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Foreword

The luxury industry has prospered in the
last decade, fuelled by a wealth boom
across the developed economies of the
US, Europe and Japan and the burgeoning
wealthy elite in China, India, Russia, Brazil
and the Middle East. As the luxury industry
prepares itself for harder economic times,
it has never been more important to
understand evolving consumer needs.

Luxury consumers are increasingly feeling
the pressure and, in turn, becoming more
discerning in their consumption. The age-old
desires for the highest standards of quality
and authenticity continue, but newer, more
sophisticated demands for enhanced
experiences and responsible business
behaviour are emerging. Consumers are
looking for the return they will get from the
experience of owning, wearing or giving
fewer, better things. ‘Brand value' has never
been under so much scrutiny.

This will have a profound and lasting impact
on the way luxury companies do business -
from the very large, global players to smaller
niche brands and retailers. At De Beers Group
we believe success will come to those

who live up to the inherent luxury value of
excellence through the way they do business
and the products they sell.

We call this, simply, living up to diamonds.

Diamonds, for instance, have endured the test
of time. They are symbols of permanence and
indestructibility in times of uncertainty, and
are revered for their physical and emotional
qualities. Yet we cannot afford to be complacent.
We continually strive to meet consumer
needs and uphold the integrity of the diamond
promise through initiatives such as the

De Beers ‘Best Practice Principles’.

This report was commissioned with

Ledbury Research to provide an insight into
the evolving demands of influential, top-tier
luxury consumers in developed and emerging
markets, especially within the context of the
economic slowdown. While we acknowledge
the importance of growth markets such as
Russia, Brazil and the Middle East to the luxury
industry, India and China are a key focus of this
report. These countries have been identified
as having significant potential for luxury in
terms of growth and volume in the future.

The report brings together the views of

a bespoke independent panel of leading
commentators on luxury, responsible practice
and consumer behaviour from across the US,
Europe, China and India. It focuses on the
transition from conspicuous to considered
consumption (‘what you wear’ to ‘who you
are') and the growing consumer call for
product traceability, supply chain standards,
product authenticity and quality.

We hope the findings provide food for
thought and insight into the evolving
motivations of the luxury consumer

of tomorrow.

aom&w\

GARETH PENNY
GROUP MANAGING DIRECTOR, DE BEERS



LUXURY: CONSIDERED

Executive
Summary

1. Despite the more recent shift into harder
economic times, the last decade has seen
the luxury industry treble in size. The number
of wealthy individuals in emerging markets
has been growing and these luxury buyers
will have an increasing influence on the sector.

2. As their numbers and fortunes have
grown, the wealthy have become more
sophisticated in their buying motivations,
beyond the traditional conspicuous drivers
of status and prestige to more discerning and
considered factors. In emerging markets,
consumers are increasingly being influenced
by Western trends and their purchasing
patterns are transforming rapidly.

3. A growing fatigue with ‘fast’ luxury
products means consumers are looking for
products that provide them with ‘lasting
value' — the return they will get from the
experience of owning, wearing or giving
fewer, better things. This shift from
conspicuous to more discerning consumption
will be even more in evidence as economic
conditions worsen and ‘brand value' comes
under greater scrutiny.

4. The move to more discerning
consumption by top-end luxury consumers
is characterised by: increased scrutiny of
product quality and value for money; renewed
desire for “true luxury’; call for deeper brand
experiences; a greater understanding of
artisanship and fine craftsmanship and a
heightened awareness of business, social
and environmental responsibility.

5. These trends are generally motivated

by more introvert drivers such as peace of
mind and experience, rather than extrovert
drivers such as displays of status and power.
This is a broad shift away from a model of
‘what you wear, to a more personality-
defining ‘what you do’ or even ‘who you are’.

6. This means luxury consumers are not
only interested in the products themselves,
but also whether the brand is upholding the
luxury philosophy of excellence throughout
the whole of its operations. This has
implications for the way luxury players do
business in the future — from large global
players to smaller retailers.

7. The return to exclusivity offers a business
opportunity by creating a high-end market
for more expensive and unique products.
This presents a particular selling point for
niche labels that are less accessible and can
afford personalised levels of attention to detail.

8. Luxury consumers have a growing
interest in the details of the story behind
their purchase — where the product was
sourced, how it was made, etc. A deeper
experience of the product can enhance the
brand story and build customer loyalty
through greater engagement. Service is a
critical part of this experience and creates an
ongoing dialogue with consumers, helping
them to save time (the ‘ultimate luxury’ due
to its increasing scarcity).

