BRAND EQUITY MEETS PRIVATE EQUITY
Investing in Premium and Luxury brands
“Luxury will be always around, no matter what happens in the world.”
Carolina Herrera
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Abstract
Empirical evidence draws attention to the ‘anti-fragile’ nature of the luxury industry. The reasons
behind this characteristic lie in the industry’s appeal to people’s subconscious physiological needs.
These needs include desire, sensuality, aspirations, and dreams of achievements that subsist
inherently in human beings. As a result of such influences, the luxury industry is less sensitive than
others to quantifiable, rational factors such as price increases or economic downturns.
The definition of luxury is as subjective and extensive as the subconscious influences that drive
consumers to purchase luxurious items. Indeed, luxury lies in the “eyes of the beholder” and a luxury
product to one person can appear as a premium or even a mass product to yet another. Such differing
perceptions pertain to factors including income, culture and other sensitivities. The variability of
perceptions towards luxury amongst consumers calls for the need to ‘classify’ the industry into
quantifiable categories and sub-segments, as further elaborated in section 2 of this report.
In this report, we assess the luxury industry in view of its suitability to private equity (PE)
investments. Whilst the industry is capital-intensive (both in terms of human talent and physical
costs) it nonetheless yields significant margins and exhibits resilience in times of global economic
crises.
In the course of this report, we shall attempt to: (i) identify the key products that define the industry,
(ii) clarify the blurred line between premium brands and luxury brands, (iii) analyze the
macroeconomic environment and the industry’s value chain, (iv) review prevailing trends and
patterns, (v) highlight the pitfalls of unsuccessful brands and the success drivers of prosperous ones;
and (vi) highlight few cases of PE investments in luxury and premium brands.
The ultimate goal of this report is to determine whether this sector is attractive to PE investors, and to
shed some light on the ‘do’s and dont’s’ (presented in Appendix A) of the investment model.
Definition
Klaus Heine provides one of the most precise definitions of luxury as it allows for subjectivity to be
somewhat avoided: “luxury is anything that is desirable and more than necessary and ordinary.
Luxury products exceed what is necessary and ordinary compared to other products in their
category.”
Based on this definition, the difference between a Toyota and a Porsche is that the Porsche is more
desirable, more unnecessary and less ordinary. As we go up the price chain, a Bentley will be even
more desirable, more extraordinary and more unnecessary than a Porsche.
Categorization
Because of the subjectivity surrounding the definition of luxury and the variability of perceptions, it is
important to set the parameters for both luxury and premium brands by including only tangible,
categorized items.
Figure 1 identifies the different products that constitute the tangible luxury markets, emphasizing the
market size globally in 2012 of each product category.
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FIGURE 1:

GLOBAL LUXURY MARKET SIZE AND CATEGORIES 2012
(IN € 000)
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Furthermore, the industry is divided into two central categories: personal luxury goods and
experiential luxury goods, with each having different business models and attributes.
Personal luxury goods are defined as being for the self only, visible to others and destined for a mid to
long-term duration. Such items include apparel, leather goods, watches and jewelry, cosmetics and
fragrances. The size of personal luxury goods reached €220b in 2012 out of a total global luxury
market of €1.1t (representing 20% thereof).
Experiential luxury goods are defined as being experienced often with others, not always visible to
others and made for instantaneous pleasure. Such items encompass art, furniture, technology, alcohol
and food, travel, hotels and yachting. The size of the experiential luxury goods market reached €870b
in 2012 representing 80% of the global luxury market.
The categorization of luxury goods and products is important at two levels. First, it classifies items
according to their immediate utility and perceived use by consumers. Second, because the
phenomenon of ‘brand extension’ –a matter that will be discussed later in this report- is much more
effective across same category. For purposes of this report, we shall focus on personal
luxury/premium goods, with an emphasis on ready-to-wear clothing and leather goods.
Criteria of luxury and premium brands
After a glimpse of market size and the nature of goods that constitute this market, we need to
determine the brand equity construct. In other words, what makes products belong to either the
‘luxury’ or the ‘premium’ brand classification?
There is a fine line between luxury and premium brands and once again, ranking a brand as premium
or luxury is a matter of subjective perception. However, the Luxury Society, the largest online
business network for the global luxury industry, has identified six criteria that a brand must possess in
order to be ranked as luxury. These six criteria are interrelated. Each criterion is described below:
1. Uniqueness: refers to the rarity of the product or its constituents. It renders the product
desirable because of its scarcity. Uniqueness could be achieved in different ways such as the
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perception that the product is irreplaceable, or produced in limited quantity or finished with
particular handcrafting skills or with specific materials. Location origins or a designer’s touch
can also be an added factor of uniqueness (e.g., wines made in France, leather goods made in
Italy, watches made in Switzerland, or clothes designed by Karl Lagerfeld). Furthermore, the
product’s distribution channel might be exclusive. For instance, there might be waiting lists
for the product (e.g. the Birkin bag from Hermes). The higher the uniqueness the higher the
price an item commands.
2. Timelessness: refers to the durability of the product, the perception that the product will last a
long time or even transcend generations or that it will never go out of style (e.g., Patek Phillip
watches, De Beers gems).
3. Excellence: refers to the quality of the product, the view that it is made by skilled artisans or
uses the finest fabrics (e.g., Hermes leather good products are taunted as hand made by
artisans who belong to an age-old, saddle-making tradition).
4. Iconic communication: refers to the very specific visual universe of the brand that is built on
desire, dreams and fantasies (e.g., memorable ads and media campaigns for clothing, jewelry
and watches using super models, muses, celebrities and pictures of a fantasy laden lifestyle).
5. Sensual aesthetic: refers to a product’s or a brand’s appeal to the five senses that convey
sensuality and indulgence through communication, materials, craftsmanship, history etc.
6. Brand soul: refers to the personality of the brand. Brand soul is what defines the brand’s
character and iconic status. For instance, the product will have a ‘star’ designer, working in
an illustrious house (what the French luxury lexicon refers to as ‘Maisons’) that has built an
aura of exclusivity over time and built the brand soul.
On the one hand, a product belonging to the luxury classification must meet all of the above criteria.
On the other hand, premium brands are defined as having some, but not necessarily all, of said
criteria.
Premium brands are less ostentatious, more accessible, and more rational. However, they are also
modern, best in class, sleek in design, and have precision in fabrication. They are not necessarily seen
as inferior to luxury brands. Especially for the mature and developed markets that will more readily
recognize a brand as luxury or premium based on other factors than pure brand name recognition.
These factors could include, for instance, appealing designs, quality materials and finishing, or good
craftsmanship. However, these same premium brands could be viewed as having rather a mass appeal
in certain developed markets that attach greater importance to brand soul and logo recognition.
Brands are usually classified as ‘premium’ if they lack the time or the necessary capital to meet, at
certain degrees, the aforementioned criteria. Therefore, premium brands are positioned between the
higher end of the mass/retail market and the lower end of the luxury market. Premium brands can, as
a result, move up to luxury, stay as premium or sometimes, in dire circumstances, regress to the mass
market level.
Still, brand perception is extremely subjective depending on markets, regions and cultures. Therefore,
lines can be somewhat blurred in between premium and luxury brands.
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For instance, is ‘Chloé’, the ready-to-wear brand, ‘premium’ or ‘luxury’? To emphasize this point,
Figure 2 analyses the findings of a survey regarding brand perception. Quite surprisingly, Chanel is
viewed as premium –and not as a luxury brand- by over 20% of all respondents.
FIGURE 2:

CUSTOMER'S PERCEPTION OF BRANDS AS BEING PREMIUM OR LUXURY
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As a rule of thumb, luxury brands should, at some level, meet all of the six criteria stated above,
whilst premium brands only have to meet a few of them and work towards the others.
Figure 3 regroups different premium, luxury and mass market brands based on price vs. the six
criteria matrix. As prices increase, a product will only start to be perceived as a luxury product if
one or more of the six luxury criteria increase in conjunction. In other words, price increase
alone cannot commend a higher perception amongst the six criteria and thus, could not solely
produce a higher perception or ‘ranking’ of the brand. Ultimately, if a price increase was not
justified by an equivalent increase in some or all of the criteria, it would damage the brand.
Conversely, an increase in one of the luxury criterions can justifiably cause a price increase of
the product.
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FIGURE 3:

CORRELATION OF THE SIX CRITERIA OF LUXURY TO PRICE AND BRAND PERCEPTION
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Apart from the positive correlation of price and the six luxury criteria, the above figure also
demonstrates the relationship between price and the definition of luxury as being desirable,
unnecessary and unordinary.
For instance, H&M does not inspire desire to possess the product and is quite ordinary. As a result,
its price for a scarf is set at $5.99. Conversely, in the premium range, Massimo Dutti has some
elements of quality, design, and durability and can commend a price for its scarf at $60. At the far end
of the spectrum, Hermès’ Carré, which meets the norms of the six luxury criteria, commands a price
of $395.
If one needs a scarf to fit a purpose of keeping the neck warm, one can buy such a utilitarian item at
H&M. As we go up the price range, and as the luxury criteria gain greater importance, the item
becomes more desirable, less ordinary and less necessary as is the case with the Hermès’ Carré.
One prime observation is that mass market brands have a positive correlation to necessity, whilst
luxury and premium brands have a negative correlation to necessity.
In addition, and as mentioned previously, the above figure highlights that some brands are positioned
in between categories such as ‘Chloé’. Therefore, for such brands that are quite high up in the
premium quadrant, to the point that the perception is blurred, emphasizing one or more of the six
luxury criteria is a must to break into the luxury group.
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All brands, whether luxury, premium or mass have a useful purpose in the fashion industry. They
also exhibit a unique feature of cross usage. Whilst each of the segments has its own consumer groups
that represent the bulk of its market share, consumers “cherry-pick” more and more their wardrobe
needs from more than one segment thus demonstrating the subjectivity and the permeability of tastes
and styles.
One statement by Alexander McQueen captures this finding regarding the mix and diversity of brand
perception. He states pertinently: “I think the idea of mixing luxury and mass market fashion is very
modern, very now - no one wears head-to-toe designer anymore”. In fact, brands on either side of the
spectrum are targeting different consumer segments to increase brand awareness.
Case in point, H&M hired Stella McCartney to produce a higher priced line and, in that manner,
captured the designer’s criterion of uniqueness for this specific line. The collection was a limited
edition that allowed mass market consumers to tap into luxury whilst readily accepting to pay a
premium price for the items.
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02. Market Construct
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Prior to engaging into a full-fledged analysis of the industry’s value chain, the communication
strategies applied and the phenomenon of “brand extension”, it is imperative to define the prevailing
macroeconomic environment in which the industry operates.
‘Anti Fragility’
As mentioned, the economic drivers and business model of the luxury industry behave
idiosyncratically from any other industry. For instance, as disposable income diminishes in times of
turmoil and consumers spend more wisely on necessary items, one could anticipate the luxury
industry to experience a downturn similar to other industries.
The second logical assumption, as a result, would be that the luxury segment would cede market
share to the mass-market brands’ necessary products. However, as experienced during the global
financial crisis of 2008, which recorded a dip in global consumption of 25%, the luxury industry
witnessed a distinctly lesser fall of only 10% during the same period.
In other words, the wealthy have continued to spend on luxury items prior to, during and after the
crisis, albeit less intensively. Another key finding is that despite the capital-intensive nature of the
luxury industry, both in terms of human talent and materials, it exhibits ‘anti-fragile’ characteristics.
Figure 4 shows the performance of the S&P Global BMI. The index is comprehensive, encompassing
global stocks, from varied industries, and from developed and emerging markets. The index is
compared to the S&P global luxury index. (Indices have been scaled to 100).
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FIGURE 4:

WORLD STOCKS VS. LUXURY INDUSTRY PERFORMANCES (2011-2014)
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Figure 4 supports the view that the luxury industry remains robust on a global scale.
Indeed, in the midst of the global crisis in 2011, the luxury industry was outperforming global stock
markets. Even though the two markets are positively correlated, the dips in the luxury market were
less drastic than in global stocks. Similarly, during the recovery starting in 2013, the luxury industry
strongly outperformed global stocks and recovered at a much faster pace, as evidenced by the slope of
the two trend lines depicted in the graph.
Macro indicators
As opposed to many other industries, the luxury industry is not as demographically sensitive because
it is not tailored to mass consumption. It addresses a different constituency of the population, which
has purchasing power and that exists in every demographics of the world, irrespective of population
size.
As a result, the luxury industry is sensitive to purchasing power parity, thus, to employment levels.
Employment is a crucial criterion to track the consumption of luxury/premium brand goods by
country and, mainly by cities.
In this section, we will demonstrate that general macro indicators such as GDP per capita, disposable
income and populations size are less determinant to the propensity of the consumers to buy premium
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and luxury goods as opposed to employment levels, disposable income growth rate and luxury per
capita (the propensity of the population to spend disposable income on luxury goods).
a) Employment and luxury market per capita
Population size is less relevant to the luxury industry’s performance. Therefore, it is interesting to
analyze countries’ luxury market size divided by their population to extract the luxury market per
capita.
Figure 5 compares a sample of countries representing the different regions of the world including
France, USA, Russia, UAE, Brazil, and China.
The figure draws three parameters. The first is the country’s population as a percentage of the
samples’ total population. The second represents the countries’ employment levels. Finally, the third
represents the luxury market size of the country in dollar amount, divided by the total population of
the country: the luxury market per capita.
FIGURE 5:

POPULATION EMPLOYMENT VERSUS LUXURY MARKET PER CAPITA
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As expected, the figure highlights that employment has a positive correlation to the population’s
spending on luxury goods. For instance, China and Brazil’s employment figures are the highest in the
sample and both countries have the largest luxury market per capita. China and Brazil therefore
exhibit a higher propensity to spend on luxury goods.
However, the positive correlation between employment ratios and luxury spending surpasses luxury
market size, population size, and the wealth of specific nations. For instance, one could expect that
France, who has a significant luxury market in dollar amount and where the population is relatively
well off, would exhibit strong luxury market per capita. However, France displays low employment
ratios and, as a result, also one of the lowest luxury markets per capita in the sample. The French’s
propensity to spend on luxury goods is low in the sample.
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Similarly, Brazil has a population that represents only 9% of the total sample compared to USA’s
15%. Also, Brazil’s market size for luxury is $3b compared to USA’s $81b. These findings would presuppose that Brazil, with a smaller population and a relatively limited luxury market, exhibits less
potential for the luxury industry than the USA. However, the employment to population ratio in
Brazil is 53 compared to 40 in the USA and the per capita luxury market is 0.38% in the USA and
6.31% in Brazil. Therefore, the luxury market of the Brazilians is proportionally larger than the
luxury market of the Americans compared to the total population, thus representing a significant
potential for the industry.
In that same vein, the USA, which exhibits a much larger population than Brazil and has significant
luxury market in dollar amount, displays lower levels of employment compared to Brazil. As a result,
the USA has one of the lowest spending on luxury as evidenced by its low luxury market per capita.
As mentioned, the luxury industry exhibits unique behaviors compared to any other industry. The
dollar amount of the market, disposable income and GDP per capita in specific regions or countries,
are not sufficient to explain the industry’s performance or potential for growth as is generally the case
for many other industries. Naturally, the luxury industry is not immune to demographics and levels
of income, but it is less sensitive to these factors than other industries, just as it is less sensitive to
downturns in the economy.
Based on Figure 5, we can therefore infer that one of the drivers of the luxury industry is
employment, which in turn drives a population’s willingness to spend on luxury.
b) Disposable income and GDP
Indeed, Figure 6 demonstrates that even if the level of disposable income plays a role in luxury
spending, proportionally, the most determining factor of the industry’s growth is again how willing
the population is towards luxury spending. Figure 6 shows the growth in disposable income per
country from 1995 to 2010 and Figure 7 shows how much of disposable income was spent on luxury.
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FIGURE 6:

FIGURE 7:

DISPOSABLE INCOME GROWTH 1995-2010
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China experienced the largest increase in disposable income since 1995, a growth of 230%. Brazil and
the UAE also had a healthy income growth at 37% and 57% respectively. However, the USA and
France had minimal disposable income growth at 13% each.
When looking at the proportion of disposable income spent on luxury, the dollar amount of
disposable income or the GDP per capita are proportionally less reflective of the luxury industry’s
potential.
For instance, China and Brazil’s disposable incomes are respectively $4,809 and $16,373. These
findings would presume that Brazil is wealthier and would therefore spend more on luxury than
China. However, as Figure 3 demonstrates, the Chinese are more willing with their spending on
luxury. China spent 0.0009% of disposable income on luxury items versus Brazil 0.0004%.
Similarly, the UAE appears to be the least willing when spending on luxury. With a disposable
income of $84,585, UAE consumers have spent only a minimal 0.0000050% on luxury goods.
Therefore, although luxury spending seems to increase with disposable income, it appears to increase
at a greater rate where disposable income witnesses higher growth rates. As the populations become
richer, they spend more on luxury but the faster they become richer the more they spend on luxury.
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c) Wealth growth rates
The disposable income growth rate and the consequent appetite to spend on luxury items is also
illustrative of the larger number of millionaires and middle class population that is created with a
greater growth rate in disposable income.
As wealth grows amongst middle classes and more people become millionaires around the world and
mainly in emerging markets, the luxury industry grows symmetrically.
Figures 8 and 9 show the growth of middle classes and wealth accretion around the globe.

FIGURE 8:

FIGURE 9:
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According to a study performed by Deloitte in 2012, the most significant growth rate of millionaires
by 2015 will be in China, Brazil and Russia. The study also estimates that by 2020, the wealth
amongst millionaire households globally will grow from $92t to $202t, a growth of 119% globally. In
developed markets, wealth amongst millionaires is expected to grow by 107% whilst in emerging
markets it is expected to grow by 260%.
In 2012, 50% of luxury growth sales were made to consumers in emerging markets (led by Asia). By
the end of the decade, 60% of luxury sales are expected to emanate from emerging markets.
However, it is important to note, that this rationale holds true only if the population employment
level is sustained at a high level as well.
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Case in point, the UAE and Russia experienced healthy levels of disposable income growth at 57%
and 64%, respectively and a growing middle class. However, they have lower levels of employment
compared to China and Brazil. Therefore, the propensity to spend on luxury goods was lower in the
UAE compared to China and Brazil as shown in Figure 1.
d) Emerging markets vs. Developed markets
Countries with growing populations, populations that are becoming richer at a faster pace and
experiencing higher employment levels greatly impact the performance of the luxury market.
People in Brazil, China, Russia and the UAE have experienced major growth in disposable income
and are creating larger numbers of millionaires, offering significant potential to the luxury and
premium industry.
However, as demonstrated, all emerging markets don’t present the same level of potential. The
sensitivity of the populations to spend on luxury varies amongst emerging markets and, although the
UAE’s population is relatively wealthy in disposable income, its appetite for luxury spending within
the country (excluding purchases conducted abroad) compared to China, is smaller.
France and the USA both exhibit a low growth in disposable income and low levels of population
employment. Thus, despite having significant luxury markets with $23b and $81b respectively, and
disposable income much higher than Brazil and China, of $50,000 and $61,000 respectively, the
propensity of the population to spend on luxury goods is low as demonstrated in Figure 3.
e) Impact of economic stress
The data analyzed above spans a period from 2008 to 2011. Analyzing population behavior during
times of turmoil gives a good indication of behavior post turmoil. The theory that holds in the
markets during crisis will be even stronger in times of recovery as it represents the deep rooted
sentiments of the population.
Figure 10 compares total luxury market proportions for different regions at points before, during and
after the global financial crisis. The figure sustains the argument that populations that are getting
richer at a faster pace will spend increasingly larger proportion of their disposable income on luxury
than mature regions will. Populations in more mature markets, that have high levels of disposable
income but a minimal growth rate of disposable income, will spend less on luxury items.
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FIGURE 10:

