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ABSTRACT

The aim of the present research thesis is to investigate the luxury market in Brazil and how brand can
survive in such context.

All over the world this sector is becoming more and more crucial, due to many factors, such as the
opening to new markets (Asia, Middle-East and so on), the increasing purchase power of consumers
and the presence of much more differentiated products. After having clarified the definition of luxury
and of its implications, the thesis will indeed present a global market analysis of the current situation
and of the future trends. However, in Brazil luxury’s sector is facing challenging times, as the reports
provided by consulting firms demonstrate. In fact, the profile of the Brazilian consumer is very peculiar
and so it requires strategies ad-hoc. Moreover, the challenges of the market are many such as the attitude
of spending outside Brazil, the counterfeiting, the high interest rates and many others. By the way, Brazil
also represents a unique opportunity for international and local luxury brands, given to its increasing
wealth and to a youthful generation of shoppers. That’s why, the thesis will also provide some effective
tools for luxury companies to overcome the difficulties of the market and to catch all its potentials. As
integration, practical cases of foreign luxury brands entering in Brazil are provided (Diesel, Zara, C&A
and 1’Occitane): these firms had found successful way to exploit the Brazilian market. Finally, the
research deals with the case of the only Brazilian luxury brand able to expand outside: H. Stern.
Leveraging on this experience, useful strategic insights could be provided to brands willing to follow
this path. Leveraging on this experience, useful strategic insights could be provided to brands willing
to follow this path. This experience is analysed through a conceptual framework about Internalization’s

strategies provided at the beginning of the research thesis.

Key Words: Market of luxury in Brazil, Strategy, Luxury consumer, Case Study, Marketing, Brand

development.



RESUMO

O objetivo da presente tese de pesquisa € investigar o mercado de luxo no Brasil e como a
marca pode sobreviver nesse contexto.

Em todo o mundo, este setor esta se tornando cada vez mais crucial, devido a muitos fatores,
como a abertura a novos mercados (Asia, Oriente Médio e assim por diante), o crescente poder
de compra dos consumidores e a presenca de produtos muito mais diferenciados. Depois de ter
esclarecido a defini¢do de luxo e suas implicagdes, a tese apresentara uma analise de mercado
global da situacao atual e das tendéncias futuras. No entanto, no Brasil, o setor de luxo esta
enfrentando tempos dificeis, como demonstram os relatorios fornecidos pelas empresas de
consultoria. De fato, o perfil do consumidor brasileiro ¢ muito peculiar e, portanto, requer
estratégias ad-hoc. Além disso, os desafios do mercado sdo muitos, como a atitude de gastar
fora do Brasil, a contrafacao, as altas taxas de juros e muitos outros. Por sinal, o Brasil também
representa uma oportunidade Unica para marcas de luxo internacionais e locais, dada a sua
riqueza crescente e a uma gera¢io jovem de compradores. E por isso que a tese também
fornecera algumas ferramentas eficazes para as empresas de luxo para superar as dificuldades
do mercado e conquistar todos os seus potenciais. Como integragdo, sdo fornecidos casos
praticos de marcas estrangeiras de luxo que entram no Brasil (Diesel, Zara, C & A e
L’Occitane): essas empresas encontraram formas bem-sucedidas de explorar o mercado
brasileiro. Finalmente, a pesquisa trata do caso da unica marca de luxo brasileira capaz de se
expandir para fora: H. Stern. Aproveitando esta experiéncia, podem ser fornecidas informacdes
estratégicas Uteis as marcas que desejam seguir esse caminho. Aproveitando esta experiéncia,
podem ser fornecidas informagdes estratégicas uteis as marcas que desejam seguir esse
caminho. Esta experiéncia ¢ analisada através de um quadro conceitual sobre as estratégias de

internalizacao fornecidas no inicio da tese de pesquisa.

Palavras-chave: mercado de luxo no Brasil, estratégia, consumidor de luxo, estudo de caso,

marketing, desenvolvimento de marca.
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Introduction

Although Louis Vuitton’s Cruise 2017 runaway extravaganza in September 2016 seemed to suggest
differently, the luxury market in Brazil still have to face some unresolved challenges. Gloria Kalil, a
journalist and Consultant of Brazilian Fashion, said “Brazil gives false messages, the beauty, the
openness. But I don’t know who continues to buy here right now. Sometimes you go to those big luxury

shops and you see no one in there for days and days and days.”

However, it’s not difficult to guess why Vuitton chose to show in Brazil or why Hermes opened his first
shop in Rio last summer. Brazil is still an important market for luxury goods because it remains home
for many wealthy people. Just to give some numbers, the country accounts for more than 50 percent of
the total holding in the all South America’s high net worth individuals. As the chief executive of
Iguatemi Empresa de Shopping Centers SA, Carlos Jeressati Filho, states “Brazil is not a mature market

and there is still a lot of opportunity for growth.”

So why this has not happened yet?

This thesis aims to provide a report about the Brazilian luxury market through the following section:

* A conceptual framework about Internalization strategies through which the H.Stern case will be
assessed (Chapter 1).

* A review about the concept of “luxury” and how it has been discussed in the previous research
papers (Chapter 2).

*  An analysis of the global luxury industry (Chapter 3).

e The Brazilian luxury market analyzed by two different reports (Chapter 4).

e A profile of the global luxury consumer and of the Brazilian one based on previous researches
(Chapter 5).

* The challenges that a luxury firm must face in Brazil (Chapter 6).

* The opportunities and the potentials of the market (Chapter 7).

e The strategies that foreign and domestic luxury brands can adopt to succeed in such a
controversial market (Chapter 8).
A conclusion about the report and what will happen in the future and case studies: H. Stern,

C&A, Zara, Diesel, Sephora and 1’Occitane (Chapter 9).
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Methodology

This report is a case study about the Brazilian luxury market, based on secondary data (past studies, past
consulting projects and so on). [ have found several difficulties in finding updated materials due to the
lack of attention towards the sector This also affects the quality of the future trends’ analysis and the
possibility of providing to some concrete suggestions for companies willing to enter in the Brazilian
luxury market or for local companies aimed at expanding abroad. By the way, this also reveals one time

more the underdevelopment of the luxury market in Brazil. All the references are listed at the end of the

paper.

As Maaloe (1996) stated there are three different methods for collecting data from an empirical field:
surveys, experiments and case studies. The case studies process fits well the purpose of the current
research thesis, e.g. to provide useful tools to companies aimed to overcoming the Brazilian luxury
market’s problems and to successfully exploit its potentials. Compared to surveys, case studies give a
deeper insight and a narrower focus on the defined field of interest, since “it enables the researcher to
see very difficult and complex situations which could, and most certainly would, be lost in a general
survey”. (Maaloe, 1996). Therefore, the case studies methodology was found as the most suitable for
this research. The first thing to do when using such method is to assess the so-called span of field. The
choice is whether to look at one or more companies and whether to look at the whole company or just

at its parts. Yin (2009) perfectly summarized it in the Table below.

Single Case Design Multiple Case Design
L . The study of one fully coher- | The study of many of the
I{olzsuc (single unit of analy- ent unit and the unit of analy- | “same™ type of units within
sis) S1S 1S UNIQUe. different contexts.
. . One field, but with a selective | Multiple case design, with a
Embed.ded (multiple units of focus on embedded sub-units. | selective focus on embedded
analysts) sub-units.

Table 1: Different types of case studies

Yin (2009)

Since the goal is to use foreign and local companies as cases, a multiple case design has been selected.
Moreover, the purpose is to draw some general conclusions from the theory and the case analysis, and
so an holistic approach has been used. Therefore, this thesis has a Multiple Case (Holistic) Design

approach.

The last part in choosing the most appropriate case study design is to highlight the theoretical purpose

of the case study. Generally, there are four different theoretical purposes to a case study being: “fo
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describe, to test theory, to create theory, and finally, explorative integration, where theory creation and
testing is combined” (Maaloe, 1996).

In this research thesis, the deductive method is used, where theories and literature are applied in order
to investigate the identified problems, which result in the recommendation for how foreign and local
companies should adapt their strategies to overcome the external factors related to the Brazilian luxury
market. The cases provided in the paper are the ones of C&A, Zara, Diesel, Sephora and I’Occitane
(international firms which entered in the Brazilian market) and of H.Stern (local company that went

international).

Research Question

The aim of the present research thesis is to provide a picture of the Brazilian luxury market, with its
pitfalls and its potentials. In fact, the final goal is to underline effective strategic tools that companies

could leverage on, in order to succeed. The analysis is two-fold:

1) How can a Brazilian luxury company go international? The basis of such topic is a conceptual
framework (provided at the beginning of the paper) of three different expansion’s modes.
Following this theory, the case regards the only Brazilian luxury brand that has been able to
gain a global recognition: H. Stern.

2) How can foreign luxury brands exploit all the potentials of the Brazilian market, without being
affected by its downsides? Chapter 7 assess this topic, providing five different strategic tools.
Then, are presented four foreign luxury firms (C&A, Zara, Diesel, Sephora and I’Occitane). that
followed some of the mentioned paths and that were able to gain a relevant market share in

Brazil.
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Chapter 1: A conceptual framework about internalization theories

However, what really differentiates H. Stern by others Brazilian luxury brands is its internationalization.
In fact, as already mentioned, the company is currently operating in more than 30 countries. Before
analyzing the case of H. Stern, it is necessary to briefly recap what are the main internationalization

strategies suggested by researcher in the literature.

Uppsala model

The theoretical background of this model was first provided by Johansson and Wiedersheim-Paul in
1975, after the analysis of the internationalization process of four Swedish firms. The authors observed
that such companies completed the path in an incremental way, e.g. step by step and that’s why the
model is also defined as “incremental”. The theory focuses on four aspects that interact to each other in

a cycle, as highlighted below.

Market Knowledge _ Market Commitment
Commitment Decisions _ Current Activities

Market Knowledge and Commitment decisions are state aspects that affect the company’s opportunities
and risks. The former helps managers in the decision-making process, while the latter is related to the
amount of resources that will be committed. By contrast, Market Commitment and Current Activities
are change aspects and are the results of the state’s ones. As soon as the firm knows the market, it will
be able in which way commit to it, and therefore will execute the activities needed to complete the cycle.
The assumption of the Uppsala model is so that market knowledge and commitment both affect
commitment decisions and current activities. As Johanson and Vahlne summarizes, the “The amount of
knowledge of foreign markets and operations is influenced by the amount of commitments of resources
in foreign markets, and vice versa”. Incremental growth indeed suggests that companies will start their
internationalization process from markets that have less psychic distance from their country of origins.
Psychic distance is made by many factors, such as differences in language, culture, political systems,
etc., that may obstacle the connection between the firm and the market. Firms following such
internalization process will so start by exporting trough an agent. The next step is set up sales
subsidiaries with the exporting model or with other entry modes such as licensing, franchising and joint
ventures. Finally, the company will leverage on wholly owned subsidiaries in order to gain a complete

control over its international operations.
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However, the Uppsala model has been largely challenged from both a theoretical and operational point
of view. For instance, Andersen (1993) criticized the start of the above-mentioned process and how the
knowledge could affect commitment during the cycle. Moreover, Andersen suggested to consider the
psychic distance as the difference in terms of perception, learning and knowledge of business
discrepancies between home and foreign market. With such modifications, psychic distance reduces as
the market-specific knowledge increases, once the company chose where to externalize. Naturally, firms
with a broader international experience perceive as smaller the psychic distance to a new country

compared to firms with a shorter expertise.

Moreover, Hollensen (2001) criticizes the lack of focus of the Uppsala Model on the importance of
interdependencies between markets and actors. In his vision, firms are more internationalized when they
consider both aspects as interrelated rather than as completely separated entities. Finally, Reid (1984),
Andersen (1993) and Crick (1995) found the operational level path (licensing = franchising = wholly

owned) as largely inconsistent with the theoretical level (the above-mentioned cycle).

By the way, the main challenge to the Uppsala model is represented by the International new ventures
(INV) since they gain their competitive advantage from the use of their resources in multiple countries
and not therefore thanks to an incremental process. As McDougal & Oviatt (1997, p. 89) stated “INVs
appear to require some highly valuable resource at the least cost possible (often human resources)
wherever in the world that resource is, to employ a strategy of serving globalizing niche markets with
unique products and services, to be founded by internationally experienced entrepreneurs with very
aggressive growth goals, and to have tightly coordinated organizational processes”. Indeed, since
international knowledge of foreign markets is present among entrepreneurs, incremental steps for
internationalization are mainly unnecessary because INVs chose rapid entry modes that can be delayed

by the slower process of the Uppsala model.