9. Committing to exemplary sourcing and
supply chain standards is viewed more

and more as smart business practice and

is an integral part of the luxury promise,
helping to build brand value. Today, reputation
is increasingly built through the way a brand
operates and the quality of the products it
sells rather than just what it says through
marketing and PR activity.

10. In the future, new industry standards
are likely to emerge that will raise the bar
on business, social and environmental
responsibility, ultimately leading to a level
playing field among competitors.
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1. Luxury

consumption

today

Despite the more recent
shift into harder economic
times, the last decade has
seen awealth boom and a
subsequent growth in luxury
consumption

The luxury goods market has undergone
a period of rapid growth over the past
decade, having trebled in size to become
a $200-billion industry in 2007." Much of
this growth has stemmed from previously
rising global stock markets and increasing
levels of personal wealth.

While the effects of the economic slowdown
on the whole luxury goods sector remain to
be seen, today more than 10.1 million people
globally can now be classified as millionaires.?
The majority live in developed economies,
with over three-quarters residing in the US,
Europe and Japan. These countries have
traditionally driven luxury consumption and
combined account for 69% of the world's
demand for luxury goods.?

However, this paradigm is swiftly changing.
The number of millionaires in emerging
markets such as Brazil, China and India has
increased rapidly — at a rate of 19% in Brazil,
20% in China and 23% in India in 2007,

far outpacing more developed economies.*
In India and China alone, luxury goods
consumption grew by 18% in 2007 and is
now worth $21.4 billion.® India and China are
particularly interesting as they each have a
huge population and an increasingly affluent
middle-class, providing businesses with one
of the most important growth opportunities
over the next two decades.®

Such is the scale of this growth that Goldman
Sachs predicts China will become the world's
largest market for luxury goods by as early as
2015.7 Peter Frankental, Economic Relations
Programme Director of Amnesty International
confirms, “/ think in terms of the very size of
the market, clearly the luxury goods sector will
be dominated by North America and Europe for
the moment but, more and more, the sector
will be influenced by consumer habits from the
Far East and India.”

1 Bain & Co., Luxury Monitor 2007
where luxury goods are defined

as Jewellery, Watches, Apparel,
Cosmetics, Drinks

2 Merrill Lynch CapGemini World
Wealth Report 2007

3 Ledbury Research, World Bank,
company accounts, Merrill Lynch,
Economist, CIA, Knight Frank,
MDRC, IMF and others

4 Merrill Lynch, World Wealth
Report 2008. The global average
growth for numbers of HNWIs in
2006-2007 was 6%

5 Bain & Co., Luxury Monitor 2007,
figures are for Asia-Pacific excluding
Japan. Exchange rates are 365 day
average to $ for 2006

6 Business Week, May 2007

7 Goldman Sachs Global
Investment research, Analysis of
Chinese Demand Potential 2004

[T EREE

As wealth and luxury
consumption have increased,
consumers have become
more discerning

According to Mohan Murjani, India-based
Chairman of the eponymous global brand
retail group, “Luxury consumers have always
been discerning, but the concept of luxury is
changing in their minds.” As their numbers
and fortunes have grown, the wealthy have
become more and more accustomed to
buying luxury goods, and more sophisticated
and discerning in their buying behaviour.

A few years ago, luxury was purchased in
developed markets to primarily signify status
and prestige. Now, more considered reasons
are re-emerging as motivators: the discovery
of something new, the rarity of the object, the
promise of high quality and the pleasure of
the purchase. The pace of this change is also
accelerating as luxury spend comes under
increased pressure with the global economic
slowdown.

Indeed, our panel of experts believes these
changes are taking place as part of a wider shift
to deeper consumer concerns in developed
markets. As Francois Curiel, the European
Chairman of Christie's, highlights, “The

world is moving towards more knowledge,
understanding and transparency.” Gaetano
Cavalieri, the President of the World Jewellery
Confederation (CIBJO), underlines this, saying,
“The luxury market today is increasingly
driven by trust, balance and legitimacy,
integrity and honesty.”
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This trend is also emerging
in developing economies

The rise of a more discerning and demanding
luxury consumer is not exclusive to developed
economies. Emerging markets, traditionally
thought to be comprised of inexperienced
consumers who principally buy luxury to
communicate status, are also evolving.

There is evidence to suggest that these
wealthy consumers are also becoming more
considered in their purchasing decisions.

Futurist Tamar Kasriel argues that this is
because, “[consumers] are not existing in a
hermetically sealed bubble of development,
unaffected by what's going on outside.

