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Abstract: The growth of cultural firms is important in developing local economies, enhancing
employment, and improving urban sustainability, but it is difficult to achieve in fragmented industries
that are populated by the smallest firms and offer a particularly unfavorable context for growth. The
study takes a contingency perspective and contributes to both the literature on business strategy
in fragmented industries and that on the growth of small and medium-sized enterprises (SMEs)
by identifying the strategies implemented in a fragmented cultural industry, determining which of
them are associated with a firm’s expected growth, and finding the few firm-specific factors that
are associated with growth. It also complements the extant literature on art galleries by looking at
them from the understudied strategic perspective. Suggestions for practitioners and policy makers
are included.

Keywords: firms’ growth; competitive strategies; cultural industries; art galleries; fragmented
industries; urban sustainability; cluster analysis

1. Introduction

Small and medium-sized enterprises (SMEs) are considered the engine of job creation
and local economic development [1] and are therefore crucial to both developing and
developed economies [2,3]. This is particularly true for SMEs operating in cultural indus-
tries, as they have a social role beyond their economic one, not only improving the economic
welfare of the areas where they are located but also positively contributing to the quality of
urban life [4,5]. In cultural industries especially, however, which suffer more than others
from a lack of managerial skill [6], the economic sustainability of SMEs can be fragile due
to limitations related to their size [7–9]. Growth can therefore represent a strategic goal for
ensuring sustainability over time, making SMEs resilient to the threats of competition and
the characteristic uncertainty of cultural and creative industries [10,11].

Cultural industries are populated mostly by SMEs and, in some cases, by smaller micro
firms [12], defined by the European Commission [13] as those with fewer than 10 employees.
For all these firms, understanding which competitive strategies to follow for growth is
crucial, as their small size makes it difficult to implement the range of strategies that have
been identified in research on larger firms. Therefore, studies are needed that look at SMEs
and micro firms, including those competing in fragmented industries (i.e., industries in
which no competitor has a sufficient market share to influence its competition) [14]. While
it is accepted that SMEs are different from large firms [15], as stressed by Singh et al. [16],
there has historically been a lack of empirical research on their strategies.

Commercial art galleries (henceforth, art galleries) do not produce artworks but are
traders of artworks. Consequently, artists are their “suppliers”. According to the European
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Commission [12], art galleries, as art traders, are included among the six functions of the
cultural sector, which is part of the cultural and creative industries (also see Roodhouse [17]).
They provide an interesting context for analyzing competitive strategies and firm growth
not only because of their cultural dimension but also because they are part of an industry
that is fragmented worldwide [18] and in which growth is particularly challenging.

Among the focus and niche strategies (based on specialization), business strategy
scholars have traditionally identified those that can be implemented in a fragmented
industry [14,19]. They have also highlighted that acquisitions and cooperative agreements
are important means of growth in such industries [14,20,21]. It is unclear, however, whether
those strategies prevail in the art gallery industry and represent “the” way to compete.
More specifically, we do not know whether art galleries tend to employ only focus or
niche strategies or which specific competitive strategies are associated with their growth.
Furthermore, while the literature on the growth of SMEs has identified important variables
within a set of internal factors that can be correlated to growth (for example, type of
firm strategy or ownership) [22–25], we do not know which of them are relevant for art
galleries, as few researchers have focused on their strategies and managerial choices with
few exceptions [26–28]. Filling this gap is important not only to extend and test theory
in cultural sectors and industries but also because smaller cultural firms often lack the
necessary managerial competencies to autonomously identify which strategies are more
appropriate for effective competition and growth. Said differently, there is a practical need
to better understand such firms to enhance their success and growth and facilitate the
positive impact they can have at a higher level. Indeed, as art galleries are part of the
cultural industry, their growth may be an important target for policy makers as shown by
the European Union’s interest in national and regional bodies’ support of cultural firms’
competitiveness and growth [29]. Furthermore, art galleries share managerial concerns
with traders that compete in similar markets (such as retailers of antiques or of designers’
and artisans’ products) and that could benefit from a study of art galleries.

This early study, through a survey of the owners or managers of a sample of Italian
art galleries, aims to answer the following research questions: which competitive strategies
are implemented by proactive art galleries and, in particular, which competitive strategies
do characterize growth-oriented art galleries? Do growth-oriented art galleries follow a
consolidation strategy? Which internal structural factors of art galleries are correlated with
expected growth?

We discovered a typology of competitive strategies that include, but are not limited to,
the focus and niche strategies that have typically been considered for fragmented industries;
from a methodological standpoint, the competitive strategies revealed by a cluster analysis
were subsequently employed among the independent variables in a Logistic Regression
aimed at explaining expected growth. We found that most growth-oriented art galleries
follow a focus strategy that combines cost and differentiation advantages, that they are not
more oriented toward consolidation than others, and that only a very limited number of
firm-specific factors affect art galleries’ expected growth.

This study contributes to the literature on strategy by testing and complementing
studies that approach competitive strategies from a contingency perspective (specifically,
those that look at firm strategy in combination with an industry’s characteristics, such
as [30]) by applying them to SMEs and micro firms that compete in a fragmented cultural
industry. We also identify which strategies and firm-specific factors are associated with the
expected growth of art galleries, providing lessons for them and perspectives for future
research. In doing so, we extend to a cultural industry the analysis of the impact of internal
factors on the growth of firms. Finally, we offer suggestions for practitioners and for policy
makers who aim to enhance art galleries’ growth as a way to improve the quality of urban
life and enhance economic development at the local level.

The paper is structured as follows. Section 2 describes the main features of art galleries
and the art gallery industry, and Section 3 reviews the literature on strategies for competing
and growing in fragmented industries. Section 4 describes the methods, and Section 5



Sustainability 2021, 13, 5057 3 of 19

provides the results. A discussion, policy implications, and advice for practitioners are
offered in Section 6, followed by the conclusion in Section 7.