Network theory

Uppsala model has been challenged by the Network Theory, developed by Mitgwe in 2006. It assumes
that firms, while internationalizing, do not show an incremental process; rather they leverage on the
experience and resources of network partners to make the whole path faster. A network is defined by
Emerson (1981) as “the set of two or more connected business relationship in which each exchange
relation is between business firms that are conceptualized as collective actors”. According to Johanson
and Mattsson (1988) “All firms in a market are considered to be embedded in one or more networks via
linkages to their suppliers, subcontractors, customers and other market actors”. Therefore, networks
are a source of market information and knowledge and they represent a bridging mechanism that allows
a rapid way for internalization. Of course, the relationships must be based on mutual trust and

commitment towards each other.
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The process of internalization is determined by the firm’s position in the local environment, since the
latter affects the ability of using the existing resources. Also coordination plays a key role within
networks, because the company must deal with many actors at the same time, such as suppliers,
customers, partners and so on. Once the ties are developed, they are hard to imitate because, as Burt
(1997) highlights, they have three specific features: a) the information is available to the parties involved
in the relationship; b) timing (when some information reaches a particular firm), and c) referrals (firms

get interested on other firms, in the right time and place).

The network approach for internalization is composed of several steps. First of all, the firm must get a
deep understanding of the foreign market’s conditions and of the relationships that must be established.
By using trust and commitment, the firm can gain international penetration, which could be later
integrated by involving other companies in other countries and so expanding the network. In such a

context Johansson and Mattson (1988) identified four different categories of firms.

1) Early starter: the firm has few relationships in the foreign market. To gain the necessary
knowledge, the company will use agents, leveraging on their experience to gain expertise about
the market.

2) Lonely international: the firm is highly internationalized but in a market with a deep domestic
focus. However, thanks to its prior knowledge, the firm can easily succeed.

3) Later starters: the firm is involved in an already internationalized market and they can only
leverage on indirect relationship. That’s why it’s hard for them to exploit all the opportunities.

4) International among others: both market and firm are highly internationalized. Therefore, it’s
easy for the company to set sales subsidiaries, thanks to the knowledge and experience: the only

need is to get coordination.

International Entrepreneurship Theory (IET)

Morrow, in 1988, first suggested that “advancements in technology, declining cultural barriers and
increasing cultural awareness has opened once-remote foreign markets to all kinds of companies; small
firms, new ventures as well as established companies”. Indeed, the IET is based on the cross-border
entrepreneurial behaviour, focusing on how actors discover, enact, analyse and exploit opportunities in
the creation of new goods and services, thanks to modern technologies to a better communication. As
McDougall and Oviatt (2000) defined, the international entrepreneur is “combination of innovative,
proactive and risk seeking behavior that crosses national borders and is intended to create value in
organizations”. Indeed, individual and firm entrepreneurial behavior is the foundation of foreign market
entry, which became easier with technological advancements. Moreover, a different definition has been
provided by Stevenson and Jarillo (1990), which stated that “a courageous managerial value creation

process through which an individual engages innovative, proactive, calculated risk-taking behavior
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designed to prosecute foreign business opportunities presented by multinational market successes and

imperfections for financial and non-financial rewards”.

According to IET, nowadays the key for internalization is the individual. He is able to measure the
opportunities in the market and to create solid relationships with external players, such as firms,

suppliers, customers, government and media, thanks to his market knowledge and experience.

The whole conceptual framework

Mohibul Masum and Alejandra Fernandez, (2008), provided for the below conceptual framework in

order to summarize the above-mentioned internationalization strategies.

Internationalization Process of SMEs

Uppsala Model Network Theory International
Entrepreneurship Theory

Local and
- Foreflgn "| Entrepreneurial
Market Knowledge Business Behavior/Activities
< R

,,\ elationships /

Psychic Distance SMEs International
Entrepreneurship
Market Commitment / ; ¥ . ; International
Relationships with Experience
Customers
Suppliers
Competitors
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Chapter 2: What is luxury?

“Give me the luxuries and I can dispense with the necessities” Oscar Wilde

2.1 Towards a definition of “luxury”.

Nowadays the market of luxury is becoming more and more extreme all over the world: from the most
expensive car in the world (the Koenigsegg CCXR Trevita, valued $4.8 million) to the $700.000
Montblanc pen, we are surrounded by an impressive level of luxury. Despite this growth, researchers
have troubles in defining what the term really means'. The concept of luxury has also been largely

divisive in the literature: John Sekora” for instance stated that “the concept of luxury is one of the oldest,

most important, and most pervasive negative principles for organizing society Western history has

’

known”. The word’s etymology also carries a negative connotation. Derived from the old

FE N1

French,”luxurie” means “lasciviousness, sinful self-indulgence”, while from the Latin “/uxus” “excess,

extravagance and vicious indulgence”.

The starting point for the definition of “/uxury” are the embraced two different but correlated concepts:
the desire of having an item and of attaining a state of being. The common point of these concepts is

that they are both status beyond the speaker’s reach at that moment.

The predominant determinant of a luxury item is its intrinsic value for the consumer, which of course
depends by the nature of each one of us. Klaus Heine’ in the 2011 provides a perfect example for this
concept: “While a VW Polo could be seen as a luxury car to a student, a Mercedes S-Class might be
just an ordinary car to a wealthy heir. This demonstrates that luxury is a relative term that could refer

to almost anything or nothing depending on whom you ask.”

The term luxury is nowadays being overused in an inappropriate way: it has been also applied to mass-
markets products which have an aura of desirability. To solve this ambiguity, the term “Masstige” was
coined: it indicates a “good produced by a luxury brand but intended for the mass market”.” The Oxford
dictionary define “luxury” as “Something which conduces to enjoyment or comfort in addition to what
are counted the necessaries of life”. Potentially, this definition identifies as “luxury” every item that is

not required to sustain a quotidian existence. This could generate confusion and overlapping and so, it

' Franca Sozzani, Vogue’s Director (2011).

? Professor at Johns Hopkins University.

? Lecturer in luxury marketing, luxury brand management, brand personality and brand identity at
the Technical University of Berlin.

* Michael Silverstein and Neil Fiske in their book “Trading Up” and Harvard Business Review article
"Luxury for the Masses”.
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is important to highlight that “luxury” is rather something that will enrich and embellish the possessor,
giving him the perception of having a higher social status while holding that particular item. As Kapferer
and Bastan (2009) state, “The DNA of luxury, therefore, is the symbolic desire to belong to a superior
class”. Possessing a luxury item or enjoying a luxury experience is deeply correlated to the human
psychology. In fact, it gives to the owner a sense of superiority and consequently a good feeling: this
mostly because since the item or the service is limited in supply, intentionally (by restricting the

production) or indirectly (by putting a high price), it becomes available only for a few.

So, it is evident how the definition of “luxury” is challenging especially in the research literature: that’s
why the question “What is luxury?” is often posed. In order to provide more solid basis for this report,

I will briefly mention how the issue has been addressed in the past research papers.

Jonas Hoffmann and Ivan Coste-Maniere (2012) asserted that “Most of us are able to recognize a luxury
product, but we are unable to define the specific characteristics that contribute to the concept of luxury.
This is because our perception of luxury is individual; it depends on our individual real-life

experiences.” Although this skepticism, different authors tried to identify the characteristics of luxury.

Whilst T. B. Jackson (2004), for instance, attempts to define the features of luxury products as
“..exclusivity, premium prices, image and status which combine to make them more desirable for
reasons other than function", while Heine (2010, p.57) tells us that consumers perceive that luxury

products have six major characteristics:

* Price

¢ Quality

* Aesthetics

* Rarity

e Extraordinariness

*  Symbolism

Regarding the “Price” attribute however, Kapferer & Bastian (2009) affirm that “if the word ‘luxury’
were no more than a synonym for the word ‘price’, there would have been no reason to look any further,
and it would have been sufficient simply to raise the price of one’s product — always provided more
clients could be found — to do a bit of ‘trading-up’, in order to succeed. However, luxury is something
radically different from trading-up, which does not have the sociological and historical impact of

luxury.”
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2.2 What is the value of Luxury Brands?

In order to move from the definition of “luxury” to the one of “luxury brands”, it is crucial to understand
the relationship among people, products and brands. The “three worlds” theory developed by Karl
Popper helps to reach the above goal’. World 1 is composed by physical objects, states and systems;
World 2 by the subjective experience involving thoughts, feelings, emotions and perceptions; World 3
by culture, represented by science, language and literature. Adapting this model to the luxury brands’
context the three Worlds could be identified with: goods and services (World 1), emotions, needs,
feelings (World 2), images, knowledge and symbols (World 3). Let’s take the example of Gucci’s bag,
crafted in leather with unique motifs (World 1), that is associated with well-defined characteristics
(World 3) and that leads different feelings to the potentially distinct owners (World 2). Someone, for

instance, could find this accessory as unnecessary, while another as totally worth the expense.

Luxury brands have so three different components: the objective (material), the subjective (individual)
and the collective (social). These correspond to the three kinds of benefits that costumers can receive

from brand’s attributes: functional, experiential and symbolic.

The functional dimension is the luxury brand’s material embodiment, how it’s done and what is its
function. In other words, this dimension is more about what an object does rather than what it represents.
For instance, Ferrari’s cars are worldwide known for their speed and agility, while Bentley’s for the

comfort and accessories.

The experiential dimension is instead related with the individual’s subjectivity. Everyone has different
perceptions about the same object: let’s take the case of Dom Perignon, the luxury French champagne.
One could find the price totally fair for the quality of the product, while another one as totally
unacceptable. The experiential nature of brands is becoming way more crucial for the marketers
nowadays: this means posing more attention to the packaging, to the design and to the communication’s

techniques.

Lastly, the symbolic dimension related to the social context. It has two aspects: the value that a brand
luxury may have to others, and the value to the owner. A Lamborghini may signal wealth and prestige

to the crowd and at the same time reinforce the self-image of the owner.

Figure 1 recaps the abovementioned value dimensions of Luxury Brands. However, it’s necessary to
highlight that the three dimensions of luxury are strongly influenced by the context, such as a country.

In other words, what could be perceived as luxury in the US may not be the same in China.

> Three Worlds by Karl Popper — The Tanner Lecture on human values, University of Michigan, 1978.
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The centre of value historically has not been the same, but it has changed over time. During the 19"

century the main feature of the luxury objects was the functional dimension: in fact, thanks to significant

efforts of craftsmen, the durability of the items was valued as essential. Then, the symbolic dimension

became predominant: marketers could construct dream-worlds about luxury brands. Nowadays, many

scholars see a shift towards the experiential dimension: luxury is becoming tailored on the needs of the

individuals, such as seven-star luxury hotels.

Finally, many managers of luxury brands have failed to consider all the three dimensions together in

their strategy’. They over-focus on one dimension, while neglecting the others: this caused an under

exploitation of the brand’s potentials.

% Vijay Vishwanath, Jonathan Mark, Harvard Business Review.
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Chapter 3: Global Industry Analysis

Traditionally, the luxury goods have always been perceived as the preserve of a small niche of people,

the very wealthy and privilege one.

However, the combination between the profound societal changes in the post war years and the rise in
middle class disposable brought the luxury fashion brands to a turn in strategy. As Jafar (2013) states
“their main purpose was to make luxury fashion accessible to the mass market, it seems, in fact, that
their implicit objective is to exponentially increase the luxury brand’s profitability”. This causes a rapid
shift from a raft of specialist houses operating in an elitist environment to multibillion-dollar global
industry, following the exigencies of a mass market commerce. Conglomerates such as Kering,
Richemont and Louis Vuitton were the proof of this change. The point of non-return was reached in
1989, when Bernard Arnault brought together group of companies specialized in three different areas
(fashion, leather goods and drinks) to create LVMH. It was the end for atelier design and small craft
based production and the beginning of a production and marketing in a large scale. The diversification
of the products and the fall in prices, due to the outsourcing of the production in areas with a cheaper
cost of labor, on one hand, opened the market for new affluent, but on the other one, it poses threats to
the exclusivity of such products. Moreover, Thomas (2007) accused the luxury industry of having
“sacrificed its integrity, tarnished its products and hoodwinked its consumers. In order to make luxury

‘accessible’, tycoons have stripped away all that has made it special.”

The rise in the purchasing power of consumers in new regions of the world, such as BRICS, made luxury

sector becoming a relevant global economic activity, as it emerges from the recent data.

To provide for a picture of the luxury industry in 2016, we can leverage on the last (15™) edition of the
Bain Luxury Study’ in association with the Italian luxury goods trade body. The overall industry tracked
is composed by 10 segments, such as luxury cars, luxury hospitality and personal luxury goods. These

three accounts together for almost the 80% of the whole market.

3.1 Luxury Spending trends

The growth of the industry is steady at a rate of 4%, reaching the 1.08 trillion of Euros in sales in 2016.
Among the specific categories, there were of course different performances compared with the past year.