POST AND PRE CRISIS LUXURY MARKET SHARE PER REGION
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As shown in the figure above, the increased growth of disposable income in emerging markets along
with their larger propensity to spend on luxury items has made them gain market shares during
turmoil and even more post turmoil. Market share is expected to fall in developed markets at a steady
rate until 2015, while it is growing over the same period in emerging markets.
However, within the group of emerging markets not all perform equally. As demonstrated by Asia in
the Figure 10, the rate at which an emerging market’s luxury industry share grows is consistent with
the rate of growth in disposable income. Hence, China’s market share, being the largest in the Asia
sub-group, is growing faster than that of the Middle East.
f) Travel and mobility
The above analysis is based on the propensity of the population to spend within their respective
countries. However, as people get richer, and with the development of faster and readily available
means of transport, they also travel more.
This is an important finding for the communication and distribution positioning of brands. One
would notice that airport terminals in key cities around the world have turned into luxury and
premium brand shopping malls that cater to international travellers.
Furthermore, some travel destinations offer the opportunity of arbitrage as regulations in certain
countries affect the prices of luxury items.
For instance, a monogram Louis Vuitton handbag is priced at $1,060 in Beijing. The same handbag
costs $810 in Paris, $815 in London and $895 in New York. As a result, the Chinese will have more
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reasons to spend during their travels, at the same time contributing to the dollar amount spent on
luxury and premium brands at the travel destinations. A study by the Fortune Character Research
Center shows that 33% of luxury spending by Chinese customers is made overseas, including 23% in
Europe and 10% in the USA.
Furthermore, as demonstrated in previous paragraphs, the UAE was the least willing when it comes
to spending on luxury items within the country as evidenced by a lower luxury market per capita.
However, a recent study shows that UAE residents represent 0.8% of all overseas travellers in the
UK, accounting for 1.3% of all ‘nights spent’ by overseas visitors. UAE residents spend £467m yearly
in the UK, accounting for 2.5% of the total amount spent by overseas visitors.
According to a report by Bain & Company, when looking at international travellers, Middle East
consumers have the highest per capita spending on luxury goods at about $1,900 per person.
Therefore, the UAE population may not account much when spending at home but will readily
spend when traveling.
As a result, the luxury markets’ growth and potential can be defined as being driven by employment
levels, disposable income growth rate, increase in middle class and HNW individuals, propensity to
spend on luxury, and finally, population travel rate.
Based on these economic trends, one can draw a few conclusions. Premium and luxury brands would
be wise to exert efforts in marketing in emerging markets, focusing on these individuals with high per
capita luxury market, whilst creating retail points in developed economies. This would allow the
brands to grasp both the markets that are growing at a faster pace such as Brazil and the markets that
exhibit large luxury dollar amounts and that are supported by travelers rather than their own
populations such as France (the nation with the largest number of tourists per annum globally).
g) Consumer profiles:
To understand the resilience of luxury and premium products in times of economic turmoil, one must
understand the dominating characteristics of consumers who purchase them. Luxury and premium
consumers, when buying personal or experiential luxury goods in any markets, have prerequisite
characteristics.
As described previously, disposable income growth rate is a factor in determining the potential of the
industry. As a result, luxury and premium customers exhibit purchasing power. For this reason, they
are mainly located in urbanized areas that, not only allow for better access to employment
opportunities and higher income, but also allow access to information about goods through media,
malls and advertising. Because of higher disposable income, acquired in urbanized areas, they also
have access to, and a desire for, a higher lifestyle. As a result, they become status anxious and are
influenced by peer groups.
The consumers can be divided into two main categories: the experienced consumer and the new
entrant. The experienced consumers are usually accustomed to wealth that they have built over a
longer term. They typically are located in developed economies, and have abundant knowledge about
luxury goods. Conversely, new entrants are recently wealthy, they usually are located in emerging
markets and enjoy demonstrating their new gained wealth.
Furthermore, these two groups can be divided into subgroups of absolute, affluent and accessible.
Absolute consumers are the wealthiest segment of the population for whom price is not an issue.
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Affluent form the upper middle class, and accessible are comprised of the intermediate to lower
middle classes. According to a report by Bain & Company, not only can consumers be classified as
experienced and new entrants, and segmented into absolute, affluent and accessible, but also into
subcategories requiring different strategies and communications. Capturing all of these subgroups and
branding accordingly to their individual focus on the six luxury criteria will significantly increase
brand perception in all groups. These subsections and communications strategies are highlighted in
Appendix B.
The luxury market is currently standing at 330m consumers. According to Bain & Company, a net
total of 10m consumers enter the luxury market each year. It is estimated that, at this pace, the
market will grow to 500m by 2030.
Within the luxury market, 55% of consumers, representing 180m individuals, who hold 10% of global
spending on luxury and purchase an average €150 per year, shift between luxury and premium
brands. They represent a mix of absolute, affluent and accessible consumers.
The remaining 45% are absolute and affluent consumers and represent 150m individuals, 90% of
global spending on luxury and purchase on average €1,250.
The top 10% of the above group are true absolute consumers and captures 50% of the above 90%
global spending.
Most importantly, all groups are impacted by the same definition of luxury and by the importance of
the six luxury criteria discussed in previous sections.
In a world that is becoming globalized and more homogenous, the need to differentiate oneself from
the masses becomes crucial and the wealthier the customer the greater the need for differentiation. As
a result, a product that is seen as belonging to a category that is unattainable to most people renders
this product unique. Hence, the buyer of the product can also identify as belonging to a unique group.
The more expensive the product is, the greater the level of differentiation for the customer.
Therefore, experiential goods (i.e. private jets, yachts, cars), that are generally the most expensive,
will be more affected by economic downturns than personal goods that are relatively less expensive.
On the one hand, the absolute consumers –whether experienced or new entrants- will remain
relatively well-to-do in economic downturns and continue to purchase scarce and expensive items.
Indeed, it is estimated that 20% of ‘Ultra High Net Worth’ luxury consumers will not reduce their
luxury spending in economic downturns.
On the other hand, experiential products such as a Ferrari, which particularly appeals to the new
entrants, will be more affected in economic downturns. The new entrants, especially the affluent,
although willing to spend greatly during economic recoveries, are shorter of capital during downturns
and will stray from these highly unique and expensive purchases. As a result, large tickets luxury
items in the experiential luxury goods segment will experience a higher impact during economic
downturns.
A case in point could be the drastic devaluation that has affected the prices for private jets during the
financial crisis, which, at times, exceeded 50% below their values pre-crisis.
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All consumer groups will be influenced by the social norms to which they belong or aspire to belong
to. To belong to a peer group, one needs to exhibit the same codes and the peer group will be the
pillar of status anxiousness.
For this reason, social influence will positively affect personal luxury consumption in times of
turmoil. To belong and remain in the peer group, both new entrants and experienced consumers,
whether absolute, affluent or accessible, will continue purchasing luxury items that will denote the
maintenance of their social status’. The enormous success of Louis Vuitton accessories in China and
Japan is an excellent example of social influence. Consumer groups will keep on buying, albeit on a
smaller scale, lesser-priced items in the luxury space such as a key ring or a belt from a brand name.
Following this rationale, the personal luxury goods are less sensitive to downturns in the economy.
Thus, one can put off buying a luxury car, but a luxury/premium scarf or belt or fountain pen would
still be on the agenda even during times of economic stress.
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03. The Value Chain
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Having defined the industry, demonstrated its economic resilience and categorized its products, we
can now turn to its value chain.
The industry is capital intensive but can generate attractive returns if the value chain is properly
managed and focused on the six luxury criteria noted in pervious sections. Indeed, as we will discuss
in further parts of this paper, failures in the industry have occurred as a result of miscalculating the
importance of key elements in the value chain.
Anatomy of a dress
Value Chain:
Designer
•
•
•
•
•

Brand soul
Uniqueness
Timelessness
Iconic communication
excellence

Craftsmanship and Manufacturing
•
•

Excellence
uniqueness

Materials and Fabrics
•
•

Excellence
Sensual aesthetics

Branding and advertising:
•
•

Iconic communication
Sensual aesthetics

Logistics
•
•
•

Manufacturing Integration
Back office Integration
Factory integration

The Designer
The designer’s creative talent is a key element as it influences four out of the six luxury criteria:
uniqueness, timelessness, brand soul and excellence. This is not surprising as without a designer,
there are no products. In fact, brands that were previously failing and turned around their reputations,
started by hiring top designers that changed the brand’s perception and created lasting values. Such
was the case with the Christian Dior house, which, upon the death of Christan Dior, experienced a
crisis both in terms identity and economic terms. However, as we will discuss in later paragraphs, the
arrival of Yves Saint Laurent not only saved the house brand name but gave it a new soul, more
adapted the a changing clientele.
Indeed, appealing designs have the potential to build brands into more than mere products. As a
result, a designer has to take on the difficult task of keeping the traditions and values of the brand
whilst adapting and modernizing its lines to meet and match the world’s growing demands. A

	
  