2. Art Galleries

A work of art can be bought directly from the artist or owner without an intermediary,
from auction houses, from private dealers or galleries (public dealers), or, for certain
categories of goods, from web-based intermediaries, such as eBay [31]. Thus, galleries
are part of the art market along with major auction houses, smaller auction houses, and
collectors who sell works of art directly [32]. The role of galleries in the art market was
established in the 1880s [33], when galleries, as dealers, became a driving force in the art
system. For over a century, they have played a central role for artists needing to reach
potential customers [28], representing the most effective known channel [34].

Art galleries are recognized as playing a social and cultural role. First, they are
considered public dealers (in contrast to private dealers) because the public is invited to
visit their exhibitions even without intending to buy. By thus increasing access to the artists’
work, they serve as cultural agents in society, as do public or non-profit organizations, such
as museums and archeological sites. Second, due to their double dimension as business
and cultural players, they contribute to improving the quality of urban life, attracting
artists who can be drivers of gentrification [35] and, as retailers, having a social impact in
terms of urban resilience and urban sustainability [36].

According to the European Fine Arts Fair [18], art galleries are typically SMEs, and
the great majority are one-person firms (in which the owner is the only worker). This is
because the main resources required to compete in this industry are competencies rather
than financial resources, so SMEs and micro firms can survive and compete effectively.
Additionally, sales tend to be erratic, so personal relationships and the ability to advise
artists are crucial and more important than size. Finally, the entry barriers are low. Although
size is not a key success factor for art galleries, larger firms can exploit their greater
financial resources to buy many pieces of art from the same artist, broaden the range of
their offerings, and recruit viable artists, thus taking advantage of economies of scale. As
noted by Caves [37], the “dealer gains a critical mass advantage in drawing the attention
of art writers” [37] (p. 46) and other opinion leaders, can use diverse communication
channels to establish and maintain contact with customers (including those abroad), and
can develop and support its brand name, widening its geographic scope. These advantages
are important in the context of macro trends that have recently affected art galleries globally,
such as the increasingly prominent role of social networks, the globalization of tastes and
clients, the growing importance of art fairs (most of which have become brands), and the
introduction of new regulations.

Art galleries are subject to the so-called nobody knows property [37], which makes
them highly dependent upon customers’ tastes and requires flexibility. Firms operating in
cultural industries face high uncertainty and a constant oversupply of creative labor [11],
which affect not only those who produce artworks but also distribution channels. For
galleries, this means having to choose from a vast number of artists and artworks that they
will offer to their customers while competing with differentiated competitors and deal-ing
with extremely uncertain and unpredictable demand. In galleries, we find two distinct
dimensions that are always in dialogue with each other: the capitalistic one, which is typical
of every kind of business, and the aesthetic one, which, as noted by Crane [38], is typical
of cultural institutions. Consequently, an art gallery’s value proposition is multifaceted.
It comprises the accumulated works of art that the gallery presents and sells, the range
of artists and products it offers, the services it offers to visitors and collectors (such as
seminars, meetings with artists, and temporary exhibitions), and other peripherals, such
as the receptions it organizes and the catalogues and papers it prints. Robertson and
Chong [31] emphasize that these dealers have three levels of consumption and diverse
types of consumer: spectators, collectors, and investors/speculators. Art galleries, in
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addition to dealing with uncertainty and the evolving variety of customers’ tastes, must
also address concerns related to competing in a fragmented industry.

3. Literature Review of Competitive and Growth Strategies in Fragmented Industries

A fragmented industry has been defined as “an industry in which no firm has a
significant market share and can strongly influence the industry outcome” [14] (p. 191).
In fragmented industries, both entry and mobility barriers are low, resulting in a zero-
sum or negative-sum game that is characterized by head-on competition among firms
for resources and customers [39]. The economic sustainability of firms competing in a
fragmented industry can therefore be challenging, especially for those with a cultural
dimension and therefore a cultural and social role, as the negative consequences of failure
can be relevant not only at the firm level but also at the local level. It is therefore useful to
identify which strategies are associated with growth, as growth strengthens firms, makes
them more resilient to threats, and benefits the economic welfare of society.

Below, we summarize the literature that is relevant to our study, considering competi-
tive strategies in fragmented industries, growth strategies in fragmented industries, and
firm-specific structural factors that are correlated to firm growth.

3.1. Competitive Strategies in Fragmented Industries

The literature on competitive strategies in fragmented industries is scarce and has
been shaped mostly by Porter [14], who was the first to identify strategic moves to cope
with fragmentation. Fragmentation is considered a relevant industry feature that should
affect the choice of appropriate strategy from a contingency perspective [30,40], that is,
a perspective from which not all strategies are equally effective in a given environment.
Stemming from organizational studies on leadership [41] and known for the emphasis
on the relationship between strategy and structure [42], the contingency theory posits the
importance of the fit between environmental (external) and firm (internal) factors as an
explanation for firm performance. Therefore, specific characteristics of the environment
would require different firm structural characteristics [40,43], and changes in the environ-
ment would require firm structural changes to reach a new fit and a better performance [44].
As fragmented industries are characterized by specific features, not all strategies and struc-
tures are considered appropriate. While the contingency theory was developed looking
at large firms and to their organizational structure, when we consider small and micro
firms, we do not find significant differences in terms of organizational structure. Micro
firms, for example, tend to have a flat, horizontal structure with few employees and are
centered on the owner [45], regardless of their industry and strategy. However, small
and micro firms can differ as far as other internal structural characteristics linked to their
competitive strategies are concerned. According to Porter [14], strategies for dealing with
fragmentation can use a group or network structure (tightly managed decentralization
and “formula” facilities), specialization (by product type or segment, by customer type,
and by type of order), focus (on a geographic area), cost control (bare bones, no frills),
or backward integration. Most of the strategies identified by Porter are characterized by
focus and specialization and, together with a cost leadership and differentiation strategy,
represent Porter’s generic competitive strategies. Therefore, employing Porter’s approach,
we would expect a focus or niche strategy to be implemented in a fragmented industry.
This is consistent with other research on SMEs, for example, [46,47] that recognizes that
many small businesses, i.e., the key players in a fragmented industry, lack resources and
have no other option than to implement focus strategies. Therefore, they tend to target
geo-graphic-, product-, or service-based niches that they perceive to be less complex and
more stable while avoiding uncertain environments in which they may achieve suboptimal
results [48]. Other researchers, by contrast, have found that smaller firms sometimes do
not follow the generic focus strategy of Porter, who, based on a single type of competitive
advantage (cost vs. differentiation), identified either a cost focus or a differentiation focus
strategy. These researchers have shown that SMEs can pursue both types of advantage
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simultaneously. For example, Leitner and Güldenberg’s [49] study of small Austrian firms
found that a combination strategy can succeed, underlining the positive role of technologies
in allowing small firms to be simultaneously cost- and differentiation-oriented. Similarly,
Miller and Dess [50] found that firms combining differentiation and price leadership were
the most successful across industries.