(Figure 2)

a) Luxury cars are still the most performing segment with a growth of 8%, thanks to the boom of

7 Annual report on luxury market made by Bain & Company, world’s leading management consulting
firms.
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sales in China.

b) Luxury hospitality (growth of 4%) and luxury cruises (growth of 5%) benefited from the raising
performances of luxury travel.

c¢) The beauty, fine beverage and food grew signaling the raising importance of personal
experience, the experiential dimension above mentioned.

d) However, the private jet and yacht sales market stagnated despite the growing demand in China.

e) The segment of personal luxury goods, defined as the “core of the core” of the industry and
which is the focus of the Bain report, was almost flat at 249 billion of Euros, with a small
contraction of 1%. It’s the third consecutive year of flatness: the reasons are many and different.
The no longer favorable market and free-spending consumers, the lower consumer confidence

(due to phenomenon like Brexit, terroristic attacks and the US presidential election.

Worldwide luxury market, 2016E (€billion)

20 33 18 7 2 1,081
46 ===
66 =
183 ==
249
Personal Luxury Luxury Fine wines Fine Fine Designer Private Yachts Luxury Total
luxury cars hospitality & spirits food art furniture jets cruises 2016E
goods

Growth, a% 1 8% . 4% % . 4% 0% 3% -5% 0% 5% T 4% |

2015-16E T oo oo oo Tm oo oo oo ooommmees T

Source: Bain & Company

Figure 2

The growth of the global luxury goods segments between 2008 and 2016 was different. Luxury cars
faced an astonishing and continuous growth, while as already said the personal luxury goods were
stagnant. The below graph (Figure 3) shows the performance of the most important sectors, while the

Figure 4 focuses only on the personal luxury goods.
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However, much of the nominal growth last year depended on currency effects rather than organic sales

growth. In fact, in 2015 the currencies of several countries appreciated against Euro, while in 2016 not:

British pound (down 10%), Brazilian real (down 7%) and Chinese Yuan (down 6%). (Figure 5 and 6).
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Figure 6

3.2 Regional highlights

a) The only region that faced a rise of luxury sales in 2016 was Japan (10% growth). Americas

and Asia (except for Japan) contracted by 3%, while Europe of 1%. (Figure 7).
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b) The major markets of Europe, such as Germany, France and Italy declined in tax-free
spending. By contrast, UK, thanks to the depreciation of the British pound, was able to
attract shoppers and grew of 8%. (Figure 8)

c) China, whose costumers represents the 30% of the total luxury market, declined of 2% in
2016. However, at constant exchange rates, the Chinese market grew of 4%, the first time
after three years. The outlook in a long-term remains positive for China, thanks the growing

power of purchase of its middle class. (Figure 9).

Personal luxury goods market by region, 2008-2016€ (€bilion)
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3.3 Distribution trends

a) Almost two third of total global sales in 2016 came from the wholesale channel. Retail continues

to grow steadily, accounting for the 35% of the total market. (Figure 10).
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b) Monobrands stores, department stores and specialty stores are still the highest volume formats,
representing the 74% of the total market. However, all three are facing a decline, especially the
department stores. (Figure 11).

¢) The most significant trend is the one of the online sales, which in the last thirteen years increase
of 20-fold, reaching the level of 19 billion of Euros (8% of the total). The grew of the sector in

2016 was astonishing considered the context: more than 13%. (Figure 12).
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Figure 12

3.4 Category’s performance

a) Over the long term, accessories have been predominant both on market share and growth rate
(up 10% from 2010 to 2015). However, this category only grew of 1% in 2016 and, within it,
the two largest segments (handbags and shoes) grew only of 2%. (Figure 13).

b) Thanks to its performance in Asia and Americas, the beauty category grew of 4%, especially
makeup and fragrances. By contrast, watches, due to under performances in the Asian market,
faced a remarkable decrease (8%). Shoes are still trending, thanks to the sneakers category,

while leather goods saw a moderate growth. (Figure 14).
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Figure 13
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3.5 Future trends

a) The luxury goods market entered a new period characterized by slower growth. So,
companies will not have favorable market conditions and there will be winners and
losers. From 1994 to 2007, 87% of the personal luxury goods firms grew, while in 2016
less than a half of companies grew. (Figure 15).

b) The market is expected to grow at 3% / 4% from 2017 to 2020, reaching 280 billion of
Euros at constant exchange rates. Many factors are predicted to drive this raise: the
growing purchase power of the middle Chinese middle class, the recovery of mature
markets’ consumers, the increasing contribution of Generation X & Y, the healthier
markdown market that will reduce sales cannibalization, the Online sales. Researchers
predict also that there will not be a clear champion category or segment. (Figure 16).

¢) Figure 17 shows how will the global luxury market look like in 2020. The future
importance of the generation X and Baby Boomers is evident, like the reduced impact
of older generations. Even if the share of shopping’s regions will remain balanced, the
consumers will likely come from Asia. In other words, shopping will become more and
more globalized. (Figure 17).

d) Finally, Bain’s experts suggest to the companies to rethink their strategies in order to
be successful, including themes such as revitalizing domestic demand, adapting to

volatile tourism flows, engaging clients in a more effective way, being careful to local
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taste and needs, rethinking about the role of the stores in an environment that will be

more and more dominated by omnichannel distribution.
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Projected share of global personal luxury goods market, 2020€
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Figure 17

3.6. Which takeaways from the 2016?

From the Bain’s report, it is possible to extract 10 different takeaways which can effectively summarize

the situation of the luxury goods market in 2016 worldwide.

1) The market is rebalanced toward a more stable local consumption.

2) The growth of Chinese consumption was not able to offset the impact of lower purchases
abroad.

3) European consumption rebounded, American and Japanese remained stagnant.

4) Monobrands and retail remained investors’ favorite formats.

5) However, the latter slowed significantly during 2016.

6) Tourist flow affected positively off-price and airport retail.

7) E-commerce is the only growing channel.

8) US department stores’ crisis remained a crucial problem for the whole region

9) The expansion of the consumer base was able to support entry items and brands.

10) Customers valued innovations across categories and segments.

3.7 Still an astonishing growth.

Bain’s report remarked a last but impressive result: the growth of the sector has been exponential, in

fact the global luxury goods market in 2025 will be more than five times larger than it was in 1995.

What are the reasons for this extraordinary boom? Fionda and Moore (2009) highlighted how this

growth has been driven by a bundle of interdependent factors:
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1) The increase in the number of high-net-worth individuals with an appetite for luxury brand
consumption.

2) The rising media’s interest in this kind of consumption.

3) The emergence of luxury brands awareness as an integral element of consumer culture.

4) The globalization opened new markets in emerging regions such as China, Brazil, India and the

Middle East.

The global luxury fashion market today is living a period of great expansion and it must be ready to face
the diversities of each region. For instance, in Brazil global brands like Louis Vuitton, Gucci and Prada
applied the Western model, which the market both desires and eagerly consumes. However, in Brazil
and in the other emerging countries like India and China, the consumers’ target is much younger than
in the Western and luxury brands must adapt to these differences. Hoffman & Coste-Maniere also
suggested that ““Showing off through logos is important in emerging countries because of the central
role of the ‘group’: family and friends. In addition, akin to India’s Bollywood, there is a strong celebrity
culture related to Brazil’s entertainment industry, the so-called telenovelas (soap operas). And those
celebs are central to the image construction of luxury brands, supported by a dedicated ‘celebs’ media

industry, like Brazil’s “People” magazine, Caras”

The more quickly luxury brands are prone to adopt a localized marketing strategy, the more likely are
to gain a competitive advantage in such an emerging market. The report made by Euromonitor in May
2014 confirms the previous statement: “The recent entrant of international luxury goods brands in
Brazil has changed the competitive environment, with leading companies continuing to develop new
strategies to overcome hurdles. In order to succeed, some of the characteristics of the Brazilian
population must be understood and pitched services must be provided, together with product

adaptation.”
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Chapter 4: The Brazilian market for luxury goods

The first signals of the emergence of the luxury market in Brazil were caught by the GFK Custom
Research Brazil & MCF Consultoria. Between 2009 and 2010, the luxury good sales reached a value of
USS$ 8.9 billion, with an increase of 28 per cent. The segment kept on growing also in 2012, reaching a
value of US$ 11.94 billion, a 24 per cent increase from the previous year. The amount of brand (shown

in Figure 18) that opened their first Brazilian stores in 2012 confirms this astonishing boom.
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Figure 18

By break downing the total luxury Brazilian market, it emerges that most relevant sector is the cars’
one, followed by the Beauty and the Fashion. The graph below shows more precisely the composition
of the Brazilian Market at November 2013 (source:

http://www.digitalluxurygroup.com/intelligence/research/).
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u Fashion
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By aggregating the categories of Fashion, Watches and Jewelry we are able to provide a breakdown of

the fashion searches by category, still at November 2013. The most relevant one is the Apparel, with 3
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top brands: Ralph Lauren, Lacoste and Armani.

BREAKDOWN OF FASHION SEARCHES
BY CATEGORY
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(source: http://www.digitalluxurygroup.com/intelligence/research/).

Finding more recent data about Brazilian luxury market is not easy. Luckily, we can leverage on the
very detailed report of Euromonitor, made at the end of 2016. The study highlights different key trends

in the market, which are listed below.

4.1.1 Brazilian economy’s impact on the luxury goods.

Unlike the economic situation seen in the country until 2013, when the middle class drove a trading up
trend in Brazil, the last two years could be easily defined as critical: GDP growth fell by 4% in 2015,
and by 3% in 2016. Moreover, the Real (the local currency) depreciation caused an increase in prices,
beyond inflation. All this new reality, combined with less optimistic consumers and with the rising
unemployment rate (rise by 14% in 2015 alone), resulted in many bankruptcies and median disposable
incomes declining by 4%. Luckily for the whole luxury industry, the typical costumer is much more
resilient than the rest of the population during times of crisis, but still this high-end class became more
careful with its spending. In 2015, costumer confidence index was the lowest in recent history, without

any improvement during 2016.

Made these premises, the luxury goods industry registered a value growth of 5% in 2015, but with a
performance heavily influenced by the inflation. At constant prices in fact, the industry declined of 3%
in 2016, weaker than the positive 1% CAGR of the previous period. Meanwhile, volume sales suffered
from the weaker demand by high-income consumers, whose concern about currency fluctuations made
them postponing expensive purchases. Mid-income consumers were instead more vulnerable and simply

reduced their spending.
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Outlook

For 2017 a modest value growth is expected, at constant 2016 prices, meaning that there is hope for a
recovery from the crisis. For the following years, projections are much more optimistic because of stable
inflation and currency exchange rates that will help in the restoring of consumer’s confidence. Over the
same horizon, a value CAGR of 2% is expected (at constant 2016 prices). So far, due to the poor
economic conditions, the number of foreign companies willing to enter in the Brazilian market has been
limited. The highlighted recovery should stimulate the international interest in the Brazilian luxury

market.

4.1.2 High-income consumers’ caution

The first signal of the change in the attitude of Brazilian high-income consumers was the 2% decline in
the number of leisure air outbound trips in 2015. Before currency devaluation, in 2015 many retailers
had built up inventories, that made possible some purchases in the local market and not only in the
foreign one. This resulted in value growth of 9%. However, in 2016 inventories were smaller and
importing or producing too many items was considered risky. The value growth of the industry was
indeed smaller, at a rate of 5%, the lowest rate in a decade. Moreover, many Brazilian luxury consumers
are entrepreneurs and owners of local medium-size companies, which suffered more than others during

the economic crisis period and implemented austerity plans for their companies.
Outlook

The millenials (age between 25 and 34) show a new type of behavior, becoming less attached to the
mere possession and more interested in new experiences. Moreover, many Brazilian millenials are
wishing many items that the previous generations never had. This target will probably enforce the
customer base for luxury brands. Also the culture of gifting in Brazil is expected to remain strong and
widespread. The main holidays (Christmas, Mother’s Day, Father’s Day, Dia dos namorados and

Children’s Day) will so remain main drivers of sales for luxury companies.

4.1.3 Strong entry barriers are an opportunity for existing players

The recent economic turbulence in Brazil ruined the plans of international companies willing to invest
in the country. Also the new outlet openings of 2015 and 2016 (Ralph Lauren and Rolex outlet at
Shopping Cidade Jardim) were planned more years ago. Existing players will probably be able to take
advantage from a less competitive environment for some time, since no significant negotiations is

expected in 2015 and 2016.

One of the key determinant of the product’s mix is the ability of knowing the consumers’ preferences,

and this could explain the strong relationship between Brazilians and local designers.
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Outlook

Brazil’s view has changed at the eye of international players because of the economic instability: until
few years ago, along with Russia and China, Brazil was seen as a prospective market for expansion.
However, from 2016 opportunities of investment were more carefully analyzed and so many prestigious
brands will keep focus on building partnerships with local players, such as Stella McCartney and

Versace working with Riachuelo on exclusive collections.