They are increasingly becoming a key part
of global trends that are shaping the luxury
industry.” Trends in developed markets are
inevitably going to have an impact on less
mature luxury markets such as the Gulf
States, Russia, India and China. As Divia
Harilela, Fashion Editor of South China
Morning Post, comments, “/t all depends on
education. If consumers are reading about
movements happening overseas in the media,
it's going to trickle down [to Asial.”

There is a belief that this transformation is
taking place more rapidly than many previously
thought in emerging markets. As Radha
Chadha, Hong Kong-based brand strategist,
explains, “We used to say that it takes several
generations before new money becomes old
money, but this is changing quickly. You see
the same person graduating very rapidly from
covering herself up with logos to becoming a
very sophisticated lady five years later”

In times of economic
slowdown, discerning
consumption is even
more in evidence

Although the panel has noticed continued
resilience in the purchasing power of high-end
luxury customers, economic pressures are
likely to have an impact. With the global
economic climate worsening, panellists predict
that luxury consumers will demand even
more from the brands they buy, purchasing
those that deliver against a number of
considerations rather than simply status or
prestige. Vanessa Friedman, Fashion Editor of
the Financial Times, notes “In more difficult
economic times, customers make more
informed and thought out decisions.”

The products likely to do well, in Friedman's
view, are the ones that are special and truly
justify their high price point.

We are seeing
a move away from
immediate gratification,
and in tough times
luxury consumers return
to basics - to investment
pieces that represent
genuine value because
they deliver on a
promise and last.
For us, this is a positive
shift as diamonds have
this inherent value —
they are crafted with
skills acquired over
generations, are savoured
over a lifetime and can
be wom in multiple ways
for multiple seasons.”

STEPHEN LUSSIER, EXECUTIVE
DIRECTOR, DE BEERS GROUP

2.Consumer trends in
the luxury market

The consumer trends evident among

the wealthy top-tier of the luxury market
often act as a barometer of the way the
entire sector evolves over time.The jet-set
pioneered the way for a major surge in
international travel. Similarly, luxury spas
that were once the preserve of a privileged
few are now a more mainstream pleasure.
This is due to the tendency of high-end
customers to possess the means, education
and knowledge to buy the best, and
subsequently influence other groups.

Our panel of industry experts explored critical
elements of the attitudes and behaviour of the
wealthy top-tier of consumers towards luxury
in such respects as: how are consumers’
demands and requirements of luxury evolving?
What impact are these demands having on
buying patterns?

The primacy of quality
and value for money

Quiality was seen by our panel as the most
significant factor behind the selection of a
luxury item. This was also evidenced in a recent
report by Barclays Wealth, in which 60% of the
wealthiest group of respondents cited quality
as the primary motivation for buying luxury,®
making it a prerequisite for all luxury brands.

In Curiel’s words, “Quality is not negotiable.”
This extends not just to the product itself,

but right through the supply chain —how raw
materials are sourced, manufactured and finally
sold to the consumer. Indeed, quality is
something that should pervade every aspect
of a luxury brand. Our panel highlighted that
this is also the case for emerging markets such
as India. Murjani says, “Consumers will
demand first and foremost authenticity,

which encompasses quality and design.”

8 Ledbury Research, Barclays Wealth,
Insights, Volume 4: The True Value of
Wealth, 2007
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Tom FO rd . WhenTom Ford and Domenico De Sole set up their own
- label in 2006, they were targeting a different consumer, in

the ap p reC i ati O n Ford’s words, “A customer who is aware; men who are very

appreciative of details and quality and style and cut.”

Of q u al ity The entire ready-to-wear collection is based around the
concepts of “quality and making the man’s body look

good” The move at the time was seen as risky due to its
high price point, but has since been justified by rising sales,
with 16 further stores scheduled to open in the coming year.

Source: Ledbury Research

DOMENICO DE SOLE,
CHAIRMAN, TOM FORD

FRANCOIS CURIEL, CHAIRMAN,
CHRISTIE’S EUROPE
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Luxury consumers are also beginning to place
more value on acquired knowledge, skill and
experience. Many panel members have
noticed that the wealthy are increasingly
interested in buying goods and services that
bring them status through being better at
something, and the story telling that stems
from that experience.” While US luxury
consumers cut their budget for personal
luxuries by 12% in 2007 they increased their
spending on experiences by 5.2%." In the
Far East, over 42% of wealthy Chinese
consumers want to develop personal hobbies
such as photography, calligraphy and music.'?