Consistently with what the literature on this topic suggests, we expected art galleries
to pursue either a focus or a niche strategy, as they are SMEs and micro firms that compete
in a fragmented industry, and to find that some art galleries seek to combine a cost focus
with a differentiation focus in facing their competitors. We did not expect to find any broad
scope strategy.

We formulated the following hypothesis:
HP1: Art galleries will use either a focus strategy or a niche strategy based on one

type of competitive advantage or will use focus and niches strategies that combine cost
and differentiation advantages but will not use broad scope strategies.

3.2. Growth Strategies in Fragmented Industries and the Role of Firm-Specific Structural Factors

For firms competing in fragmented industries, a key objective is overcoming the
challenges related to fragmentation, which some of the literature on fragmented industries
suggests can be achieved through consolidation. Indeed, some researchers have identified
consolidation via M&As or cooperative agreements as a way to effectively compete and
grow in a fragmented industry. Dollinger [20], for example, posits that collective strategies
are possible in fragmented industries, albeit less visibly than in concentrated industries,
suggesting that SMEs in fragmented industries can, in aggregation, find a way to compete
with other SMEs. Additionally, Hill and Jones [21], underlining the related advantages, de-
scribe four strategies for the consolidation of fragmented industries: chaining, franchising,
horizontal mergers, and use of the internet. In pursuing these strategies, many small busi-
nesses aggregate or consolidate into one entity. This, according to Resch [27], is occurring
among some art galleries adopting new business models. Aggregation and consolidation
can increase the number of customers addressed, broaden the range of products offered by
firms, and extend the target geographic market. In many industries, all these objectives
have organically become easier to achieve through use of the internet as both a marketing
tool and an e-commerce channel. This is not common in fragmented industries, however,
in which firms rarely evolve beyond the minimum size. This is in line with the idea that the
“munificence” and dynamism of the environment, including the intensity of competition,
play a relevant role in growth, especially organic growth [51]. Therefore, achieving organic
growth is particularly challenging in a fragmented industry. However, Porter [14] suggests
that overcoming fragmentation is possible when a firm, eliminating some factors that
underlie fragmentation, manages to exploit economies of scale and experience.

Based on the important role that consolidation can have in overcoming fragmen-
tation, we expected that growth-oriented art galleries would be more oriented toward
consolidation than others. We therefore formulated the following hypothesis:

HP2: Growth-oriented art galleries will be more consolidation oriented than others.
The literature on the growth of SMEs and micro firms is mostly entrepreneurship

literature, focused on the role that entrepreneurs and their orientations play in firm per-
formance. Less research examines the impact of firm strategies and firm-specific factors
on their growth, particularly in the case of SMEs and micro firms (for a summary, see
Davidsson et al. [22] and Gupta et al. [24]). Studies taking this perspective, sometimes
achieving mixed results, have identified the antecedents of growth in firms’ strategies and
internal factors, such as a firm’s age, size, location, legal form, ownership, and compe-
tencies [22,51–54]. For example, in some studies, age has been found to relate negatively
to growth [55,56], suggesting that younger firms grow more rapidly than older ones but,
un-like older ones, must be aggressive in terms of marketing to succeed [51]. Size is a
controversial antecedent of growth; while some researchers have found a negative correla-
tion of size with growth, others have found a positive one, and some evidence suggests
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that age and size negatively affect the growth of only young SMEs [57]. Similarly, other
factors, such as location, ownership, and competencies, have been found to affect firm
growth [22,25,58–61]. Location is crucial for small retailers [62,63], and various locations
can impact firm performance. Regarding family ownership, the results of previous studies
are mixed [23,25] and reflect the double-edged role of families as owners. On the one hand,
they can have a positive role by guaranteeing continuity and a long-term perspective, while,
on the other, it is recognized that families often do not pursue growth but instead privilege
firm survival and socioemotional wealth, seeking to avoid the risk of losing control of the
firm [64,65].

In the resource-based view of firms, we can see competencies as unique resources that
can positively affect performance through the development of a competitive advantage [66].
We must consider, however, that various competencies are relevant depending on the
industry or type of firm and that some studies have found evidence that, under specific
conditions, better performance depends on a wide spectrum of competencies [67]. In
the art gallery industry, there are reasons to suspect that the internal factors mentioned
above are also relevant for art galleries. For example, location (city center vs. periphery)
should be relevant in terms of firm image, accessibility, and costs, while size could be a
proxy for resources that a firm can rely on, and specific competencies may be positively
correlated to growth. As we found no specific suggestions in the literature regarding
art galleries, however, we conducted an exploratory analysis to determine which of the
strategies implemented by art galleries and which firm-specific factors (drawn from the
litera-ture on growth) affect an art gallery’s expected growth. To those existing factors, we
added the existence of cooperative agreements, both because they have long been found to
be positively correlated to small firms’ and retailers’ growth [68] and because they have
emerged as factors relevant to consolidation in fragmented industries, including in some
studies on the business models of art galleries [27]. We also considered the gallery type [69],
a firm-specific factor that characterizes firms in this industry.