Moreover, direct contacts with clients (phone calls, invitations to private events and so on) are moves
often used by local designers. Luxury companies present in the Brazilian industry will so need to invest

in this kind of communication in order to build a strong link with their costumers.

4.1.4 Luxury shopping centers remain in the spotlight

The cities where the overseas luxury brands first established were of course Sao Paulo and Rio de
Janeiro. Rua Oscar Freire, in the Jardims district of Sao Paulo, became soon a symbol of the luxury
shopping in all Brazil. Famous international brands such as, Louis Vuitton, Dior, Cartier, Bulgari and
many others, set up there their stores. However, one peculiarity of the luxury market in Brazil is the
predominance of the shopping malls, in which Iguatemi Empresa de Shopping Centers is the undoubted
leader. This trend can be explained using Carlos Ferreirinha’s (member of MCF Consultoria) words
“Brazil is an indoor commerce country”. Besides Sao Paulo and Rio, Brasilia constitutes relevant
market for luxury goods, forming the so called “trio of luxury”. As the market is becoming more
“democratic”, new opportunities are arising in other secondary cities like Porto Alegre, Salvador, Belo
Horizonte, Curitiba and Recife. However, new entrants should not just look at the city but at the whole
regional market, to which the city belong, and to its main characteristics. Moreover, the fact that until
1993 there was no free market conditions for luxury brands still affect negatively the development of
the sector, beside in the last ten years the presence of luxury brands in the malls of the Brazilian cities
increased steadily. For instance, Louis Vuitton, probably the most famous luxury brand, in 2013 had

just six stores in Brazil, compared to the forty-four in China.

Also the Bain’s report highlights this specificity of the Brazilian environment. In fact, shopping center
culture is very deep in the local culture, especially in the main urban cities: thanks to heavy controls,
these malls provide to a sense of security to the luxury shoppers. Shopping centers offer a wide range
of brands, from the most affordable to the most premium, but many luxury companies choose to locate

their stores only in malls exclusively dedicated to this kind of shopping.
Outlook

As the Brazilian luxury market is so far concentrated mostly in the big cities, new cities and regions will
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receive more investments from luxury players. For instance, Recife has been home to Prada, Gucci and

Dolce&Gabbana outlets since 2014.

Moreover, a new kind of shopping mall’s concept is expected to come to life in 2018. JHSF
Participagdes is building a mall in Haddock Lobo Street offering 50 stores in an open-air environment,

in order to mix the atmosphere of the streets with the security of a shopping center.

4.1.5 Distribution

Many brands, such as Donna Karan and Diane von Furstenberg, are beginning to expand their
distribution also on the online channels. Even if Brazilian consumers are traditionally very tactile, in the
sense that they like to touch and feel the product, the increasing importance of the young generations in
the luxury market, a target of people born in the digital era, pushes towards this shift. One downside of
the online channel is its volatility, with customers always ready to find out a better and new product. In
order to overcome such issue, luxury players are creating new and exclusive collections with restricted

access, making some products available only in-store or at events.

Finally, in the appendix of the current research thesis are shown the previous tables of the Bain’s report,

including the Shopping Centers considered in the analysis.
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Chapter 5: Who is the luxury consumer?

5.1 Knowing the consumer

In the February of 2017 Deloitte conducted a survey over 1300 luxury consumers across 11 countries in
order to gain some insights about their attitudes and their purchase behavior. The analysis revealed that,
over the last five years, consumer spending remained robust, with only a small percentage (4%) claiming
to have lowered their expenses. Emerging markets, such as China, Russia and United Arab Emirates,
continue to drive the growth: 70% of consumers admitted that their spending increase of 70% in the last
five years. (Chart 2).

Figure 1. In the last 5 years, would you say your
inclination towards purchasing luxury products has...
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Chart 2

Considering only the last 12 months we can notice a little slow-down. The amount consumers spending
more in than the previous year fell to just over half, while the one stating the same amount rose to 43

per cent. (Chart 3).

Figure 2. And in the last 12 months such an
inclination has...
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Chart 3

Deloitte conducted also an analysis of luxury purchases by six categories (cosmetics and fragrances,
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watches, jewelry, bags and accessories, shoes and clothes). One out five consumers made a purchase of
luxury jewelry or cosmetics and fragrances. However, differences between countries were relevant: for

instance, in emerging markets watches and jewelry were much more favored than in the mature ones.

5.1.1 The importance of travel and tourism

Almost half of luxury purchases are made by people travelling either in a foreign market (31%) or while
at the airport (16%). This remarkable percentage increases for consumers of emerging markets, due to
the impossibility of having access to same range of products that can be found in mature markets. This
kind of buying behavior raises considering age, peaking with rich baby boomers. (Chart 4).

Figure 3. Consider the last 12 months. How many of your luxury products purchases
took place in your home country, abroad or at an airport while travelling?
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Percentages may not add up to 100% due to rounding
Source: Deloitte Luxury Multicountry Survey for Global Powers of Luxury Goods 2017

Chart 4

Regarding the main drivers, 43% of consumers surveyed highlights as greater affordability the reason
why they shop outside the domestic market. Other benefits associated with this kind of behavior are the
possibility to access to a wider range of products (40%) and the possibility to buy products not available

in the domestic market (65%).
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Luxury has so become a global and integrated market, where both luxury brands and shoppers must
consider also prices, stock levels and ranges, that make difficult to optimize pricing strategies.
Leveraging on BenchMarque, Deloitte luxury pricing analytics suite shows that this kind of products
reacts to currency movements. For instance, after the Brexit of June 2016, the pound fell by 18 per cent
against the US dollar. Brands were so forced to raise prices by around 10%. There is a clear regional
disparity in terms of price within the luxury market. As the chart 5 shows, US dollar-adjusted prices for
the same item are over 50 per cent higher in China than in Italy and France. Indeed, there is a clear
arbitrage opportunity for travelers from Asia, which prefer shopping in Europe. This suggest that luxury

brands have a great chance to optimize their range and prices for local markets to meet demand needs.

Figure 4. Price Index (global average = 100%)
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Chart 5

5.1.2 Luxury consumers’ behavior trends

Deloitte identified two major trends that will affect the behavior of consumers in the luxury market

during 2017:

1) Shift from physical products to digital experiential: the essence of luxury is shifting to a
focus on it makes the consumer feels. However, premium quality remains important and
costumers retain a keen eye for hand-made and craftsmanship products.

2) Shift from standardization to personalization: during the globalization a one-size-fits-all
approach was necessary. Nowadays, shopper behavior demands a different and more

personalized response.

Shift from physical products to digital experiential
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Quality still represents a key driver of luxury purchase across all the markets surveyed. (Chart 6).
Chinese shoppers for instance, are really into this feature: 93% of them buy a product because of their
premium quality and 90% like hand-made item.

Also emotions play a crucial role in the purchase decision. More than half of the consumers in the survey
admitted that they buy a specific product for the status that comes with its possession. In other words,
status is now more about “who I am” than “what [ have”.

The digital revolution in the luxury market seems something unavoidable for the costumers: almost half
of them said that e-commerce will become more widespread, while 37% that luxury products and
technology will become more closely interrelated. How to incorporate digital technology into their

products, maintaining their heritage and features, will represent a crucial challenge for luxury brands.

Figure 5. Here is a list of statements about the relation you might or might not have with luxury products,
please let us know to what extent you agree with each of them.
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Chart 6

Moreover, disruption of the luxury sector is somehow predicted by the consumers surveyed: 22%
believe that the process would take more than six years. (Chart 7).

Another crucial point is the distribution of the goods. Even if e-commerce is in a constant increase, the
63% of consumers still shop at the physical place, with this trend more likely to happen in mature
markets rather than emerging ones. Millenials of course are the most digitally-influenced luxury
consumers, with 42% of the purchases made either by computer or via mobile devices, compared to the

35% of Generation X and 28% of Baby Boomers. (Chart 8).
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Figure 6. Do you think the luxury world will be disrupted by emerging technologies such as robotics,
artificial intelligence and 3D printing?

Yes, in less than 2 years

Yes, in 6-10 years

Yes, in more than 10 years

Source: Deloitte Luxury Multicountry Survey for Global Powers of Luxury Goods 2017

Chart 7

Figure 7. How many of your luxury products purchases take place in a physical store, online from a
computer/laptop or online on a mobile device?
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Chart 8

Shift from standardization to personalization

Multi brand stores for luxury goods account nowadays for 78% of inline purchases, while mono-brand
stores dominate in the physical environment. This reflects the attitude during the recent years of luxury
brands to focus on expanding their physical store networks into new markets and regions. Moreover,

the survey shows that:

- 39% are asking for home delivery, meaning that more shopping channels are now available.

- More reward for customer loyalty — 44% are expecting rewards through gifts.
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- More personalization — 45% are looking for personalized products and services.

Digital channels are helping in the creation of a more personalized content, such as opening up a
dialogue with consumers and involve them in the marketing process creating a deeper connection based

on experiences and feeling.

5.1.3 Who is the Brazilian luxury consumer?

Carlos Ferreirinha of MCF Consultoria describes the profile of an average Brazilian luxury consumer
with these words “he prefers to be spoken to in Portuguese, loves to impulse buy, is youthful, wants a
joyful, relaxing and friendly luxury lifestyle experience and has European tastes and prefer European
brands”. Ferreirinha also highlights some traits of Brazilians’ cultural experience of luxury shopping,
such as the love for “sit and talk” and for the feeling of being “spoiled by caring”, by which he means

personalized and concierge services on small comforts.
Two different studies provide data and statistics about the profile of Brazilians luxury consumers.

The first was conducted by MCF Consultoria in 2012, with the name of “The luxury market in Brazil

Consumer Profile”. The main outcomes from the survey were:
-35.21% of consumers between 46 and 55 years old;

-33% are between 36 and 45 years old;

-32% between 25 and 35 years old;

-9% are younger than 25 years old;

-5% are older than 56 years old;

-Women represent 63% of the consumers.

The second study was made by McKinsey & Company in January 2012, named “What Companies need

to Know about Brazil’s Luxury consumers”. It provided to the following snapshot.
- 58% are women,;

- 53% live in Sao Paulo;

- 47% have postgraduate degrees;

- 33% are aged 26 to 35;
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- 4,700 Brazilian reals ($2,545) — average ticket price of a luxury purchase;
- An estimated 3 million Brazilians can afford luxury goods.

However, these crude statistics do no reflect a fundamental aspect for the full comprehension of the
Brazilian luxury consumer. Keren Carvalho, in a report for CPP-Luxury.com, the most famous and
important luxury business online platform worldwide, says: “The Brazilian consumption behavior has
some interesting peculiarities. The consumer has become very modern and updated, leading to a desire
for an immediate consumption of what is new and of what is the best. Further uniqueness is the pent-up
luxury demand. This aspect leads to a great response from the consumers once there is willingness and
desire to an immediate consumption which is much less rational. It is a kind of revolution in the luxury
consumption, driven by rising incomes combined with the desire, the emotional needs and the

immediacy.”

The most recent survey conducted over Brazilian consumers about their purchase intention was made
in 2014, by Provar/FIA. Many of them resulted interested in electronics, large appliances and travel/
tourism. By contrast, purchase intention on computing equipment and construction material are lower

than in 2013. (Chart 9).
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Consumer purchase intention in Sao Paulo for the first quarter of 2014

% of respondents % change compared with
1st quarter of 2014 1st quarter of 2013
Apparel and Footwear 17.8 5.3
Travel and Tourism 13 226
Large Appliances 10.6 51.4
Electronics 9 0
Furniture 7.4
Construction materials 7.4

Automotive and Motorcycles 7.2

Cellphones 6
Computers 54 -50.9
Camera, Photo & Video 36

Small Appliances 3

Home textiles 1.8

Source: Provar/FIA

Chart 9

Also this report highlighted that the typical Brazilian luxury consumer is usually between 35 and 55
years old and lives either in Sao Paulo or Rio de Janeiro. She/he is not price sensitive because luxury
goods are more expensive in Brazil than elsewhere in the world, with some items taxed up to 300%

sometimes.