23	
  

designer is to a brand what a soul is to a body. More practically, a designer is crucial for setting
trends, shaping consumers’ tastes and defining future demand.
Designers are the ones who instill desires and dreams into the brand itself, just as Marilyn Monroe
who gave Chanel No. 5 an undisputed legendary status. In today’s globalized and mediatized world,
designers have taken the status of celebrities and creators such as McQueen, Tom Ford, Stella
McCartney or John Galliano are household names in the world of fashion.
Stardom status is a crucial part in leveraging brand equity and in communication and branding. More
and more people will buy the designer’s products whether the designer works for Chanel, Dior or
Sandro. The example listed in previous paragraphs of Stella McCartney’s line for H&M that could
commend higher prices is a case in point of the traction power that designers can command.
Even though designers are more exposed today, their stardom based on reputation is not a modern
concept. The importance of the designer to a fashion house can be epitomized by the near fall of
Christian Dior after the death of Christian Dior hinself.
Such was the power and reputation of the designer, that after the death of Christian Dior (CD) in
1957, management was even considering closing the Maison entirely. However, instead they
promoted the 21-year-old Yves Saint-Laurent (YSL), who had worked closely with CD, to Artistic
Director. Accustomed to the history and craftsmanship of the Maison, YSL’s clothes were as
meticulously made as Dior's in the same exquisite fabrics, but the young designer made them softer,
lighter and easier to wear. The success of YSL’s lines made him a national hero.
Until John Galliano in 1997, the Maison had catered to the segment of the experienced absolute
consumers. However, John Galliano, with his extremely mediatized fashion lines, allowed Dior to
tap into the new entrants, absolute and aspirational segments. Whilst still creating colossal brand
awareness in all customers’ sub-segments, including mass market, with his creative antics. His
newspaper dress or his shabby-chic collection, a line based on homeless’ clothes (the homeless-chic
ready to wear), propelled Galliano to the front pages of newspapers. The response that the line
solicited, both positive and negative thrust Galliano to stardom and Dior followed.
Antics generally precede designers. The ensuing difficulty for management, whether conglomerates
or private investors, is to keep this creativity flowing away from businesses’ requirements and
constraints. The creativity of designers is the brand’s soul, the excellence, the uniqueness, and the
timeliness.
As a result of their significance, designers represent the greatest risks and the greatest rewards of an
investment in luxury or premium brands.
On the one hand, they have to remain independent, unmanaged, but sometimes their unleashed
creativity can lead to the brand’s demise.
For instance, Christian Lacroix was a talented designer, who invented the puff dress and used bold
patterns and bright colors that appealed to the clientele of the 80’s. However, he never created a
makeup line or a hit handbag and his creativity went sometimes on the verge of foolishness making
his creations extremely hard to wear. As a result, although his design talents were undisputed, the
Lacroix house never made a profit.
On the other hand, the right designer has the power to propel the brand to the forefront of the
industry, making it lasting and value-accretive. Examples include, Karl Lagerfeld for Chanel, John
Galliano for Dior and many others.
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The Quality paradox
A major cost for fashion houses in the premium and luxury arena is attributed to core costs that
include the quality of materials used and the craftsmanship required to make the products. In other
industries, costs control usually occurs through the containment of the value chain by outsourcing or
delocalizing manufacturing to access less expensive labor and materials in order to increase margins.
The quality paradox of the luxury industry resides in the fact that products command maximum
prices and yield healthy margins due to the higher costs involved in the value chain.
After the designer, excellence is the most important of the value chain key elements. Even if the
designer is in high demand, poor quality will not allow for high prices, especially in the experienced
and absolute customer segments.
Furthermore, good craftsmanship is a personification of quality and expert reputations can almost be
brands in themselves. Leather coming from Italy, bearing the mark ‘Made in Italy” for shoes for
instance, is perceived as a sign of superior quality and will commend higher prices than “Made in
China”. Similarly, “Made in France” for wines is a sign of long tradition in viticulture, which
translates into high prices for a specific Chateau.
An embodiment of this paradox is Hermès. Hermès rests on a tradition of mastery in saddle-making,
recognized perfectionism in handcraft works, with a heavy reliance on labor excellence. Hermès also
boasts high standards of execution underlined by extensive training of artisans and the use of superior
materials. Despite the fact that Hermès, as a result, incurs onerous expenses in the value chain and
pays steep labor and manufacturing costs, operating margins for 2011-2012 were one of the highest in
the industry at 27.8%.
Excellence will strongly influence the quality of the products and the production edge that yields high
margins does not reside in saving costs in the value chain.
Figure 11 presents brands with high-priced products in the premium and luxury industry. These
brands have some if not all of the luxury criteria and, thus, a capital-intensive value chain. However,
as demonstrated by the Figure 11, the high margins that such brands realize are reflective of the
importance of safeguarding this onerous exclusivity throughout the value chain.
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FIGURE 11:

LUXURY AND PREMIUM BRANDS OPERATING MARGINS
(FULL YEAR 2011-2012) IN %
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Branding: communicating brand equity
Most non-luxury brands are marketed based on the problems they solve and the necessity they
convey. However, as no one wears a Burberry trench coat merely to stay warm, the marketing of
luxury brands needs to be subtler, more emotional and less practical in some ways. In other words,
mass marketing is the business of selling reality and luxury marketing is the business of selling
dreams.
As a result, the whole marketing proposition, once again, needs to focus on communicating the six
criteria of luxury. These communication strategies convey and create brand soul that will remain
imprinted in the consumer’s mind ultimately creating brand equity.
Luxury brands are marketed through messages meant to make the consumer dream of a different
world. The Cartier advertisement below is an example of such communication: the leopard,
protecting the Cartier treasures, set in what appears to be an eternal, pure white forest, incorporates
the six criteria of luxury and mainly emphasizes sensual aesthetics and iconic communication.
On the other hand, the Swatch advertisement is simple, bold and addresses necessity and problem
solving: if one needs a watch ‘Swatch is for everyone’.
Even if the brands were not mentioned, when looking at the Cartier advertisement, one can expect
the product to be expensive, whilst for the Swatch advertisement one can expect the product to be
affordable, useful with a sign of quality epitomized by the Swiss flag.
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Mass market brands are purveyors of reality and they focus almost exclusively on the real world. But
luxury operates in a realm of emotions.
During times of turmoil, notwithstanding the resilience of the luxury industry, people tend to direct
their focus on qualitative and traditional goods and products. Communication of luxury brands
accounts for such factors, not by diminishing the dream element of their advertisements, but by
shifting the focus of the marketing on the criteria of timelessness and uniqueness rather than sensual
aesthetics and iconic communication. The advertisements will be less about unattainable dreams but
will appeal to reasonable emotions: the product, although expensive, has a history and will last a long
time.
Louis Vuitton’s advertisement below epitomizes this trend. The ad focuses on the history of the
‘Maison’ at such time when Louis Vuitton built the brand around travellers’ trunks in the early 1900s.
However, the ready-to-wear collection in the same ad is a mix of traditional and modernist elements,
full of iconic details and sleek designs.

Distribution-Sales
Besides strategic communication, distribution is a major element to brand recognition and
perception.
a) General Distribution
Klaus Heine stresses the distribution conundrum of luxury and premium brands as such: “Luxury
brands strive to grow their businesses, but increasing sales volumes reduces rarity, therewith also the
luxury image and as a consequence also the sales numbers, which means that the successes of luxury
brands jeopardize their future successes.”
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The challenge lies in increasing penetration and distribution, and therefore sales’ volumes, whilst
keeping a sense of exclusivity. Most luxury and premium brands create exclusivity through control of
the retail points. Luxury and premium brands do not open on every corner and tend to remain close
to other luxury brand stores. Actually, most of the brands do not operate under licenses, but rather
have their own operated stores through which the aura of exclusivity is displayed.
A growing number of customers have high expectations on the atmosphere and the highly personal
services that address their needs of differentiation. As a result, the pillars of a luxury store are: welltrained staff, with good product knowledge, consultative sales skills, supported by highly performing
systems. Store openings also contribute to exclusivity, with significant media attention and
extravagant events reserved for celebrities.
Dante D’Angelo, brand and consumer development director at Valentino says: “Everything has
become more experiential,” and “It’s a new way of providing exclusivity, making customers feel
important, unique.” Gucci CEO Patrizio di Marco said store experiences was a way of “Getting our
clients to understand how much history, tradition, quality, and passion there is behind our work
means winning their loyalty.”
Luxury-focused distribution also concentrates on creating symbolic benefits and therefore a
differentiation from mass market brands. The flagship store is an epitome of this principle. The
flagship store personifies the brand traditions and craftsmanship and is an all inclusive personality
description of the brand.
b) Omni channel presence:
Another challenge concerning luxury and premium brands’ distribution is the growing presence of
online purchases. The challenge lies in how to maintain the exclusive aura of the brands whilst
reaching more and more ‘connected’ consumers who surf the Internet for some of their purchases.
Luxury brands have been reluctant to use this means of distribution, as it would take away from the
important element of “experience”, both regarding products and services, that the actual boutique
offers.
As a result, most luxury brands started opening websites with a view of presenting the history of the
brand and selling a few, less expensive items (such as belts) online but not the whole range of
products. However, the growing demands from the newer generations of consumers to purchase
expensive items online, have been overwhelming. This trend has been decupled by the concept of
exclusivity. Indeed, as brands produce items in limited quantities to control stock, and some items are
not readily accessible in the nearby shop, customers rely on the Internet to access such items.
Some luxury brands have been successful in riding the Internet wave. Several American companies,
such as Tiffany & Co, have thriving web businesses and Prada says that within five years, some 40%
of its revenues in America will come from the Internet. Louis Vuitton offers nearly all its products on
the web, which brings in as much money as one of its biggest bricks-and-mortar shops, says Antoine
Arnault, the group's communications director.