4. Methods
4.1. Research Design and Sample

To analyze the strategies of art galleries and answer our research questions, we focused
on the Italian market. Italy is traditionally a leading country in the visual arts and plays
an important role in the art trade. As in other countries, the Italian art gallery in-dustry
is fragmented, even though the number of galleries is declining (Figure 1). In 2018, Italy
had 1990 art galleries [70], most of which were traditional, one-person firms that, primarily
because of their very small size, we did not expect to be of particular analytical interest
from the strategy and growth perspective. Consequently, a sample of art galleries was
selected that included the 319 art galleries that could be considered proactive, as they
participated in at least one of the five important Italian fairs (Artissima, Miart, Mia Photo,
ArteFiera, and ArtVerona) [71–75] in the period 2016–2017. Participation in such a fair
requires financial resources and competencies that are also important for growth. Therefore,
galleries that participate in fairs offer a good sample for studying growth strategies and
may serve as a benchmark for the others.

Worldwide, mainly due to firm size, there is a degree of opaqueness in the art gallery
industry. Consequently, it is very difficult to get information on galleries’ performance [18].
This is true in the Italian market, so using secondary data as a source for our study was
excluded from the beginning for that reason and because this study looks at strategies and
their expected impact on growth. We therefore conducted a survey to obtain information
on expected growth as well as qualitative information on the strategies imple-mented by
the sampled art galleries.
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A rather long questionnaire was developed and submitted to the owner or manager
of each art gallery, accompanied by a short explanation of the study’s objective. The
response rate was 32.6%, with a total of 104 valid questionnaires. In this survey, we
asked many questions and collected data and information on the art galleries’ features,
institutional choices, customers, products and services, resources, and perceptions of their
own competencies. Perceptions are relevant in the development of strategy, as they drive
top managers’ decisions and affect strategy formulation (for a literature review on the
topic, see Özleblebicia and Çetin, [76]), so we considered them relevant to understanding
and classifying the art galleries’ strategies. We also gathered information about expected
sales revenue trends for the next three years (2018–2020) to determine which strategies are
associated with expected growth and to identify which firm-specific factors can enhance
or hinder growth. Our sample is homogeneous in terms of industry but heterogeneous in
terms of strategies, business models, and growth expectations.

4.2. Data Analysis

The data analysis was conducted in three stages: selection and reduction of variables,
cluster analysis, and logistic regression.

(a) Selection and reduction of variables
According to Porter [14], competitive strategies can be classified based on firm scope

and competitive advantage, which leads to the identification of the following generic
competitive strategies: cost leadership, differentiation, cost focus, and differentiation focus.
In looking at competitive strategies for fragmented industries populated by SMEs and
micro firms, however, and consistently with the literature summarized in Section 3, we
considered that such firms tend to be characterized by specialization or by a focus on
product type, product segment, customer type, type of order, or geographic area. To
consider both the generic competitive strategies and the specialization of firms, this study
selected 12 variables (some of which are specific to the industry) to classify the strategies
implemented by the sampled firms. Eight of the variables—gallery area, number of
branches, percentage of primary market, minimum price charged, number of artists dealt
with, range of artworks sold, range of services offered, and intensity of services—referred
to the value proposition and were used to analyze the orientation to cost or differentiation
of the galleries. The other variables (percentages of large collectors, investors, small
collectors, and occasional customers) provided information on the weight of various
customer segments and were therefore used to characterize the galleries’ strategies based
on the broadness of their scope. These variables represent the dimensions used to establish a
taxonomy of competitive strategies in the art gallery industry by means of a cluster analysis.

To avoid potentially controversial aspects of cluster analysis, such as multicollinear-
ity [77], a Principal Component Analysis (PCA) was carried out [78,79], as Bartlett’s test of
sphericity (χ2 = 267.199, df = 66, p-value = 0.00) rejected the null hypothesis of no correlated
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variables. The solution with seven factorial axes, explaining approximately 80% of the total
variance, was retained. The seven principal components (PCs) were then used as input
variables for the strategy classification study.

(b) Cluster analysis
To develop a taxonomy of the sampled art galleries’ strategies, we performed a

cluster analysis, a type of analysis used mainly in early and exploratory studies [48].
In clustering strategies, the dissimilarities among instances are calculated according to
Euclidean distance. The choice of this metric was appropriate because, as the principal
components were uncorrelated, no further weight of variable redundancy was needed.
Based on this distance matrix, a hierarchical algorithm (using Ward’s method) was then
applied to form the clusters, assigning each gallery to a specific group. A clear solution with
a fixed number of separated groups was not immediately recognizable, so the Silhouette
Index (SI) [80] was calculated to rank possible alternative partitions.

The SI contrasts cohesion within clusters and separation between clusters by compar-
ing the similarity of each instance to its own cluster and to other clusters. The SI value for
each instance ranges from −1 to +1; high positive SI values indicate a good match between
the instance and the assigned cluster, while the opposite indicates a poor match. The
synthetic measure for the sample was obtained by averaging the single instances’ values.

Table 1 shows the average values of the silhouette for various partitions, with a
maximum number of clusters equal to seven. According to the results, the best solution
(corresponding to the maximum value of SI) was the one composed of five groups.

Table 1. Number of clusters with corresponding values of the silhouette index.

Number of Clusters Silhouette

2 0.0968
3 0.1082
4 0.0976
5 0.1206
6 0.1102
7 0.1043

The clusters identified at this stage were described using the variables summarized
in the PCs and were further qualified through additional variables, most of which related
to the firms’ structures. The second stage was crucial for characterizing the strategies
identified by the clusters.

(c) Logistic regression
In the third stage, the impact of the observed strategies on growth was investigated

using a forward-looking perspective. Therefore, a logistic regression was estimated in
which the dependent variable was a subjective evaluation of the sales growth expected
by the respondents. The dependent variable expected growth has been coded in terms of
expected sales growth for the three years after the survey; it takes the value 1 if sales are
expected to grow in the next three years and the value 0 otherwise. Growth has often been
operationalized in terms of sales increase [30,54,81], and we have done the same.