Another important factor affecting Brazilian retailing is technology. Internet penetration is pretty high
(around 50%): eight out of ten Brazilians visited a social networking site during the last six months and
Facebook users are 65 million, second only to U.S. So, Brazilian consumers are increasingly using e-
commerce for their luxury shopping (Chart 10): the local market is expected to become the fourth largest
e-commerce market by 2016. The main categories of shopping trough Internet are travel, electronics,
books, appliances, clothing and footwear. Even if the sector is growing, luxury companies still remain
distant from profitability, since for now they only focus on capturing market share at any cost. Related
to the e-commerce is the raise of smartphone penetration, especially among young generations: Brazil
is now the fifth largest global market for this kind of sales (26% of the population owned a smartphone
in 2013, 46% among 18 and 24 years old). However, 42% of customers still do not use their smartphones

to shop, with a 33% only look for ideas and comparisons between products.
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E-commerce in Brazil
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Brasil, PR Newswire, L.E.K. analysis

Chart 10

Finally, the rise of female consumers is changing the demographic mix of Brazil’s shoppers. More
women working, having so a more discretionary income, means that gain increased financial
independence and develop unique purchasing tastes. For instance, between 2012 and 2017 health and

beauty category grew by about 12% annually.
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Chapter 6: Challenges of the Brazilian luxury market

One data better than others shows the problematic of the Brazilian luxury market: with an annual
consumer spending on luxury in Brazil of $314 in 2012, versus $1,121 in China, it’s evident how the
current luxury penetration is still low compared to other countries. Moreover, among the three top luxury
brands in Brazil there are 0.3 stores for every million potential luxury consumers (defined as the

individuals with annual income above $30K), compared to the 4 stores in China.

The main challenges that the market is currently facing are the following.

6.1 Attitude to spend outside Brazil

80% of all Brazilians’ luxury goods spending takes place abroad while they are travelling because:

1. Brazil’s high tax burden forces (highest within BRIC countries and also higher than Japan and
United States) the cost of luxury product up. For instance, after all taxes are added on, a luxury
product costing $1000 at the port could cost $2300 for a Brazilian shopper. However, such high
taxes do not improve Brazilian companies’ health as it may be expected. Luciana Marsicano,
general director of Tiffany & Co in Brazil, is aware of the situation and affirms that: “if you
deeply understand the Brazilian market and its consumers, there is a great probability of
success and growth. Everything relies on a good strategy and on a good plan. It is definitely
not a market for amateurs. In my opinion one of the greatest challenges is to understand the
Brazilian tax system and to successfully operate in it for the tax burden is very heavy and it

generates higher prices to the consumers.”

2. High operational costs: the time needed for companies to prepare, file and pay taxes in Brazil
is the longest in the world. As a result, FDI intensity in Brazil was 2.5% of total GDP in 2012,

below the 4.2% average in Latin America.

3. 30% of Brazilian consumers say that they feel to have a better selection of products overseas in

terms of quantity and quality.

6.2 Attitude of Brazilian consumers

They want their products immediately. For instance, in Brazil dealers must have the car in stock, while

in other countries you can maintain and manage a waiting list. The immediacy of demand has
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implications for a company’s business model, since it necessitates a higher level of stock, greater

requirements for working capital, and often higher consumer prices to compensate for that.

6.3 Interest rates

According to the Brazilian Association for Consumer Protection (Protest), the refinancing of a credit
card has an interest rate of average 238% per year. In 2012 a survey form BCG showed that 20% of
respondents in Sao Paulo use half of their monthly income for paying credit card debts and the 30%
choose to pay in cash to escape form this interest rate. This reduces the consumption of this people and

especially the luxury goods.

6.4 Brazilians have taken the concept of service to the extreme

When Brazilians do choose to buy their luxury goods locally one of the reasons they do so is because
of a high level of service instead of exclusive store access to a collection, Brazilians have private
showings at their house. Product demonstration in loco is also very common for luxury brands in
Brazil. Customers can take products home to test them at no extra cost. It is important for brands to
offer not only complementary services like valet parking, refreshments, waiting areas, and home
delivery of luxury products, but to also to host prestigious events that will create the sense of an

exclusive environment, so that consumers feel like they are part of a rarified club.

6.5 Product personalization plays a key role in Brazilians’ consumers mind

This concept applies not only at a personal level, but also for segments of the population. For instance,
clothing companies adapt their product lines to the needs and desires of the different regions of the

country.

6.6 The importance of credit and of payment installments

The 70% of luxury product sales in Brazil are done with credit card installments. One consequence of
this is that also the middle class can afford luxury products by paying a certain amount every month,
however also Brazilian consumers at the high-end, who could afford to pay for an item all at once,
expect to be able to pay in monthly (credit card) installments, allowing their money to stay invested and
earn more money. This forces the foreign luxury companies to revisit their business models and to make

partnership with banks to offer this payment option.
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6.7 Counterfeiting

According to a survey conducted in 2012by IBOPE in Sao Paulo, the 70% of those who bought fake
product during the last year knew exactly the origin of these kind of items. This consciousness and
intentionality means that consumers are well concerned about the implications that such choices have
on the entire sector. The motivation is that the products are almost perfect copies of the original ones
but without the same functionalities and features. The lower price seems not to be a central motivation

since for instance a well-done copy of a Louis Vuitton bag can cost even more than R$300.

6.8 Human resources

According to a survey of Manpower, human resource company, Brazil is in the third place among the
countries with difficulty to find qualified professionals to fill open positions. After interviewing 40.000
employers in 40 countries, they found out that 57% of Brazilian businessmen were unable to find
suitable employees. In the case of the luxury market, luxury costumers require a special treatment with
technical and operational excellence. Luciana Marsicano also adds that “other problematic aspect is the
English language barrier which is yet a limitation to great part of the labor force once it compromises

not only the exchange with the head office but also the growth possibilities within global enterprises.”
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Chapter 7: Potentials of the Brazilian luxury market

Experts believe that, in 2017, 48% of luxury consumption growth is expected to come from emerging

markets. More specifically, by 2018 Brazil will be among the top 15 luxury goods markets of the world.
Exhibits 1-2 show the previous statements.

Exhibit 1:
48% of luxury consumption growth by 2017 is expected to come from Emerging Markets

Forecast of luxury sales by region Share of growth
USD billiens, 2012-17 2012-17

416

Developed
countries
302

Emerging markets'

52%
Developed 220 _Ie
countries Emerging
markets
2012 2017

1 Emarging markets ciasséied as “not developed” according to IMF
SOURCE: Euromanitor, team analysis
Exhibit 2:
And luxury sales are expected to keep growing at a fast pace in Brazil

Forecast of luxury sales by region CAGR 1217
USD billiens, 2012-17 %

49
China 18 E 8
Brazil | S °
RoEM
2012 2017

SOURCE: Euromonitor, team analysis

The potentials of Brazilian luxury market are exposed below.

7.1 Brazilian’s wealth

Brazil accounts for more than 50 percent of the total holdings of South America’s high net worth
individuals — $3.97 trillion — down just 1.4 percent from 2015, due to the economic recession that the

country is living (Capgemini report).
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However, this wealth is distributed in an uneven way: yet in 2011, a report from the Luxury Society, in
association with Ledbury Research Ltd, described Brazil as “one of the most unequal societies in the
world, where the 5% of the population owns 85% of the wealth”.

Moreover, more than 50 million Brazilians joined the "lower-middle” (defined as a monthly income of
R$1,646 to R$6,585), “middle” (R$6,585 to R$9,954) and "upper-middle or rich" (R$9,954 or higher)
classes between 2004 and 2014 and so a new market of luxury goods was consequently created. The
table below shows the significant shift in Brazil’s population by income class from 2003 to 2014 (source

http://www.[2thinktank.com/research/brazil-prestige-2013).

Brazil’s Population by Income Class
(In Millions)

Affluent
wout a.s
YU 25 |

2003 2011 2014E

Finally, the increasing wealth gives also to the high-end Brazilian population the possibility of travelling
and doing shopping outside Brazil. It emerged that they spend more on luxury in the U.S. than visitors

from any other nation. Shifting a portion of this expenses to the local market is crucial.

7.2 Brazil generally has a youthful population

The median age in 2012 was 28, compared with 38 in North America and 40 in Western Europe. These
demographics fall further into luxury’s favour, with the wealthiest consumers falling into the 35-44 age
group. This generation is investing more than before in their personal appearance, buying items such as
beauty and personal care. For instance, in 2011 Brazilian average per capita spending on men’s

grooming products overtook that of the U.S.
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7.3 New opportunities in the luxury market

The expansion of the market and the consequent diversification of the luxury customers implies also an
alternative target to which the brands can look at. As Coste-Maniere wrote in 2012, the new dilemma
is: “Do luxury brands prefer to sell to elites or to diversify/expand their customer base? Some prefer to
stick to a core group of preferred customers ...and tend not to adopt their policies according to the
target or country. Others, who have followed the evolution of the luxury market, have decided to make
their offer more accessible by offering cheaper products for, in particular, a younger audience.” Of
course, in responding to the high potential for sales growth offered by these new consumers, the fashion

luxury brands must be able to communicate the Brand Meaning in a way that appeals them.

7.4 Women power

Women apparel business is a driver of growth. In fact, value sales of women’s clothing in Brazil
amounted to US$1.4 billion in 2013, making it the world’s 11th largest designer women’s clothing
market and it’s constantly growing nowadays. So, luxury brands in Brazil has a remarkable potential

market, yet not so competitive, to exploit.

7.5 Top clients’ preferences

There are plenty of top Brazilian clients that prefer buying in the local market because they prefer to
engage with salespeople who speak their language and understand local customs. According to insiders,
this applies especially to those who live on the countryside and haven't spent much time abroad. A shop

in Paris or Milan can feel intimidating.
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Chapter 8: What the foreign and domestic luxury brands can do?

This section of the thesis provides some tools for managers of international and locals luxury fashion
brands in order to exploit the above-mentioned potentials of the Brazilian market and to overcome its
challenges. First of all, let’s clarify that the main goal of foreign brands to enhance their operations in

Brazil, while the one of domestic ones is to gain recognition overseas and at home.

8.1 International luxury brands

Let’s start with the foreign brands: as already said, their presence in Brazil is rapidly increasing in last

decade, but there are still some activities that can be made to facilitate the expansion.

Vincent Bevins, in an article for the Financial Times in 2014 highlighted how all the wealth indicators
that presaged for Brazil a booming luxury market has not completely showed up. In fact, as Jorge
Grimberg, trend analyst at Stylesight, claims “the brands coming here found breaking into Brazil was
tougher than expected, not only because of high taxes and costs but because Brazilians consume luxury
differently.” In the above section about the challenges of the Brazilian market we have already covered
these main issues (high import duties, different attitude of consumers and so on...). Indeed, the purpose

here is to provide some measures in order to make Brazil a favorable environment:

* Engage a local luxury professional as your guide;
* Customize your store experience to the market;
¢ Know your target market and how to relate to them;

*  Work with local designers to meet market specificities and engage with local markets in a

socially responsible way.

Traditionally the international luxury brands entered in the Brazilian market following the example of
the most prestigious worldwide brands, the so called “Big Five”: Hermés, Chanel, Prada, Louis Vuitton
and Gucci. They established their shops in the city shopping malls, as the Shopping Cidade Jardim mall
in Sao Paulo. However, the researcher’s interviews with Brazilians practitioners in the luxury brands
reveal that simply transplanting what works in cities like Milan, Paris or London may not work in cities
like Sao Paulo and Rio de Janeiro. Simply imposing its home market business models and culture when

entering in Brazil may be perceived as arrogant and useless by the consumers.

Moreover, the selling strategy of franchised outlets and intermediaries may be gone and incoming luxury

brands should rely more on Brazilian consultancy firm, such as Carlos Ferreirinha and his MCF
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Consultoria, to gain knowledge and expertise of the local market and also to provide deeper insights to
customer preferences, use of social media, e-commerce and store location. Some companies such as
Burberry and Bentley already understood the lesson, since in the 2010 their operations directors
commented: “We were looking to leverage partnerships that capitalize on the expertise of knowing the
brand and using local partners to find about channels they want to use to reach our audience with the
values we want to communicate.” The most common channels of communications within the Brazilian
audience is, without any doubt, Internet and its social media (Facebook, Instagram and YouTube). In
July 2012 Fabio Coelho, head of Google operations in Brazil, provided some data: “Brazilians have an
affinity for digital and social media like few other cultures in the world. There are more cell phones
here than people. It’s the world’s fifth- biggest online market, with 78.5 million people reported to have
access to the Internet, and 47.5 million of them accessing it actively, according to numbers released in
February by market research group IBOPE and Nielsen Online. That’s an 11 per cent increase from
just a year ago.” Moreover, he states that “The confluence of digital media with a rising middle class
has led to a particularly disruptive effect on marketers. Brazilians know what products are hot in other
markets, and they want them, too.” It seems clear so, how also the international luxury brands should

leverage on these new digital media in order to build effective marketing campaigns.

Another issue concerns the constant efforts that such international companies must do to renew and
deepen their relationship with the costumers. Brazilians seems to have an ingrained pride in their country
and a profound sense of identity. So, they are prone to support Brazilian designer and to wear apparel
and accessories that asserts their nationality. However, such feelings seem to be not caught by the
international brans, since they refuse to offer differentiated luxury products to the Brazilian market. So

should international brands follow this path? The answer is not straight since the opinions differ.

Suzana Alevar, lecturer at the Fashion School of the University of Sao Paulo, states that “Luxury brands
don’t have to offer something different related to Brazilian culture. On the contrary, the brand just must
be recognized mainly in the European and North American markets to be accepted here. Some would
say that we still suffer from post-colonial low self-esteem; we only wish for and admire things that are

from Europe and the US.”