	
  

29	
  

However, European brands, especially the old French ‘Maisons’, such as Chanel and Hermès, are
still afraid of loosing exclusivity through Internet sales.
But as Web&Luxe, the online luxury digital magazine, puts it: “Those who think that luxury brands
won’t sell online have not understood ecommerce, nor luxury.”
Indeed, online distribution represents an ever-growing market, which exhibits significant potentials
for brands. If the online distribution aligns with the store strategies of staying exclusive, with selected
access and a strong support staff, brands could benefit from this positioning creating brand awareness
in the newer generation of consumers, particularly new entrants.
Actually, the online luxury consumption has gone from €3b in 2008 to €5.6b in 2011 and almost €7b
in 2012 with a growth rate exceeding 20%. According to Web&Luxe, it will only take a few years
before the e-commerce market of luxury exceeds €10b per annum.
With a changing population, younger millionaires and a population that is more and more reliant on
the web for time saving purposes, the web promises to be an important point of sales for luxury
brands and an extra service that the brands can offer to their customers.
Logistics
Logistics is the only element of the value chain, where cost controls over expenditures can be
exercised. Logistics –as a value-added service- remains invisible to consumers and does not interfere
with the six luxury criteria required for building brand equity. How luxury items get on time into
stores does not interfere with consumers’ perception or price sensitivity.
However, seen from the side of luxury and premium goods providers, logistics’ integration is a major
part of their cost savings strategies.
Indeed, a luxury brand, by definition, has to remain exclusive in the value chain to build and
maintain high brand equity. Designers are expensive and cannot be managed, while quality needs to
remain prohibitive. Materials, craftsmanship and locations are onerous to source and secure.
Branding and communication are intense and require significant investments. Finally, distribution
requires investments in the design, management and services in the retail points of sale.
However, logistics’ integration in the luxury industry can play a role beyond cost cutting. Based on
reviews of the business model of the luxury industry one can observe that centralized logistics
management (from planning for collections’ completions to store deliveries) can:
1. Keep design and creativity away from daily business constraints
2. Ensure that the quality is controlled through integration of parts of the manufacturing in
house. Indeed, when the creations, designs and assembly are not outsourced but owned by
the Maison, fewer margins are lost in the value chain.
3. Maintain a thorough management IT system, providing not only the right training to staff but
also a control over stocks and demands.
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Value chain margins
As indicated by Figure 11, the capital-intensive value chain, driven by a focus on the six criteria of
luxury, produces healthy levels of operating margins at an average of 16.9% with Hermes topping the
chart at 27.8%.
Furthermore, LVMH exhibited for 2011 a gross margin of 64.6%, followed by Hermes with 63.3%
and Tiffany & Co. with 56.5%.
In comparison, lower premium brands and mass market brands retailers have gross margins in the
average of the 40s with a few managing to achieve results in the 50s such as Zara at 57.1%.
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04. Investing in ‘luxurium’ - Case studies
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In this section, we will review a few precedents and case studies of investments in the luxury and
premium brands that we have coined as the ‘luxurium’ segment. While the investment models
reviewed herein are neither exhaustive nor applicable to all aspects and products of the ‘luxurium’
segment. Nonetheless they exhibit trends that are relevant and can form a foundation for building an
industry-specific knowledge base.
Conglomerates
Case 1: LVMH - Leveraging brand equity
As a trunk maker, Louis Vuitton Malletier (LV) opened his own first in 1854. By inventing a
rectangular trunk that could be stackable compared to the oval alternatives, and by marketing his
invention at a time when travel increased with the expansion of the steam trains, LV quickly started
to make a name for himself in the leather good industry. This innovation, along with the high quality
material LV was using for his trunk, quickly made him known to aristocracy and royalties.
LV’s success was built on: master of savoir-faire, excellent service to customers and continuous
innovation. The Figaro at the time said “LV appeared to have solved the problem of irreproachable
manufacturing, of ruggedness that withstands every test and offers without a doubt the most beautiful
specimen of French manufacturing.”
Following the European success, LV started to expend into the US, the Middle East and Latin
America and the company thrived until the Second World War.
During the Second World War, the Germans wanted to move the luxury Houses from Paris to
Berlin, which deeply affected LV who was forced to end international contracts with retailers.
After the Second World War, LV began to incorporate leather into most of its products, which
ranged from small purses and wallets to larger pieces of luggage. The brand still struggled to get back
on its feet and by 1977 revenues and profits were low.
In 1977, Renée Vuitton, the daughter in law of Georges Vuitton, son of LV, took the initiative to
introduce her own son in law to the business. Mr. Henri Racamier. Racamier was an acute
businessman and discovered that merchants retained revenues in the value chain, and thus, he started
opening owned-operated stores. Following this rationale, he pushed for rapid expansion of these
stores and opened more than 95 in less than 10 years.
During the same period, Racamier recognized the importance of diversifying LV’s product range by
acquiring brands that were leaders in their own fields with high quality products. He acquired
Givenchy for fashion and Veuve Cliquot for wines. Under Racamier, LV’s revenues went from $20m
to $1b in a decade.
Racamier then took the company public in order to secure the necessary funds to fuel further growth.
In 1987 as part of its growth strategy, LV merged with Moët Hennessy becoming LVMH group.
Profits in 1988 were reported to have gone up by 49% more than in 1987. By 1989, LV came to
operate 130 stores worldwide.
The main drivers behind the acquisition were the emphasis on individuality and brand-led creativity.
Each division would be run independently with its own management and philosophy.
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Bernard Arnault was hired by Racamier in order to reinforce his position within the group. Bernard
Arnault had no industry background but a clear vision to leverage the brand equity of LVMH and to
create a luxury fashion conglomerate. He purchased the French bankrupt textile conglomerate
Boussac Saint frères, which included the couture house of Christian Dior. Bernard Arnault then
restructured the house, and grew Dior using methods pertaining to vertical integration.
Acquisitions played a major role in the growth of LVMH. The majority of acquisitions were of
companies that produced high quality goods. By 2011, LVMH started acquiring partial stakes in
other high quality companies.
LVMH managed its brand acquisitions and extensions by insisting on keeping a focus on the core
LVMH brand. The power of the brand recognition is such that any brand owned by the LVMH group
is automatically branded as ‘luxury’. The designer Marc Jacobs further impacted this status by
installing modernity to the fashion line, making LV a complete fashion house.
Furthermore, to control profits, Arnault wanted to integrate the value chain and brought the
production and manufacturing ‘in house’ increasing the number of factories to 10. He also bought the
distributors and took over control. According to Arnault: ‘ if you control your factories, you control
your quality, if you control your distribution, you control your image” capturing the two most
important parts of the six luxury criteria elements of uniqueness and brand soul.
Furthermore, LV controlled its prices, always pricing high and never discounting its products. The
excess products were either transferred to locations that were low in stock or destroyed entirely.
LV manufactures all of its products and acquires manufacturing facilities in exclusive areas where
products of that category have the element of excellence. For instance, when it started its shoe
collection, LV acquired an Italian production facility knowing full well the value of ‘Made in Italy’
for leather goods and shoes in particular.
Focusing on global and emerging markets, targeting the three segments of customers, integrating the
value chain and extending the brand has seen LVMH produce record revenues of €29.b in 2013, an
increase of 4% over the previous year. Current operating margin reached 21%, and the group’s share
of net profits was €3.43b for the same year.
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Brand Soul: Design, Quality and Innovation
Innovative trunk design by Mr. Louis Vuitton and focus on high quality products, materials and
services.
Value Chain Enhancement: Quality and Cost Control
Company owned stores, integration of manufacturing and distribution.
Acquisition:
Acquisitions of high end products through established brands, such as Veuve
Cliquot, without diluting the brand soul of LV leather goods.
Brand Soul: Design, Modernization, Innovation
Focus on modernity and innovation through designers, allowed to
retain their full creativity: Marc Jacobs.
Focus on the six criteria of luxury,
starting with Brand Soul
LEVERAGING BRAND EQUITY