Consistently with the literature summarized in Section 3, we used as independent
variables the type of strategy implemented (using the five competitive strategies emerging
from the previous cluster analysis) and several firm-specific factors potentially relevant to
growth: type of gallery, location (center/periphery), legal structure, ownership (measured
as family/non-family gallery), presence of agreements (equity agreement, non-equity
agreement, equity/non-equity agreement), presence of competencies (marketing, sales, art
management, graphic/communication, artistic), gallery age, and gallery size (measured by
the number of employees).

Candidate variables were selected using a backward procedure. The procedure started
from the complete model with all the regressors, and, at each step, the least significant
variable was removed. Rather than using the standard level of significance (alpha = 0.05),
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we set alpha at 0.1 to balance bias and the small sample size [82]. The removal testing,
based on the probability of the likelihood-ratio statistic, eliminated several variables, so the
final regression resulted in a limited subset of variables.

5. Results

The first result of the analysis is represented by a taxonomy of the strategies carried out
by the sampled art galleries. Five strategies emerged from the analysis, each corresponding
to a specific cluster and characterized by both the variables used to obtain the clusters
(Table 2) and relevant internal characteristics (Table 3). We also report some variables
leading to nonsignificant comparisons among the clusters to provide a more complete
characterization of the strategies.

Cluster 1: Cost and differentiation focus strategy
This cluster contains 33 art galleries (32% of the sample) with an average size of

1.70 employees. Their competitive strategy is defined as cost and differentiation focus as
characterized by both a low minimum price charged and a small–medium range of products
and services (the range is not great because, for example, the galleries are less oriented than
others toward supplying face-to-face services, such as meetings and seminars). Art galleries
in this cluster operate mainly in the primary market (i.e., they buy artworks di-rectly from
artists) and deal with a low number of artists. Regarding geographic scope, they seem to
be more locally oriented than others, with around 40% of their customers coming from the
same region as the gallery (a percentage that is significantly higher than that of Cluster 5),
and they have the lowest percentage of foreign customers. They are also focused on small
collectors, who account for slightly more than 50% of their customers. In sum, this strategy
is characterized by a focus on various dimensions (customers, geo-graphic area, artists)
and by a combination of cost and differentiation advantage.

Cluster 2: Differentiation strategy
This cluster encompasses 17 galleries (16% of the sample) that were the largest in

terms of number of employees (the average being 5.06 employees). They are characterized
by a wide range of products and services, by a broad scope in terms of customers addressed
(with diverse types of customer, both domestic and foreign), and by a service intensity
(the number of services supplied) that is among the highest. Specifically, they are more
oriented toward supplying face-to-face services (e.g., meetings with artists) than the others
(significantly more than the galleries in Clusters 4 and 5). Considering the above elements,
it is possible to classify their strategy as a differentiation strategy.

Cluster 3: Service-focused strategy
This cluster comprises 35 art galleries (34% of the sample), whose average size was

3.42 employees. The range of works they sell is medium–high, but this cluster is the one
most characterized by service range and intensity (with a more intensive combination of
seminars, meetings, cocktail events, and catalogue publications). This is why the strategy of
these galleries has been termed service focused. The art galleries in this cluster specialize in
large collectors (55% of their total customers), including both individuals and in-stitutions
(for example, museums), without any geographic focus. Given the emphasis on services
and the role of large collectors, this strategy can be considered a typical focus strategy.

Cluster 4: No-frills focus strategy
Only seven galleries (7% of the sample) belong to this group. These galleries are the

smallest, with an average of 1.43 employees. For them, the primary market is dominant,
and the minimum price charged is the lowest. Even the range of products is quite narrow, as
is the range and intensity of services provided to customers. These strategy characteristics
reveal that these firms are highly cost oriented. The galleries in Cluster 4 mainly target
dealers and investors, which account for around 59% of their total customers, showing that
this is a strategy with a cost focus on a customer segment.
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Table 2. Summary statistics of variables used in cluster definition via PCA (mean, standard deviation, ANOVA F statistic, and significance).

Cluster Area (sq.
Meters)

No. of
Branches

Primary
Market

(%)

Minimum
Price

No. of
Artists

Range a of
Artworks

Range b of
Services

Service
Intensity c

Large
Collectors

(%)

Investors
(%)

Small
Collectors

(%)

Occasional
Customers

(%)

1
Mean 262.5 1.12 87.41 1011.11 16.47 3.03 3.3 15.7 20.63 6.69 50.88 24.16

SD 410.8 0.33 25.48 836.35 8.63 1.96 1.16 9.45 19.23 8.4 23.72 23.27

2
Mean 251 1.41 51.33 2138 51.35 5.65 4.35 19.75 40.75 20.31 27.25 13.63

SD 166.22 0.8 33.83 3074.17 45.01 1.93 1.27 8.79 20.25 13.16 21.09 13.4

3
Mean 202.73 1.71 84.66 1479.17 18.73 4 5.14 23.94 55.47 14.06 22.66 7.78

SD 134.29 1.14 20.32 1242.91 7.91 1.88 1.12 21.24 17.05 11.44 14.55 7.01

4
Mean 144.29 1 87.86 1566.67 16.17 2.86 3 11.71 10.71 59 19.57 10.71

SD 65.28 0 17.29 1129.01 6.74 1.46 1 5.94 8.38 15.93 22.01 10.97

5
Mean 131.82 1.17 45.42 3227.27 18.11 3.08 3 8.42 68.42 10.83 11.92 7.17

SD 63.85 0.58 40.14 2705.21 12.88 1.16 1.13 3.8 15.22 11.08 6.97 7.83

Sample Mean 217.5 1.36 75.8 1670.17 23.63 3.78 4.04 17.82 40.23 15.47 31 14.15
SD 258.24 0.81 31.38 1900.03 24 2.02 1.44 14.93 25.75 16.95 23.58 16.77

ANOVA
F 0.769 2.984 9.516 3.273 9.445 6.834 15.61 3.336 28.074 32.965 14.036 5.428

Sig. 0.548 0.023 0.000 0.015 0.000 0.000 0.000 0.014 0.000 0.000 0.000 0.001
a Number of types of artwork offered by the gallery; b Number of types of service offered by the gallery; c Total number of services offered by the gallery in one year.
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Table 3. ANOVA on additional variables.