Otherwise, authors like Luz Vaalor have a different opinion. Specifically, Vaalor believes that
international brands must understand local needs, “The Brazilian consumer wants a personalized
service, much more than is normally offered by brands in other countries. That means a relationship
much closer between the brand and their clients, knowing its preferences/wishes and or something else
they don't expect. They want to spend more and feel more special. The Brazilian consumer likes to buy
international brands in Brazil specially those who are regular consumers.” Moreover, Jacqueline
Araujo, who worked for a long time at the Sao Paulo based UK Trade Initiative specializing in luxury

goods, provides the example of Gucci, that offered an handbag for the Brazilian market only in order to
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“adapt and make necessary adjustments for the local culture. In this sense researching and offering

exclusive items developed for an in-country action is a plus.”

As also mention in the above “Challenges” chapter, the ability to pay for goods by instalments (parcelas)
is ingrained in the Brazilian psyche. Of course, this requires some adjustments by international luxury
brands. Louis Vuitton for instance, initially did not offer an instalment payment plan, but now they do

so for purchases over 5508.

International luxury firms should also be aware of the term “Glocalise”. As Martin Roll consultancy
firm has stated “Global brands which enter these markets must retain their brand identity at the
strategic level but localize the tactical implementation such as the communication, product offerings
and so on. This combination of global brands with local products will allow the global companies to
weave their brands into the fabric of the local society and make the brand a part of the community.” In
2008 in China for instance, Hermeés set up “Shang Xia” as new brand for the local market. The aim was
to revive Chinese crafts nearly lost in the Mao’s cultural revolution and to cancel the popular image of

the inferior quality of goods made in China.

Lastly, foreign luxury brands should also boost their credibility by involvement in social projects.

Kering group in Brazil has two projects through its Foundation.

1. Support Maria Teresa Leal, founder of the cooperative of Coopa Roca in La Rocinha favela in
Rio. The seamstresses and artisans create pieces for the fashion and design sectors, using
traditional embroidery and craft techniques from northern Brazil. They work at home, and
generate additional income for their household.

2. Support the economic and social empowerment of disadvantaged women in Patos (Paraiba),

by providing training institutions in trades with higher employment potential like sewing.

Moreover, international luxury brands should also be aware of not doing errors as Givenchy did. The
French brand in fact launched for the Spring/Summer 2014 menswear collection a theme called
“Givenchy hearts the favelas™. Its creator, Riccardo Tisci, explained the sense of the campaign’s name
with the following words: “Men in favelas are more natural and more confident about their sexuality,”
he explains. “They are not scared to mix and match clothing. They represent sensuality, street, and
elegance—what I recognize as elegance. I love the fact that they play with opposite things like flowers
(which represent peace and serenity) and camouflage (which represents the army), but all interpreted
in a very colorful and positive way.” However, the collection did not bring to the goal that company
expected since for the Brazilians consumers it seemed only a simple trivialization of a complicated
social issue. It’s not surprising so discovering that among Givenchy’s seventeen stores across the world,

no one is located in Brazil.
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8.2 Brazilians luxury fashion brands

The second section of this chapter regards the Brazilian luxury brands and the how they can expand
abroad and increase their presence in the domestic market. The case of Brazilian firms expanding abroad

will be assessed later on leveraging on the conceptual framework provided in Chapter 1.

The main difficulty for Brazilian firms is in finding they key components to create a luxury brand: no
world class designers, no long brand histories and no remarkable stories. However, as Kapferer &
Bastian suggested “A luxury product is rooted in culture and it comes along with a small fragment of its
native soil”. Therefore, even if Brazil has not a long and legendary brand history such as other countries,
it does have enough elements form its heritage, culture and nature to build a “storied brand”. Moreover,
in the last years a generation of young and talented designers is rising and is becoming well-known

globally.

As Kumar & Steencamp stated in their work “Brand breakout- How emerging market brands will go
global”- “Branding is not merely about differentiating products, it is about striking emotional chords
with consumers. It is about cultivating identity, attachment, and trust to inspire customer loyalty.” In

this regard, Brazil is currently lacking in attributes such as “sophisticated”, “innovative”, “trustworthy”

and “desirable”.

However, Brazil does not have to start from a ground level. For instance, the country is the fifth largest
textile producer, but only 5 percent of the total clothes made in Brazil are exported. The reasons
suggested by Bruna Messina must be found in the “high taxes, in the overpriced labour and in limited

infrastructures”.

There five main activities that collectively will be able to create a platform from which the luxury

Brazilian brands will exploit all their potentials.

1) Reflect Brazil’s heritage, culture and nature in your designs and marketing: Larry Rother, in
“Brazil on the rise” writes: “Brazil's culture is without doubt the country's pride and glory, its
greatest achievement, and its main calling card around the world. The amazing vitality and
variety of Brazilian artistic expression provides an entry point to get to know Brazil and its
people, but has also made the country a cultural power. Is there anyone around the world within
reach of radio, television, or record player who has not heard “The Girl from Ipanema" at least
once? Or who does not know the brightly costumed musicians and dancers sashaying down the
street at Carnival? Or who has not seen images of the broad avenues and towering glass and
concrete buildings of Brasilia jutting up from the grassy savannah?".

But how the Brazilian luxury brands can leverage on this cultural harvest? For Kumar &

Steenkamp, this happened for three Brands:
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The cultural resource route: positioning on positive cultural myths — Havaianas (Lifestyle
fashion).
The natural resources route: branding commodities in four steps — Natura (Cosmetics).

The national champion route: leveraging on strong support from the State — Embraer (Aircraft).

To the purpose of our analysis only the first case is pertinent: Havaianas could create a positive
association from its country of origin and the Western consumers. Of course, the country of
origin effect will not automatically work also for all the luxury fashion brands, like it does for
the French or the Italian ones. However, the Sao Paulo beachwear and urban style brand
Skinbiquini was able in doing it. Its founder, Renata Gomes, explains that she tries “use the
perspective of an urban woman to reinterpret different cultural elements and create something
unique, versatile and modern. All our clothes and styles are designed for a urban woman who
desires to carry a sense of the beach with her”. Moreover, she uses Skinbiquini to “furn
national stereotypes on their head, taking traditional icons such as tropical banana bunches
and playfully reconfiguring them into modern urban style statements.” (Clode, 2013).

The challenge is so to carefully select the cultural meanings to associate with the brand and to
imbue the brand with “cultural myth-making” (Holt, 2004). Kumar & Steenkamp provide some
guidelines in order to assist that process: The cultural meaning attached to the brand must have

credibility, global recognition and it must be new and relevant to the product.

Capitalize on events that bring the world to Brazil: The two major fashion events in Brazil
are the Sao Paulo fashion week (SPFW) and the Rio Fashion, which take place at the same time
of the worldwide known Fashion weeks in London, Paris and New York. These events are
unique chances to shine a spotlight on Brazil’s design creativity and to cancel the easy
stereotypes of Brazil. Moreover, the FIFA World Cup of 2014 and the Rio de Janeiro Olympic
games of 2016 were able to promote the whole of Brazil and its culture. However, the protest
that took place in the Brazilian roads also brought to the international audience’s attention the
enormous social and political problems that are currently affecting the country. In conclusion,
it may be better for domestic luxury brands to be very careful and selective about which events

they can be associated to do not have unsullied images.

Going international to build a luxury brand: Texbrasil, the Brazilian fashion industry’s
export program, has promoted the next generation of fashion designer trough projects such as
Ponto Zero and Project Runway. More sustain from these trade bodies and from the government
could improve the overseas consumer’s consciousness about Brazilian fashion. For instance, in
2012 a partnership between ABIT and the Brazilian Trade and Investment Promotion Agency

was aimed to promote and strengthen the Brazilian fashion brands in the global market. The
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peculiarity is that it provided individual strategies for each participating company, considering

the characteristics of each one of them.

Nurture a renaissance of artisanal textile skills and craftsmanship: the mark of true luxury
can be to produce such products in the designer’s atelier and using in-country production
methods and skilled local labor. The Brazilian textile industry is deeply suffering the
competition of countries like China and nowadays the label “Made in China” is the norm also
in Brazil. The consequence is that the products made locally from talented craftsmen and
artisans are becoming a niche due to their higher price. The State and the private companies
must provide for training opportunities to let the luxury apparel design a way of innovation and
wealth redistribution. As Chavalier & Mazzalovo state “any economic activity has within it the
seed of a brand which will develop if conditions are favorable. How many brands started with
activities of small-scale artisans?” In response they identify, “In the fashion milieu, illustrious
personalities like Louis Vuitton, Carl-Franz Bally, Enrique Loewe and Guccio Gucci

were...artisans who developed their industrial and commercial vision.”

Influence opinion to make politicians more favorably disposed to luxury: That the Brazilian
government has not an easy relationship with the luxury industry is evident and proven.
Improvements, as already mentioned should be done in lowering the duties and taxes, in the
bureaucracy and in the infrastructures to make the market conditions more competitive for both
the domestic and international luxury brands. All the aforementioned problems created the so
called “custo Brazil”, the cost of doing business in Brazil. Its impact on the textile industry was
already noted in 2012 from the Financial Times: “Brazil has a long tradition of textile and
clothing production, and is still the world’s fifth-largest textile producer. But over the past few
years the Brazilian currency has appreciated sharply, making the country even more expensive
than it already was due to the so-called custo Brasil, the cost one must pay to deal with woefully
lacking infrastructure, Byzantine bureaucracy and high taxes. Industry representatives also say
countries such as China cut corners on the currency, environmental and labor standards that
Brazil can’t compete with. And there is the fact that the high-quality workmanship upscale
fashion houses demand is tough to come by in Brazil, even at high prices.” Also the designer
Julia Valle complains, “Fashion is a very young industry here with our fashion schools dating
back only 20 years. We have absurdly high taxes so our prices are not competitive and we don’t

get incentives from the government.”

However, Freddy Rabbat (CEO of Montblanc Brazil) seems resigned: “Every country in the

world poses its own difficulties. Brazil is not different. The Brazilian consumer likes and
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appreciates luxury, uniting the European good taste with the North American’s desire to buy,
but he faces our tax burden problem. A burden which, in spite of being amongst the heaviest to
be found, is only and always prone to grow. Tax policy reform? Those who are waiting for it
would better take a seat... if something does change, it will be to raise the tax rates. Therefore,
we have to keep driving the Ferrari in the dirt road and making lemonade out of our lemons.
Despite all these drawbacks, Brazil has been growing and increasingly attracting more brands
to its ground. Today we are more than seventy international brands established in the national
territory.”

Finally, a way to gain more institutional importance and to be abler to influence political
decision could be to form a Brazilian luxury brand association. So far there is the ABRAEL,

founded by Ferreirinha, but of the 25 members only a few claims to have luxury credentials.
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Chapter 9: Conclusions and Case studies

9.1 The “new luxury”

For a long time, Luxury was the domain of the high-end population and it was almost unreachable for
the rest. In the second half of the 20™ century this line of separation began to dissolve and a new typology

of luxury consumer appeared.

Simultaneously, Brazil, thanks to new economic and financial politics, started by the President Fernando
Henrique Cardoso (1995-2002), transformed itself from a country with abundant natural resources to
one of the biggest economy in the world. The increasing wealth of the middle class and its aspirations
have had naturally a profound influx also on the luxury sector. Moreover, also the local luxury brands
have been maturing and they started to approach also the overseas market. In such a variable
environment, foreign companies were tempted to abandon the strategy of “old luxury”, deeply linked
to the noble values of luxury, in favor of an expansion of their consumer base to the new middle class.
By the way, in doing, foreign brands sacrificed on the altar of profits the values that made them unique

and exclusive.

Brazil nowadays became the “country of the future” and more and more overseas companies will enter
in the market trying to exploit its potentials. However, the ones responsible for ensuring the stability of
the market, such as Government and institutions, must act in responsive way in order to facilitate the

competition.

These changes regard not only foreign brands, but also the domestic ones. As Hoffman & Coste —
Maniere suggest “for local luxury players to make an impact in respect personal goods they should be
aware that, given the strong focus of luxury incumbents on heritage, a meaningful frame for newcomers
is to differentiate three orientations of luxury value propositions: ‘looking to the past,” ‘looking to the
present,” and ‘looking to the future.’ ‘Looking to the future’ value propositions propose a viable future

view for newcomers, reframing the meanings associated with a certain luxury product.