Case 2: Richemont - Building brand equity
Richemont was created in 1988. Established by Dr. Anton Rupert in the 1940s, Rembrandt Group
owned significant interests in the tobacco, financial services, wines and spirits, gold and diamond
mining industries as well as the luxury goods investments. His son Johann Rupert, divided the
company and created Richemont, which would hold the luxury segment of the business such as
Cartier, Chloé, Dunhill and Montblanc.
Richemont shares in its financial holdings gave it the capital power to expand and acquire luxury
brands in the jewelry and watches segments of personal goods such as Baume et Mercier and Jaeger
Le Coultre.
Richemont understood the value of creativity and brand soul, and thus allowed for all its acquired
companies to keep their own strategies, marketing, and sales operations separate from the Richemont
group.
Richemont had a vision of long-term value creation and a focus on uniqueness, integrity and
excellence.
Brand equity was key to the group but the Richemont group, as opposed to LVMH, did not have a
brand to leverage at the start of its operations. As a result, Richemont has been extremely cautious in
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maintaining separate design, development, communications, management, production and retailing
operations to ensure strong enforcement of brand equities in its portfolio.
The value added of Richemont to the brands was a consolidation in back office, Real Estate,
intellectual property, and other corporate administrative functions along with management guidance.
Richemont acted primarily as a consultant for its acquired brands.
As a result, brands were allowed to retain their soul and creative powers and to personally integrate
their value chains. Each brand CEO acts as a business owner.
The logistics integration of the brands through Richemont mainly concerned back office. For
instance, to better control inventory in each brand, Richemont developed a logistics system to track
inventory of the different brands in order to never discount the products but transfer products where it
was more needed or destroy unsold stocks.
Richemont understood that only brand equity creates pricing power and that brand equity can only
be achieved by respecting the luxury criteria. Without the criteria products cannot commend high
prices and high margins.
As a result, Richemont invested large amounts in protecting brand equity, securing trademarks and
diligently suing any counterfeits. In 2013, Richemont had revenues of €10b and profits of €2b and is
now recognized as a brand on its own rights.

Acquisitions:
Starting out with no brand soul, then acquisition of high quality brands, such as Cartier and
Baume et Mercier, with already existing brand souls.
Individual Brand Equity:
Support offered for back office, but complete independence in design, creativity,
communication.
Brand Equity:
Development of brands with focus on watches and jewelry, that would become
Richemont’s brand soul.
Focus on the six criteria of luxury,
starting with creating Brand Soul

BUILDING BRAND EQUITY
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Case 3: Pierre Cardin - Diluting brand equity
The cases of Richemont and LVMH, and the creation of successful conglomerates of luxury and
premium brands, show that results can be achieved using different models. However, two main
characteristics prevail at all times: (i) focus on the luxury criteria to drive high prices; and (ii)
preserving and increasing brand equity.
The main challenges that brands have encountered in increasing and keeping equity lie in brand
extensions. The example of Pierre Cardin is a telling tale of loss of brand equity through misfortunate
brand extension.
Pierre Cardin founded his own house in 1950. His career was launched when he designed about 30 of
the costumes for "the party of the century", a masquerade ball at Palazzo Labia in Venice on 3
September 1951.
Cardin’s brand equity laid in his audacious designs, focus on affluent and absolute consumers, along
with his excellent quality of products and materials.
Cardin was the first couturier to turn to Japan as a high fashion market when he travelled there in
1959. During the 1960s, Cardin began the practice of creating a system of licenses. Tapping into new,
faraway markets, Pierre Cardin believed that brand awareness could be achieved through making his
name as visible as possible. A clothing collection launched around this period surprised everyone by
displaying the designer’s logo on garments for the first time.
Excessive and unbridled licensing of the Pierre Cardin name diluted the brand equity because the
house lost control over its products. Pierre Cardin had lent his name to just about everything from
golf clubs and frying pans to binoculars and orthopedic mattresses. Cardin had amassed more than
800 licensees around the globe, and earned royalties on Pierre Cardin luggage, ceramics and cooker
hoods.
As a result, the once luxurious Pierre Cardin brand, synonymous with avant-garde fashion designs, is
now viewed as middle to low premium brand that has lost its luster, appeal and therefore its luxury
pricings and margins.

Cases Conclusion
The precedent cases reinforce the findings that brand equity is the core of luxury conglomerates
whether it is leveraged or built. Brand equity will be reinforced when the six criteria are the subject of
intense focus and protective efforts. Added value can be attained through acquisitions and
integrations of the value chain to control quality and distribution. But brand extension can only be
successful if the extension is done within the brand core equity, be it personal or experiential goods.
Furthermore, extension can be achieved through acquisitions of brands that have equity in their own
product range. Losing control of the brand through unmanaged extensions or through inadequate
savings through the value chain will ultimately erode the brand and destroy margins.
Brand extension is therefore more effective when completed within the same category of goods
(personal and experiential) and focus on the consumer segments of absolute, aspirational and
accessible.
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The Pierre Cardin baby seat

The Ralf Lauren paint

PE investments
As mentioned in previous paragraphs, premium and luxury brands are cash intensive and the higher
the focus on the luxury criteria, the higher the capital required.
PE investments are efficient ways for brands to tap into capital with PE investors following the
Richemont model: providing corporate guidance, synergies through grouped services in logistics such
as accounting, legal, finance, assets management, whilst maintaining brands separate under
independent creative managers and designers. Seeking superior returns, PE firms have courted luxury
and premium brands through acquisitions. The main reasons for brands to attract PE investments are:
enhancing company reputation, brand awareness, capital for extension through IPOs.
The basic attractions of the luxury and premium sector to PE firms are:
§
§
§
§
§
§

	
  

High margins that translate into solid profits for successful brands (exhibited in Figure 11).
Resilience to financial turmoil and economic downturns (evidenced in 02. Market Construct).
Global appeal and growing demand in developed and developing markets (evidenced in 02.
Market Construct).
Possibility for product extension akin to ‘organic’ growth at lesser cost (exhibited in 03. Value
Chain).
Active M&A market driven, not only by PE firms, but by large luxury conglomerates who
tend to buy smaller –even if financially challenged- luxury and premium brands to maintain
the ‘club monopoly’ in the industry (evidenced by the cases of LVMH and Richemont).
Successful exits through IPOs by PE firms including amongst others Gucci, Prada, Salvatore
Ferragamo. For instance, Prada’s IPO in 2011 led to a net amount of €206.6m. Pre IPO,
Prada had a revenue growth of -3% in 2009 and post IPO of +25% in 2011. EBITDA margins
went from 18.6% in 2009 to 29.7% in 2011. Net financial debts went from 1.7x EBITDA to
none. Similarly, Salvatore Ferragmo in 2011 raised a net amount of €344m. Revenue growth
went from -10% in 2009 to 26.2% in 2011.
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The inherent risks of the industry are perceived to be:
§
§
§
§

Scarcity of designers whose talent and taste appeal to most -if not all- segments of customers
(absolute, affluent, accessible as explained through the significance of designers in 03. Value
Chain).
Dependency on human assets (designers and others), and difficulty to manage creative talent
by financial investors (evidenced in 03. Value Chain).
Need to impose financial and corporate rigor throughout the process in light of a pricey value
chain such as cost of fabrics, manufacturing expenses, communication and branding budgets
and logistic (evidenced in 03. Value Chain).
Counterfeits that erode brand equity by lowering the quality and perception of the products.