Cluster 1 Cluster 2 Cluster 3 Cluster 4 Cluster 5

Size n1 = 33 n2 = 17 n3 = 35 n4 = 7 n5 = 12
Variables Variables’ means F p-value Significant comparisons at alpha = 0.1

No. of employees 1.7 5.06 3.42 1.43 1.75 3.133 0.018 (clu1, clu2)
Customers: foreign 18% 28% 24% 25% 32% 1.101 0.361
Customers: Italian (from other regions 41% 46% 47% 55% 51% 0.885 0.476
Customers: Italian (from the same region) 41% 26% 28% 20% 18% 2.126 0.083 (clu1, clu5)
Services: seminars 18% 35% 69% 14% 25% 6.587 0.000 (clu1, clu3) (clu2, clu3) (clu3, clu4) (clu3, clu5)

Services: meetings 48% 65% 86% 0% 8% 11.894 0.000 (clu1, clu3) (clu2, clu4) (clu1, clu5) (clu2, clu4)
(clu2, clu5) (clu3, clu4) (clu3, clu5)

Services: cocktails 73% 88% 91% 57% 58% 2.623 0.039 (clu3, clu5)
Catalogues: exhibitions 61% 100% 91% 86% 75% 4.372 0.003 (clu1, clu2) (clu1, clu3)
Catalogues: artists’ 42% 59% 77% 43% 33% 3.183 0.017 (clu1, clu3)
Communication: Facebook 97% 71% 89% 71% 83% 2.174 0.077 (clu1, clu2)
Communication: YouTube 15% 0% 29% 14% 8% 1.998 0.101 (clu2, clu3)
Competencies: artistic 88% 88% 91% 29% 92% 5.806 0.000 (clu1, clu4) (clu2, clu4) (clu3, clu4) (clu4, clu5)
Competencies: art management 64% 82% 79% 43% 58% 1.658 0.166
Competencies: sales/commercial 76% 82% 71% 71% 83% 0.324 0.862
Competencies: marketing 49% 71% 59% 14% 50% 1.814 0.132
Competencies: range a 3.39 4.06 3.56 2 3.33 3.021 0.021 (clu2, clu4)
Legal structure: unlimited 41% 29% 33% 29% 33% 0.206 0.935
Cooperative agreements 69% 80% 90% 86% 73% 1.046 0.388
Location: periphery 24% 6% 11% 14% 25% 1.032 0.395

a Number of distinct competencies possessed by the art gallery.
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Cluster 5: High-end niche strategy
The fifth cluster comprises 12 art galleries (11% of the sample), with an average of

1.75 employees; the minimum price of the artworks they sell is the highest of the sample,
while both the range and intensity of the services they provide are low. Their primary target
(around 67%) is represented by large collectors. Moreover, the galleries in Cluster 5 have
the highest percentage of foreign customers (more than 30%) and the lowest percentage of
customers from the same region (18%, which is significantly lower than the percentage in
Cluster 1). All these features suggest that these firms are focused on a high-end niche.

We find that the most popular strategies are focus and niche strategies (Clusters 1, 3,
4, and 5), some of which combine cost and differentiation advantage (Cluster 1), but there
are also galleries that implement a broad scope strategy (Cluster 2). Thus, HP1 is partially
confirmed.

Considering that Cluster 5 is the only one populated by art galleries that implement a
focus strategy, it was established as a benchmark in the study and compared to the others,
which represent other strategies of our taxonomy. According to the estimates of the model
(Table 4), the galleries belonging to Cluster 1 are almost four times more likely to grow
than the galleries in Cluster 5, and their strategy (defined as cost and differentiation focus)
is the only one that can be associated with expected growth. As the variable cooper-ative
agreements is not significant, HP2 is not confirmed.

Table 4. Final estimates of logistic regression, dependent variable: possibility of future growth according to the galleries (0
= “We don’t think our sales will grow in the next three years/We think our sales will decrease”; 1 = “We think our sales will
increase in the next three years”) a with related classification table.

Step 15 B S.E. Wald df Sign. Exp(B)

Family gallery −1.194 0.548 4.750 1 0.029 0.303
Cluster 1 = 1 1.342 0.561 5.712 1 0.017 3.826
Marketing competencies 0.896 0.530 2.857 1 0.091 2.449
Sales competencies −1.062 0.660 2.590 1 0.108 0.346
Constant 0.556 0.615 0.817 1 0.366 1.743

Classification b
Predicted

Percentage of correct classificationFuture sales growing
0 1

Observed
Future sales growing 0 20 16 55.6

1 11 34 75.6
Overall classification 66.7

a Variables entered at Step 1: type of gallery; location (center/periphery); legal structure; ownership (family/non-family gallery); equity
agreement, non-equity agreement, equity/non-equity agreement; Cluster = 1, Cluster = 2, Cluster = 3, Cluster = 4; marketing competencies;
sales competencies; art management competencies; graphic/communication competencies; artistic competencies; gallery age; number of
employees (in classes). b Cutoff at 0.5.

When considering firm-specific structural factors (Table 4), our evidence shows that
marketing competencies significantly and positively impact expected growth, while the
role of sales competencies (which will not be further considered, as it is not statistically
significant) tends to be negative. Moreover, family galleries have only one-third of the
probability of growth as non-family ones. The other internal factors derived from the
literature were not statistically significant in relation to growth in our sample. The model
shows balanced prediction rates for each class (growing revenues: 72.1%; stable/decreasing
revenues: 60%), with a tolerable total error rate (33.3%).