The “looking to the future” proposition is deeply correlated to the term “new luxury”, that Jonas Hoffman
defined in 2012 with the following words. “There is a need to transform the luxury management to
combine environmental respect for raw materials (sourcing) to aesthetic appeal and craftsmanship in
order to transform luxury consumption for clients to develop a perception of what values luxury really
stands for: A New Luxury!” In other words, this new approach to luxury should be able to reflect
elements like, the national culture and tradition in its products, such as apparel and accessories, and to
revive artisanal skills in a socially inclusive way. Only following this path, both foreign and local luxury

brands could overcome the fierce competition and exploit all the possible potentials.
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9.2: H. Stern

Another proof of the evidence of the poor market’s development come from the data about the number

of Brazilian luxury goods brands.

In fact, the only brand who satisfies the criteria for the definition of a luxury company and that enjoys
global recognition is the jeweler H. Stern. Hans Stern, a Jewish émigré who fled Nazi Germany in 1939,
founded the company in 1945 when he was only 22 years old. The secret of the jewelry brand’s

international success laid in different factors.

Firs of all, he located the first store in the Rio de Janeiro’s harbor side, where the wealthy tourists arrived
after their cruises, and then he also set up booths in the lobbies of foreigners’ hotels. Secondly, he also
leveraged on the amazingly colored gemstones mined in the state of Minas Gerais, in order to attract the
foreigners’ attention and to build a name also outside the Brazilian borders. Other decisions were crucial

in the growth of the jewelry brand:

1) Train its gemstone cutters in-house: now he employs more than 600 craftsmen.

2) Vertically integrate the business through all the different steps; procurement, cutting, polishing,
design, transformation into jewelry and marketing.

3) Make the transition from sales of loose stones to high-end jewelry products.

4) Build brand recognition and loyalty trough hiring famous fashion designers and celebrities.

5) The truly reflection of its product offer in the stores’ environment.

6) To embrace the Brazilian culture in its products, nature and people in order to appeal to global
luxury consumers, for instance by partnering with the popular Brazilian brand of Havaianas.

7) To achieve the international reach (now the company is present in more than 30 countries with
280 stores), Stern recognized that it was too expensive to open stores in the same way as in
Brazil, and so, he decided to establish mini stores within upmarket department stores.

8) Focus on quality (by controlling the production and manufacture processes), on design (by

nurturing the talent) and on innovation (by the collaboration with inspired people).

Marissa Burkett, a market analyst at Seedspot, deeply focused on H. Stern’s case highlighting how the

brand is positioned in every strategic aspect.

Regarding the “Position and Values”, there are four features:

- Market Segmentation: according to Claritas PRIZM NE, H. Stern selects the segments of

Urban Uptown (i.e. rich people living in the big cities), of Elite Suburbs (i.e. rich people in the
suburbs) and of Landed Gentry (Upper and Middle class).
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- Differentiation: customers perceive H. Stern as different from its competitors thanks to its
overall buying experience, its innovative design, its nature oriented and finally to its Stern Star
Collection.

- Market Targeting: H. Stern tried to diversify its target market by approaching to spa and
restaurants. In this way, the shoppers could also benefit from lunch diners and having a more
quality service. In other words, H. Stern wants to provide for a 360 degrees experience to its
customers.

- Positioning: customers associate H. Stern brand with words such as “shiny”, “bold” and

“unique”.

Also the Marketing strategy of H. Stern presents some peculiar aspects, which enables the brand to

maintain its competitive advantage.

- Product: Buckett highlights three distinct benefits of H. Stern’s products.

1) Functional benefits: high value and high-quality jewelry from the best locally mined gems.

2) Process benefits: with 280 stores and the presence in the most luxury hotels, H. Stern is
easily accessible by consumers.

3) Relationship benefits: the company is characterized by the great dedication and enthusiasm
of its employees, that makes people empathic with the success of the brand.

- Pricing: H. Stern’s products are high-end and luxury goods; their prices can reach a value of
millions of dollars. This makes them accessible only to wealthiest consumers, providing them
the feeling of exclusivity and high social status.

- Channel: High-end department stores, luxury hotels and company owned flagship stores. As
already mentioned, this kind of channels enhance consumer’s buying experience.

- Communication: one of the main strategies is to leverage on Celebrity Endorsers, which wear
H. Stern’s jewelries in events such as Oscars and Grammy’s, providing for worldwide
advertising for the brand. Moreover, there is a H. Stern magazine, that allows the brand to

control directly the communications towards consumers.

However, what really differentiates H. Stern by others Brazilian luxury brands is its internationalization.
In fact, as already mentioned, the company is currently operating in more than 30 countries. Leveraging
on the conceptual framework provided at the beginning of the thesis, it is possible to track the

internalization path followed by H. Stern.
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9.2.1 H. Stern went global: path and strategies.

Since the brand’s foundation, Hans Stern decided to focus also on foreign consumers by establishing

shops in harbours and hotels attended by tourists.

The real international process was gradual, following the Uppsala model. In 1955, 10 years after its
foundation, the company established shops in the nearby countries of Latin America, such as Uruguay,
Peru, Ecuador and Chile. The Psychic distance of these kind of regions, in terms of traditions, culture
and social system, was narrow and gave to the H. Stern the possibility of overcoming many obstacles
while connecting with the market. With the knowledge acquired (the first step of the Uppsala model),

the brand expanded to Germany and Israel, countries related to the German-Jewish origin of Hans Stern.

However, later on it is possible to identify some aspects of the Network Theory, with the use of business
and personal networks. In Europe especially, H. Stern opened franchises, formed joint ventures and
established strategic alliances, with partners that shared the same values and vision. In this way, the
company could decrease the risk connected to investments and also captured the knowledge, reputation
and business networks of the partners. Moreover, while internationalizing with the Network theory, H.
Stern decided not to adapt its products to the foreign markets, but instead kept the same features related
to the Brazilian essence. By contrast, H. Stern recognized the importance of having local employees in

the shops, which can provide for a good relationship with the social environment.

In conclusion, the story of the local and international success of H. Stern is a template to emulate for
new Brazilian fashion and accessories brands that want to enter on the stage and for foreign brands
willing to exploit Brazilian potentials. As H. Stern’s CEO and Creative Director Roberto Stern, once

said, “think about the best of Brazil and bring the best of Brazil abroad.”

9.3: Brazilian market and its challenges

As already mentioned above, the Brazilian market for luxury is characterized by many contradictions
and pitfalls that largely obstacle the entrance of foreign brand. Indeed, the main challenges are: i)
Attitude to spend outside Brazil, ii) Attitude of Brazilian consumers, iii) Counterfeiting, iv) Interest
rates, v) Brazilians have taken the concept of service to the extreme, vi) Product personalization plays a
key role in Brazilians’ consumers mind, vii) Human Resources, viii) The importance of credit and of
payment installments. However, the market is also characterized by a large set of potentials which attract
foreign companies: i) Brazilian wealth, ii) Brazil generally has a youthful population, iii) Women power,

iv) New opportunities in the luxury market, v) Top clients’ preferences.
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Therefore, the following section analyses several cases of foreign brands which were able to overcome
the mentioned issues and to exploit the potentials and to successfully enter in the Brazilian luxury

market.

9.3.1: C&A

The brothers Clemens and August founded C&A in the Netherlands in 1841. Aimed at offering fashion-
oriented products. Its internalization process started in 1911, while Brazil was reached in August 1976,
at the Ibirapuera Mall in Sdo Paulo. Nowadays the brand has 261 stores, with sales of almost R§5bn
from apparel, footwear, accessories and electronic goods. Even if theoretically it is not a proper luxury
brand, some strategies that C&A adopted could work also for that kind of companies.

For instance, in order to better react to the desire of product personalization of the Brazilians C&A
started to collaborate with local famous designers and fashion brands such as 284, Santa Lolla, Carina
Duek, Isabella Giobbi and Lenny Niemeyer. The company asserted that these kinds of products helped
in reaching a new target of costumer (especially the more fashion conscious middle class). As
mentioned, the Brazilian market has becoming more and more affected by the women, whose purchase
power increased dramatically. That’s why in 2013 C&A launched a smaller format of shop in Ipanema,
completely designed for women. Moreover, in 2014 it launched a new website for e-commerce, after an
unsuccessful trial (2002): as already mentioned, the digitalization within local consumer is rapidly

growing.

9.3.2: Zara

Even if Zara is not a proper luxury brand, some of the difficulties that the company faced while entering
in the Brazilian market are the common with the ones affecting the high-sector.

Zara arrived in Brazil in 2000, planning to open 50 stores in a 3-year period. However, reality was
different: in fact, in 2014 only 47 Zara stores were present in the country. One explanation to the plan’s
failure was that Zara, unlike other foreign companies, decided to enter in Brazil without partnering with
local players. Moreover, Zara was not able to provide for clothes at lower prices due to high import
tariffs for apparel and of an unfavorable exchange rate. In order to overcome such issues, Zara opened
a 40,000mq2 delivery center in Cajamar, the only existing facility outside Spain. Through this Zara
succeeded in producing almost half of the required apparel locally and so to overcome the logistics and

tariffs issue: foreign luxury brands should therefore take this casa as a useful lesson.

9.3.3: Diesel

Diesel, in 2001, followed the usual path of foreign brands: it partnered with a local player, Esber Hajli,

opening three stores in the whole Brazil.
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The initial strategy was to combine products with a high price with creative campaigns, in order to attract
the high-end sector of the population. The results were the ones expected: in fact, the Diesel’s jeans
became aspirational and the echo in the specialized media was astonishing.

However, in 2008 the Reais appreciation negatively affected Diesel’s sales, enabling people to buy its
products abroad for a lower price. That’s why in 2011 Diesel closed its Brazilian stores and ended up
the partnership with Esber Hajli. A year later, after cutting the prices of 30%, the brand negotiated with
Aste, a local group which collaborates also with North Face and Kipling. Nowadays, Diesel has 7 stores

in Brazil, 4 of them in Sdo Paulo.

9.3.4: Sephora

LVMH group, the biggest luxury conglomerate of the worlds, decided to exploit the CF&T (Cosmetics,
Fragrances and Toiletries) market’s potentials, by entering in Brazil with Sephora.

In order to avoid the excessive taxation on imported cosmetics, LMVH acquired Sack’s, the largest
CF&T e-commerce retailer of the country. Sephora opened its first store in Sdo Paulo in 2012, and
currently it has 5 stores in all the country. The secret of the brand’s success is the unique shopping
experience provided, a mix of visual merchandising with a professional local assistance and targeted
marketing campaigns. Moreover, with a brand like “Make up forever”, Sephora targeted the aspirational

middle class, offering also payments up to 10 interest-free installments.

9..4.5: L’Occitane

The last case analyzed in the research thesis is L’Occitane, which entered in Brazil in 1996 and now it
has more than 70 stores.

Despite being a premium cosmetic brand, the company immediately understood that it had to partner
with local players to avoid high import taxes and to set a relative low price. That’s why, its products in
Brazil cost 30% below the original ones, even if 30% more than its competitors such as Natura or
Boticario, enabling the brand to maintain a sense of exclusivity. Moreover, the company is willing to

increase its presence in the market, by opening 1,000 franchises in the next 10-15 years.

Finally, the table below recaps how these foreign luxury brands followed the strategies to enter in the

Brazilian Market that were highlighted in chapter 8.

Table 1: Foreign brands’ strategies

C&A Zara Diesel Sephora | L’Occitane

Engage a local luxury professional X X \% \% \%
as your guide
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Customize your store experience X X X \% X

to the market

Know your target market and how \% \% \% \% \%
to relate to them

Work with local designers to meet \% X \% X \%

market specificities and engage
with local markets in a socially

responsible way.

In conclusion, from the case studies it emerged how a Brazilian luxury brand such as H. Stern
could go international following at different times two distinct paths of the internationalization

process, highlighted at the beginning of the thesis.