Case 1: Investcorp and Gucci
In the early 1990s, Gucci underwent what is now recognized as the poorest time in the company's
history. Maurizio Gucci had, in his time as the head of the company, riled distributors, shareholders,
and executives at Gucci America by divesting into extensions away from Gucci’s core brand identity
and the company was largely indebted to creditors.
The company’s new accessories line had failed to pick up, and the company experienced heavy losses
and teetered on the verge of bankruptcy. Mainly, Maurizio’s management had had an adverse effect
on brand equity, product quality, and distribution control. He was forced to sell his shares in the
company to Investcorp, the Bahrain based PE firm, in August 1993.
Investcorp focused on building brand equity and put Domenico De Sole in charge of managing and
rebranding Gucci. De Sole, who had been elevated to president and CEO of Gucci Group NV,
realized that if Gucci was to become a profitable company, it would require a new image.
De Sole put Tom Ford, a young, dynamic star designer, in charge of creating a new line for Gucci. In
1993 the company had just lost $22m and De Sole said of this turbulent time “There wasn’t much
money for advertising, so we decided to sink what we had into fashion, which is a highly publicized
business. We could piggyback the Gucci name on to the coverage of the fashion shows. Somehow we
had to send out the message that a new Gucci was being born. We had to make the brand fly!”
To harness the Milan shows’ publicity, Ford began designing collections for women and men for
Milan’s semiannual ready- to-wear shows. He produced a ready to wear line dramatically
asymmetrical and with touches of color. The line was a hit in the press, as was the collection shown
in the fall of 1995 that was designed around a retro 1960s style. As Ford’s ready-to-wear lines won
rave reviews, they moved the Gucci image back into the forefront of the luxury goods arena. In 1995,
De Sole’s second year as CEO, Gucci Group earned a record $83m, on revenues of $500m.
In October 1995, Investcorp sold a part of its Gucci holding in an IPO launched on both the
Amsterdam and New York stock exchanges; a few months later it sold the balance in a secondary
offering. Out of its $400m investment in Gucci, Investcorp pocketed nearly $2b.
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Case 2: KKR and SMCP - Maje and Sandro
The SMCP group operates across the premium brands of Sandro, Sandro Homme, Maje and Claudie
Pierlot. Sandro was created by Evelyne and Didier Chetrite in the late 1980’s and Judith Migrom and
Alain Moyal created Maje in the late 1990’s.
SMCP was created in 2010 and received financial backing from two PE firms: L Capital and Florac.
With these investments, the SMCP group developed a unique business model combining luxury
criteria in marketing, communications and store experience, with creative designs and high quality
fabrics, while leveraging practices from the mass fashion industry such as short collections and
reactivity to market trends.
In April 2013, the successes of SMCP attracted KKR who acquired a majority stake (65%) in SMCP.
Evelyne Chetrite, president of SMCP, stated that KKR was a needed partner for the expansion of the
brand to become a global leader in affordable luxury. The main rational for funding was international
expansion mainly in the USA and China.
In April 2013, SMCP operated 570 points of sales, with a turnover of €350m in 2012.
KKR was interested to enter into SMCP because of the fact that the brands already had international
appeal. With healthy revenues, good image and top management, KKR viewed SMCP as: “a
remarkable business with an outstanding management team. The company has developed strong
French brands and high quality products. We are pleased to support the team in their growth
strategy”.
According to the Financial Times in 2013, KKR aimed to double the business in five years through
aggressive expansion in the USA, China, South Korea and Japan.
A year later, by April 2014, the influence of KKR on management was already visible. We can also
predict that the choice of management is a move towards strengthening the premium status of the
conglomerate’s brands up into the luxury sphere. Indeed, during this period, Daniel Lalonde, who
had worked for a decade at LVMH as the head of LV North America before becoming appointed
president of Moet and Chandon and then later took the reins at Ralph Lauren international, was
named CEO of SMCP.
Since KKR invested in SMCP a year ago and brought in some key players in management, the group
saw a turnover of €422m, with 720 stores in 14 countries and international sales making up for 35%
of its total volume.
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05. Conclusion
The premium and luxury industry is vast and subjective. It is also capital intensive with a precise
value chain and business model. However, the industry is resilient to economic downturns and
presents not only significant opportunities for growth globally, but also the opportunity for
consequent rewards and margins.
As demonstrated in this report the understanding of the six criteria of luxury is crucial to the success
of conglomerates and PE firms wishing to invest in premium brands. Investments in other industries
are generally about managing the costs in the value chain, however this report has demonstrated that
doing so with a premium brand investment would erode margins. As a result, strategies in premium
brands investments should focus on bringing these brands to the luxury quadrant by injecting, into
the value chain, the necessary capital pertaining to the six criteria of luxury whilst saving costs only
through logistics’ integration.
Ultimately, the anti-fragility of the industry is strongly correlated to people’s desires for a better, more
glamorous lifestyle and the more consumers experience luxury the more they want it.
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APPENDIX A:
Dos and Don’ts: building premium and luxury brand equity
Dos

Don’ts

Uniqueness

- Make the products scarce through
the six criteria and pricing

- Make the products readily available
or in great quantity
- Overextend the brand

Timelessness

- Make the product as durable as
possible through the six criteria and
brand perception

- Deviate from the products’ aura
- Decrease quality
- Increase quantity

Excellence

Invest
in
materials
and
craftsmanship in the value chain

- Attempt to save costs in the value
chain

Iconic communication

- Invest on communication
exclusivity, dream, aspirations

- Advertise too widely
- Advertise in mass markets media
- Licensing

Sensual Aesthetics

- Communicate indulgence
- Appeal to the five senses

- Diminish focus on the six criteria as
they appeal to the senses

Brand soul

- Invest in the designer and history of
the brand

- Limit designers creativity and brand
message

Markets

- Focus on EM that exhibit high
employment rates, high disposable
income growth and high propensity to
spend on luxury.
- Focus on DM distribution points to
capture large markets and travellers.

- Ignore markets based on population
- Ignore importance of the distribution
in DM.

Goods

- Focus on the same line of goods
(personal).
- Emphasis on high growth goods
such as leather goods.

- Extend the goods into another
category such as experiential goods.

Designer

- Invest in talent

- Let corporate governance affect
creativity

Quality

- Increase capital for materials and
craftsmanship

- Attempt to save in this element of
the value chain

Branding

- Focus on knowing consumers: new
entrants or experienced, absolute,
affluent, accessible.
- Communicate to them focusing on
their criteria importance

- Communicate to all consumers the
same way.
- Underestimate the importance of
communication teams.

Distribution

- Create a sense of exclusivity in all
the distribution points

- Licensing
- Delegate management
- Ignore importance of Internet.

Brand extension

- Focus on building or leveraging
brand equity with brand soul at the
center

- Extend the brand outside of its
identity
Dilute
the
brand
through
advertising.
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APPENDIX B:
Consumer subcategories and communication focus
The Omnivore: average €2,350 per year per person: they are younger and have a high willingness to
experiment with brands. Their loyalty level is relatively low.
The Opinionated: average €1,750: highly aware of the differences between brands and are influenced
by online information, and social networks.
The Investor: average €1,450: attention on quality and durability of luxury materials.
The Hedonist: average €1,100: these shoppers are infatuated with luxury goods and the luxury
shopping experience. They have a high affinity for brand logos. They are most influenced by
advertising.
The Conservative: average €1,000: These are mature and mainstream shoppers but not spontaneous.
The Disillusioned: average €800: These are mostly baby boomer shoppers who suffer from "luxury
fatigue." They look for products that last more than one season, but are uninfluenced by advertising.
The Wannabe: an average €500: look for entry-level items, valuing affordability, and are highly likely
to mix and match outside of the luxury spectrum. They are impulse shoppers who demonstrate little
brand loyalty.
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APPENDIX B

New Entrants
Absolute

Trained

Omnivore

Absolute
Affluent

Opinionated
Investor

Absolute
Affluent
Accessible

Hedonist

Conservative

Affluent
Accessible

Wannabe

Disillusioned

Brand Soul Uniqueness Timelessness Excellence Iconic
Comm

Sensual
Aesthetics

Omnivore
Opinionated
Investor
Hedonist
Conservative
Disillusioned
Wannabe
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