6. Discussion

The strategies of the art galleries in our sample can be categorized as follows: cost
and differentiation focus, service focus, differentiation, no-frills, and high-end niche. As a first
contribution to theory, we confirm that the focus or niche strategies suggested by the
few scholars who have studied competitive strategies in fragmented industries are also
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implemented in a fragmented cultural industry. Our taxonomy also includes broad scope
strategies, but specifically a cluster populated by firms that implement a differentiation
strategy. This could be explained by the need of firms competing in cultural industries
to supply a number of products and services to address diverse customers with a rich
value proposition. In addition, while one might assume that many art galleries operate
in a specific, narrow geographic area, we find that some of the proactive art galleries
we studied implemented focus strategies that are not geographically restricted, reaching
customers from other regions and countries and thus demonstrating the ability to use
limited resources to reach a broader geographic market. Our study also confirms the
evidence of Leitner and Güldenberg [49] on the possibility of successfully combining cost
and differentiation advantages, which is also underlined by Cappel et al. [83] for SMEs
competing in service industries and by Miller and Dess [45] in the context of a combination
of differentiation and price leadership. In sum, our study shows that art galleries, perhaps
due to their mixed nature, follow strategies that are very similar to those of other profit
organizations, with the exception of the cost leadership strategy, and that they have a
differentiation orientation that we expect to be stronger than in other industries. Overall,
our evidence supports the notions that galleries’ very small size and the fragmentation of
their industry are crucial in shaping their competitive posture and that their cultural nature
affects the orientation to differentiation. From the contingency perspective, our results
indicate that there is a fit between strategies based on differentiation and the cultural nature
of art galleries. Similarly, we find a fit between focus and niche strategies of micro and
small-sized firms and the fragmentation of the industry where art galleries compete. A cost
leadership strategy, instead, is not implemented by proactive art galleries in this industry,
basically because it is not coherent with the need to address different customers’ tastes
(typical of a cultural industry).

A second contribution of this study is to the literature on the growth of SMEs and
micro firms, which we address from the point of view of the strategies and internal factors
affecting growth. From this perspective, the first finding of the study is that, of the five
strategies we identified, only the one that combines cost and differentiation advantage is
associated with expected sales growth. This result confirms that differentiation is important
and suggests that a cost-focused strategy is not enough to ensure growth, perhaps because
a strong focus on cost (and consequently on prices) affects the reach of art galleries, limiting
their potential to reach diverse customer segments that are fundamental to growth. This is
particularly true for those galleries that, having a narrow geographical scope, can grow
only by reaching new customer segments.

The idea that a focus on costs is not enough to ensure growth is supported by a com-
parison with the evidence of a study by Bamiatzi and Kirchmaier [84] on SMEs competing
under adverse conditions. This is based on the assumption that, because of the difficulties
of coping with fragmentation, firms competing in fragmented industries may share certain
strategies with firms competing under adverse conditions. Bamiatzi and Kirchmaier [84]
identify various strategies of high-growth SMEs and classify them based on four strategic
themes: focus on cost, focus on differentiation, focus on customization, and focus on
internationalization (with each containing various sub-strategies). What emerges from the
comparison of our and their results is that some of the strategies in our taxonomy echo
some of those identified by Bamiatzi and Kirchmaier [84] when looking at the growth
strategies of SMEs in declining markets, but we did not find a complete overlap. Most
significantly, we do not have a cluster that is strongly focused on international customers,
even though the galleries in Cluster 5 are more internationally oriented than the others.
However, our results reveal that a single strategy is not sufficient to grow in the art gallery
industry, reflecting Bamiatzi and Kirchmaier’s [84] (p. 277) statement that “a single strategy
appears insufficient to beat a declining market for long”.

Looking at growth strategies, we also find that growth-oriented art galleries are not
different from others in terms of consolidation. Indeed, the variable cooperative agreements
does not characterize any specific strategy but characterizes the whole industry. This
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is consistent with the literature on the consolidation of fragmented industries and with
studies (for example, Gundolf et al. [85]) that have underlined the importance of alliances
for micro firms in cultural and creative industries.

A further finding of the study is the identification of firm-specific structural factors
that, in addition to strategy type, can enhance or hinder growth. The evidence suggests
that these factors are few. Independently of the clusters and, therefore, of the strategies
implemented, the presence of more sophisticated competencies (namely, marketing compe-
tencies) is positively correlated with growth. The more the internet becomes the channel
through which art galleries reach customers and, in part, sell their products, the less the tra-
ditional competencies are important for differentiating firms from competitors; instead, the
effective use of marketing tools and the development of marketing competencies become
necessary to successfully compete in such a difficult environment. This is not new in the
literature on the growth of firms and on SMEs facing a consolidation trend in a fragmented
industry [51,67,86], but it is quite new in the context of art galleries. Furthermore, we find
that family ownership of a gallery reduces the odds of growth by two-thirds compared
to non–family-owned galleries. In other words, family-owned art galleries are much less
oriented toward growth than those that are not family owned, which confirms the results
of other studies on family businesses [25,87]. The literature on family businesses posits that
family firms may deliberately limit growth to avoid the involvement of external investors,
to reduce risk, and to pursue the firm’s survival to preserve socioemotional wealth [88].
This would also be the case for the art galleries in our sample.

Implications for Practitioners and Policy Makers

The results of our study let us draw implications both for practitioners and policy
makers, who can improve art galleries’ sustainability through decisions, advice, and specific
policies. First, art galleries should be supported to leverage on the increasing importance
of IT both for direct sales (e-commerce) and as a marketing tool. Indeed, art galleries
seeking growth should develop marketing and technological competencies to improve
communication and increase value for customers, a goal not easy to achieve in an industry
that has traditionally been driven by artistic and sales competencies. This shift is, however,
necessary as, in line with the contingency approach, when the environment changes, firm
structural characteristics (in this case, specific competences) also need to change to find a
new fit. Second, they should also acquire or develop managerial competencies, as these
become crucial for cost control. One innovative way to achieve a balance between costs,
prices, and value for customers can be found in using the internet and social networks
to attract customers, supply some services (for example, meetings with artists or virtual
studio visits), and sell some artworks online, as this allows firms to be located outside
the city center, thus reducing the cost of space rental and increasing sales per employee.
The art galleries in Cluster 1 actually use Facebook extensively and have few employees,
and almost 25% of them (vs. 5.9% of the galleries in Cluster 2) are located outside the
city center. This means that, although location was not found to be correlated to growth
in our study, it could play an indirect role as a lever to implement a strategy oriented
toward growth. Moreover, galleries could save money on non-strategic resources and
invest in more strategic ones like personnel, thus increasing their competences. Further,
galleries could more and more share some resources (for example space) with partners,
thus reducing rental costs.