On the other hand, foreign brands, while entering into the Brazilian market have chosen many
different strategies, but in most of the cases they opted to partner with local players, how it was
suggested both form the Internationalization Conceptual Framework and from the strategies
more related to the Brazilian luxury market (the vertical column of the above mentioned Table).
In this way foreign firms can overcome the high obstacles of the market and fully exploit all its

potentials, providing at the same time for value to the costumers.
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Appendix

Shopping Centre City

Iguatemi Sé&o Paulo
Shopping Cidade Jardim Sé&o Paulo

JK Iguatemi Sé&o Paulo
Shopping Patio Higineopolis S&o Paulo
Morumbi Shopping Sé&o Paulo
Catarina Fashion Outlet Sé&o Paulo
Outlet Premium Sédo Paulo
Outlet Premium Salvador
Outlet Premium Brasilia

Outlet Premium Rio de Janeiro
VillageMall Rio de Janeiro
Fashion Mall Rio de Janeiro
Iguatemi Brasilia
Shopping Patio Batel Curitiba

Source: Euromonitor International from company reports, company research, trade press, trade sources

Table 1 Sales of Luxury Goods by Category: Value 2011-2016
BRL million 2011 2012 2013 2014 2015 2016

Designer Apparel and Footwear (Ready-to- 3,391.0 3,688.8 4,047.0 4,415.2 4,737.5 5,025.1
Wear)

Fine Wines/Champagne and Spirits 368.7 432.2 499.1 551.9 591.3 620.3
Luxury Eyewear 2,033.6 2,221.4 2,505.6 2,648.1 2,895.5 3,042.5
Luxury Jewellery 425.5 457.3 519.1 576.8 602.7 616.3
Luxury Leather Goods 953.0 | 999.5 1,121.8 1,238.,5 1,303.9 1,337.6
Luxury Portable Consumer Electronics - - - - - -

Luxury Timepieces 479.3 502.9 548.6 596.2 673.4 696.3
Luxury Writing Instruments and 45.5 51.3 55.1 59.8 63.8 66.8
Stationery

Super Premium Beauty and Personal Care  601.2 677.2 768.1 851.1 995.3 1,063.3
Luxury Goods 8,297.8 9,030.5 10,064.5 10,937.6 11,863.1 12,468.2

Source: Euromonitor International from official statistics, trade associations, trade press, company research, store
checks, trade interviews, trade sources

Table 2 Sales of Luxury Goods by Category: % Value Growth 2011-2016

% current value growth 2015/16 2011-16 CAGR 2011/16 Total
Designer Apparel and Footwear (Ready-to-Wear) 6.1 8.2 48.2
Fine Wines/Champagne and Spirits 4.9 11.0 68.2
Luxury Eyewear 5.1 8.4 49.6
Luxury Jewellery 2.3 7.7 44.8
Luxury Leather Goods 2.6 7.0 40.4
Luxury Portable Consumer Electronics - - -
Luxury Timepieces 3.4 7.8 45.3
Luxury Writing Instruments and Stationery 4.8 8.0 46.7
Super Premium Beauty and Personal Care 6.8 12.1 76.9
Luxury Goods Sail 8.5 50.3

Source: Euromonitor International from official statistics, trade associations, trade press, company research, store
checks, trade interviews, trade sources
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Table 3 NBO Company Shares of Luxury Goods: % Value 2011-2015

% retail value rsp

Luxottica do Brasil Ltda

PVH Corp

Puig Brasil Comercializadora de Perfumes S/A

LVMH Fashion Group Brasil Ltda

Belocap Produtos Capilares Ltda

Swatch Group do Brasil Ltda

LVMH Perfums & Cosmetics do Brasil Ltda

Technos da Amazénia Inddstria e Comércio Ltda
Rothenberg Comércio de Perfumes e Cosméticos Ltda
Joias Vivara Ltda

Hermés International SCA

Kering SA

LVMH Vinhos e Destilados Brasil Ltda

Hugo Boss do Brasil Ltda

True Religion Apparel Inc

Prada Brasil Importagdo e Comércio de Artigos de Luxo Ltda
Safilo do Brasil Ltda

Pernod Ricard Brasil Ltda

Marchon Brasil Ltda

GBA Comerdial e Importadora Ltda

Europrestigio Distribuicdo e Comércio de Artigos de Luxo Ltda
Lacoste do Brasil Comercio e Industria Ltda
Swarovski Cristais Ltda

Tiffany Brasil Ltda

Diageo Brasil Ltda

WBR Industria e Comércio de Vestuario SA

Burberry Group Plc

Michael Kors do Brasil Comércio de Acessdrios e Vestudrio Ltda
Bottega Veneta Holding Ltda

Ferragamo Brasil Roupas e Acessérios Ltda

Dumont Saab do Brasil SA

PPR SA

Others

Total

2011
10.2
5.2
1.6
2.3
1.2
1.3
1.5
1.1
0.7
1.8
0.0
1.4
0.9
0.6
0.1
0.9
0.7
0.7
0.3
0.9
0.6
0.1
0.5
0.4
0.5
0.3
0.0
0.3
0.2
0.5
0.4
62.6
100.0

2012
10.4
5.8
1.9
2.3
1.3
1.4
1.5
1.0
0.8
1.6
0.0
1.6
0.9
1.0
0.6
0.9
0.8
0.7
0.4
1.0
0.6
0.2
0.5
0.3
0.5
0.4
0.1
0.4
0.3
1.0
0.6
56.1
100.0

2013
10.4
6.1
2.0
2.3
1.5
1.5
1.4
1.0
1.0
0.9
1.3
1.0
1.2
1.0
1.0
0.7
0.9
0.7
0.7
0.6
1.2
0.6
0.4
0.5
0.5
0.5
0.4
0.1
0.4
0.3

57.8
100.0

2014
10.0
6.0
2.2
2.4
1.5
1.6
1.5
1.1
1.1
0.9
1.2
1.0
1.1
1.0
0.9
0.7
0.9
0.7
0.7
0.7
1.2
0.6
0.5
0.5
0.5
0.5
0.4
0.4
0.4
0.3

57.3
100.0
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2015
10.7
5.8
2.7
2.1
1.6
1.6
1.6
1.4
1.2
1.2
1.2
1.1
1.0
0.9
0.9
0.9
0.8
0.8
0.6
0.6
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.4
0.4
0.4

56.6
100.0

Source: Euromonitor International from official statistics, trade associations, trade press, company research,

store checks, trade interviews, trade sources



Table 4 LBN Brand Shares of Luxury Goods: % Value 2012-2015

% retail value rsp

Ray-Ban (Luxottica Group
SpA)

Calvin Klein
Calvin Klein Jeans

Louis Vuitton (LVMH Moét
Hennessy Louis Vuitton SA)

Movado (Movado Group Inc)

Hermeés

Gucci

Hugo Boss (Hugo Boss AG)
True Religion

Prada (Prada SpA)

Omega (Swatch Group Ltd,
The)

Moét & Chandon (LVMH Moét

Hennessy Louis Vuitton SA)
Coach (Coach Inc)

Prada (Luxottica Group SpA)

Chanel (Chanel SA)

Lacoste {Maus Fréres SA)

Swarovski (Swarovski AG)
Tiffany & Co (Tiffany & Co)
212 VIP (Puig SL)

Calvin Klein Underwear
Calvin Klein (PVH Corp)

Dolce & Gabbana (Luxottica
Group SpA)

Burberry

Versace (Luxottica Group
SpA)
Tissot (Swatch Group Ltd,
The)

Kérastase (L'Oréal Groupe)

Burberry (Luxottica Group
SpA)

Michael Kors (Michael Kors
Holdings Ltd)

Bottega Veneta (Kering SA)

Company (NBO)
Luxottica do Brasil Ltda

PVH Corp
PVH Corp
LVMH Fashion Group Brasil Ltda

Jdias Vivara Ltda

Hermeés International SCA
Kering SA

Hugo Boss do Brasil Ltda
True Religion Apparel Inc

Prada Brasil Importagao e
Comércio de Artigos de Luxo Ltda

Swatch Group do Brasil Ltda

LVMH Vinhos e Destilados Brasil
Ltda

GBA Comercial e Importadora
Ltda

Luxottica do Brasil Ltda

Europrestigio Distribuigcdo e
Comércio de Artigos de Luxo Ltda

Lacoste do Brasil Comercio e
Industria Ltda

Swarovski Cristais Ltda
Tiffany Brasil Ltda

Puig Brasil Comercializadora de
Perfumes S/A

PVH Corp

WBR Industria e Comércio de
Vestuario SA

Luxottica do Brasil Ltda

Burberry Group Pic
Luxottica do Brasil Ltda

Swatch Group do Brasil Ltda

Belocap Produtos Capilares Ltda
Luxottica do Brasil Ltda

Michael Kors do Brasil Comércio
de Acessorios e Vestuario Ltda

Bottega Veneta Holding Ltda

2012 2013 2014 2015

8.4

29
2.5
1.6

0.8
1.6

0.9
1.0
0.5

0.6

0.9

0.4

0.6
1.0

0.6

0.2
0.5
0.4

0.5
0.5

0.5

0.4
0.5

0.4

0.5
0.4

0.1

8.5

3.0
2.6
1.6

0.9
1.3
0.9
1.0
1.0
0.6

0.6

0.7

0.6

0.6
1.2

0.6

0.4
0.5
0.4

0.5
0.5

0.5

0.4
0.4

0.4

0.5
0.4

0.1

0.4

8.2

3.0
25
1.6

0.9
1.2
0.9
1.0
0.9
0.6

0.7

0.6

0.7

0.5
1.2

0.6

0.5
0.5
0.4

0.5
0.5

0.4

0.4
0.4

0.4

0.4
0.4

0.4

0.4

8.7

29
2.5
1.4

1.2
1.2
1.0
0.9
0.9
0.7

0.7

0.6

0.6

0.6
0.5

0.5

0.5
0.5
0.5

0.5
0.5

0.5

0.5
0.5

0.4

0.4
0.4

0.4

0.4
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Table 5 Distribution of Luxury Goods by Format: % Value 2011-2016

% retail value rsp 2011 2012 2013 2014 2015
Store-Based Retailing 99.4 99.3 99.1 99.0 98.8
- Grocery Retailers 4.4 4.8 5.0 5.0 5.0

- Non-Grocery Specialists 95.0 94.5 94.1 93.9 93.8
- Mixed Retailers - - = = =
Non-Store Retailing 0.6 0.7 0.9 1.0 1.2

- Internet Retailing 0.6 0.7 0.9 1.0 1.2
Total 100.0 100.0 100.0 100.0 100.0

2016
98.7
5.0
93.7
1.3
s
100.0

Source: Euromonitor International from official statistics, trade associations, trade press, company

research, store checks, trade interviews, trade sources

Table 6 Distribution of Luxury Goods by Format and Category: % Value 2016

% retail value rsp DAF FWCS LE () LLG LPCE LT LWIS SPBC

Store-Based Retailing 97.6 99.8 99.7 999 999 0.0 999 999 975

- Grocery Retailers 0.0 99.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0

- Non-Grocery Specialists  97.6 0.0 99.7 999 999 0.0 999 99.9 97.5

- Mixed Retailers 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Non-Store Retailing 2.4 0.2 0.3 0.1 0.1 0.0 0.1 0.1 2.5

- Internet Retailing 2.4 0.2 0.3 0.1 0.1 0.0 0.1 0.1 28

Total 100.0 100.0 100.0 100.0 100.0 0.0 100.0 100.0 100.0
Source: Euromonitor International from official statistics, trade associations, trade press, company

research, store checks, trade interviews, trade sources

Key: DAF = designer apparel and footwear (ready-to-wear); FWCS = fine wines/champagne and
spirits; LE = luxury eyewear; L] = luxury jewellery; LLG = luxury leather goods; LPCE = luxury
portable consumer electronics; LT = luxury timepieces; LWIS = luxury writing instruments and

stationery; SPBC = super premium beauty and personal care

Table 7 Forecast Sales of Luxury Goods by Category: Value 2016-2021
BRL million 2016 2017 2018 2019 2020

Designer Apparel and Footwear ' 5,025.1 5,083.0 5,158.4 5,250.1 5,362.9
(Ready-to-Wear)

Fine Wines/Champagne and 620.3  630.8 647.4  668.8  695.1
Spirits

Luxury Eyewear 3,042.5 3,063.3 3,131.6 3,212.9 3,318.8
Luxury Jewellery 616.3 620.1 628.3 643.6 662.1
Luxury Leather Goods 1,337.6 1,353.4 1,379.7 1,409.3 1,450.6
Luxury Portable Consumer - - - = =
Electronics

Luxury Timepieces 696.3 681.1 671.5 675.3 682.3
Luxury Writing Instruments and 66.8 65.8 66.4 67.6 69.2
Stationery

Super Premium Beauty and 1,063.3 1,079.7 1,105.9 1,140.6 1,185.0
Personal Care

Luxury Goods 12,468.2 12,577.2 12,789.2 13,068.2 13,426.1

2021
5,493.4

728.2

3,445.9
685.1
1,499.2

695.2
71.2

1,236.2

13,854.4

Source: Euromonitor International from trade associations, trade press, company research, trade

interviews, trade sources
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Table 8 Forecast Sales of Luxury Goods by Category: % Value Growth 2016-2021

% constant value growth 2016/2017 2016-21 CAGR 2016/21 TOTAL
Designer Apparel and Footwear (Ready-to-Wear) 1.2 1.8 9.3
Fine Wines/Champagne and Spirits 1.7 3.3 17.4
Luxury Eyewear 0.7 2.5 13.3
Luxury Jewellery 0.6 2.1 il
Luxury Leather Goods 1.2 2.3 12.1
Luxury Portable Consumer Electronics - - -
Luxury Timepieces -2.2 0.0 -0.1
Luxury Writing Instruments and Stationery -1.5 1T 6.6
Super Premium Beauty and Personal Care 1.5 3.1 16.3
Luxury Goods 0.9 2.1 il

Source: Euromonitor International from trade associations, trade press, company research, trade
interviews, trade sources



