravens, 1994).

First. from the consumer’s perspective, consumers can easily gain information on the taste and
smell of the product through acquaintances and Internet posts (Grunert & Ramus, 2005). Also,
as consumers product standards are becoming increasingly refined (Siderera, 2005), so are the
consurner demands on bakeries (Jung and Min, 2011). Such factors give consumers high bar-
gaining power in relation to bakery franchise companies.

Meanwhile. if the buyer is viewed in terms of affiliated stores, a different result can be
deduced. When an affiliated store changes the supplier, it means it changes the franchise com-
pany it has contractual agreements with (Fair Trade Commission, 2011). From the affiliated
store’s perspective, such changes incur high costs (Kim et al, 2011). However, since affiliated
stores are the places where consumers purchase the franchising company's products, they dem-
onstrate a higher demand for product quality than do consumers.
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5) Threat of Substitutes
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Out of the five forces that compose the Five Forces Model, the greatest threat to the domes-
tic bakery franchise industry is that of substitutes.

Although bread is partially a staple product (Lee, 2012), for now it is consumed more as a
snack (Ryu et al, 2011). Therefore, the entire food industry such as the café industry, con-
fectionery industry, and the flour food industry can all be considered competitors providing
substitutes. The existence of various substitutes itself acts as a great threat.

Meanwhile, among the various substitutes, the café industry is considered the one having the
highest return compared to the bakery franchise industry (Kochak, 2000). The Korean café
market has grown rapidly over the last few years (Lee and Lee, 2011). If this trend continues,
it will become the main threat to the domestic bakery franchise.
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