Moving from the role of competencies to that of ownership from the perspective of
growth, it is necessary to stress that certain actions should be taken when family-owned art
galleries wish to grow, primarily involving non-family members in the business and devel-
oping new competencies. This could offset their inertia in regard to strategy innovations
and give them a chance to grow even while competing in a difficult environment. This
reflects what family-owned firms in other industries must do to overcome the constraints
deriving from their ownership. It is well known, however, that this is not easy to do. In sum,
the three most important suggestions for art galleries’ owners, managers, and advisors are
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to invest in developing marketing competencies, increase the use of the internet, and be
open to people who are not family members. This could also be achieved through initially
non-equity cooperative agreements that could eventually evolve into equity alliances.

The growth of art galleries is important not only to them but also to policy makers,
because, as LaMore et al. [89] note, a community’s creative and cultural assets have effects as
job generators, innovative business facilitators, and stimulators of future workers’ creative
capacities. It is critical, however, that local and national governments identify which SMEs
and micro firms are the most oriented toward growth, as not all small firms can have
a positive economic impact. Rather, only a few are able to contribute to the creation of
new jobs [90–93]. To help art galleries to develop the competencies they need, they could
be provided with affordable consultancy or educational programs focused on marketing
(e.g., on the use of specific marketing tools for customer relationship management and
on the development of websites). Indeed, for micro firms, the pervasiveness of IT is
simultaneously a concern and a key opportunity because of the increasing importance
of e-commerce [94]. Furthermore, art galleries could be involved in programs for family
businesses that help them to adopt a new mentality and increase their openness to people
who are not family members. Of course, more traditional tools, such as easier access to
financial resources, could also strengthen art galleries on the condition of being associated
with managerial education or specific mentoring programs. Lastly, art galleries could
be helped to reach agreements with other art galleries, as such agreements appear to be
relevant to competing in the industry.

7. Conclusions

This study was conducted to understand which competitive strategies are employed
by an Italian sample of proactive art galleries as well as which of these strategies and
which firm-specific factors are associated with expected growth. This is relevant for the
sustainability of art galleries and their contributions to the economic, social, and cultural
development of the areas where they are located. From a theoretical point of view, this study
provides an original contribution to filling the gaps related to the scarcity of empirical
research on SMEs and particularly on the factors that affect their growth. In addition,
taking a contingency perspective, it offers a deeper understanding of an industry that is
understudied from a strategic point of view.

We contribute to the extant literature in various ways. First, we provide a typology
of competitive strategies in a fragmented cultural industry and examine them from the
vantage of existing theory on competitive strategies for fragmented industries. Although
cultural industries have specific features, we find that the most relevant competitive
strategies for firms competing in other fragmented industries are also implemented by art
galleries, even though a differentiation orientation appears to be widespread. Therefore,
from the contingency theory perspective, our results confirm the necessary fit between the
fragmented nature of the art gallery industry (environmental factor) and the strategic and
structural characteristics of proactive art galleries that implement focus or niche strategies.
On the other side, our evidence shows that a fit exists between the cultural feature of the
industry and the proactive art galleries’ orientation to differentiation and to networking
(a way to have a broader range of products and a richer value proposition to satisfy
customers’ needs). The study thus contributes to the contingency theory, testing its effects
in an understudied context. Furthermore, through the identification of the competitive
strategy that is associated to growth-oriented art galleries (a cost and differentiation focus
strategy), we contribute to the literature on the growth of SMEs and micro firms and at
the same time answer the call of Singh et al. [16] for empirical research on SMEs. Our
research on art galleries also identifies managerial and policy implications. Art galleries
make cities more livable, colorful, and enjoyable, making art accessible to everyone and
enhancing art tourism [95]. As such, they are a very important component of the modern
and contemporary art system, and their sociocultural role is relevant both from the artists’
perspective (as they play as artists’ gatekeepers) and from the public point of view as
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they offer chances of meeting artists, especially the young and less known ones. Indeed,
galleries, and in particular the ones who operate in the primary market, are between
“unknown artist and ignorant potential buyes” [96]. Further, art galleries can contribute to
improving the quality of urban areas and mainly of suburbs. Nowadays, also leveraging
on opportunities offered by IT, it is possible to locate art galleries out of the city centers,
thus helping poorer and less educated people to get close to art and cultural events. This
could contribute to enhancing the cultural consciousness of people, making suburbs more
beautiful, and attracting tourists to areas that are not traditionally included in their tours.
Policy makers at the local level should therefore help galleries to grow and be sustainable
over time by implementing some of the policies our research has suggested. This will not
only serve to create art districts and economic regeneration but also to stimulate small
businesses [97] to renew peripheric areas and boroughs under the economic and cultural
point of view, thus enhancing proximity tourism.

This study is not without limitations. First, it was conducted on a sample of firms
from the same country. As Italy is one of the world’s more active art markets [98], however,
and as the art gallery industry is fragmented globally, we hope these results will inspire
research in other countries and among other samples of firms. In addition, our sample
was not very large, which may have influenced the ANOVA significance of some variables.
Finally, as with all studies that look at the future, ours was based on expectations and not
on actual sales growth data. Nevertheless, perceptions of increases in sales/revenue have
proven to be highly correlated to actual growth in sales/revenue [99,100], and we used
such perceptions consistently with previous studies.

In regard to future research directions, the results of this early study could first be
tested using broader and more international samples. Second, studies could be developed
to analyze the effectiveness of strategies that combine cost and differentiation advantage
in standalone firms as compared to firms that are allied with others, and further research
could examine the relationships between the competitive strategies identified in this work
and a firm’s actual growth. The evidence from such studies could help to test and advance
theories in this area while also supporting policy makers in enhancing the growth of SMEs
and micro firms in this and other fragmented industries.
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