As one of the most tangible touch points with
a brand, service has a vital role to play in
enhancing the customer’s luxury experience.
Excellent customer service can help save people
time, something that Kasriel describes as “the
ultimate luxury "due to its increasing scarcity.
Indeed, the British luxury trade group \Walpole
observed that service was one of the key
differentiators between luxury brands in 2007

This has continued into 2008 with many of our
commentators citing the level and quality of
service afforded to a luxury customer as a
critical differentiator between luxury brands
today. Despite this, and clear evidence that
service can help to make a shopping experience
pleasurable, research shows that 53% of
luxury consumers are dissatisfied with the
service they receive, often citing rude staff and
poor resolution of issues as key concerns.™

10 www.trendwatching.com
11 Unity Marketing, 2008
12 HSBC and MasterCard,
Insights: Understanding the

Affluent Consumers of China, 2007

13 Luxury Institute, MarketWire,
November, 2007

Asian consumers
prefer their luxury

Focus on provenance
and the importance of
‘made how’

Luxury consumers have a growing interest in
the details of the story behind their purchase —
where the product was sourced, how it was
made and what materials were used in its
construction. Commentators such as Michael
Rae, CEO of the Council for Responsible
Jewellery Practices (CRJP), note that this
concern is especially prevalent amongst
younger consumers who “are becoming more
and more concerned with the provenance of
the goods and services they buy”

As more luxury goods companies move
production overseas, consumers are beginning
to pay more attention to the country in which
the product was made. Studies in the US have
found that over two-thirds of luxury consumers
take the country of manufacture into account
when purchasing luxury items, and these
same findings show that China was perceived
to be of lower quality than the traditional
centres of luxury such as ltaly or France.™
Asian consumers are also aware of the
differences between foreign and domestic
brands, with 56% of wealthy Chinese
consumers preferring to buy world famous or
foreign brands, compared to the 31% who
choose domestic and local upscale brands.

brands to be made in
Europe, because this
has higher prestige
associations. But going
forward, ‘made in China
will become acceptable
in some areas if people
are assured of the
quality. In five to ten
years there should be

a significant change in
perceptions.”

’

RADHA CHADHA, AUTHOR,
THE CULT OF THE LUXURY BRAND

However, many of our panel maintain that it

is not the country of origin that specifically
matters, but the way in which the product

was made. As Thomas argues, “/t is less about
‘made in’ for a luxury product and more about
‘made how’” She maintains that consumers
are more focused on issues such as the quality
of production materials and the integrity of the
manufacturing processes. Luxury consumers
will continue to be comfortable with their
luxury purchases so long as the high standards
continue to be maintained.

It is predicted that 60% of all luxury goods
would be made in mainland China by 2009 as
companies shift production to take advantage
of the lower costs of production.' The issue
of ‘made how' is likely to grow in importance
alongside this, as consumers demand
reassurances that the goods made continue
to be of the highest quality.

14 Luxury Institute, quoted in
High Net Worth, March 2008

15 MasterCard, Brand
Preference of China's

Affluent, 2008

16 World Luxury Council, 2007
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Interest in environment,
ethics and social
responsibility

In the past three years our panel has seen the
responsible business agenda, i.e. concerns
about environmental, ethical and social
responsibility issues, begin to resonate more
strongly with luxury consumers. This is being
driven by NGO activism, media coverage and
what Rae refers to as “marked societal change
in the business world” Our panel believes that
while this is a global movement, the luxury
industry is likely to feel these increasing
concerns more than almost any other sector.
Frankental explains this is because luxury
today is typically high-profile and celebrity-
driven and so under far greater public scrutiny.

The consensus among our panel is that
high-end consumers in developed economies
take these issues equally seriously.

In Europe, Japan and the US, “about 30-40%
of luxury consumers claim to be concerned
with purchasing responsibly,” according to
Sylvie Benard, Environment Director, LVMH.

Consumer interest in these issues remains
limited in Asia, but this is changing. Murjani
maintains that environmental and ethical
concerns are still relatively in their infancy
in India. In China, says Harilela, “things like
carbon footprint and ethical work practices
are not really on their mind. Right now it’s
very much about buying a status symbol”
Ng agrees that there is a “perceived lack of
concern in these countries [about responsible
issues],” but also believes that there will be

‘ ‘ A few people
always cared about the
environmental and
sustainable impacts
of their purchases.
But something
happened one and a
half to two years ago
to make consumers
more interested in
these issues.”

SYLVIE BENARD,
ENVIRONMENT DIRECTOR, LVMIH

‘ ‘ When we
conduct our own focus
groups, consumers
certainly express
enthusiasm, confidence
and willingness to
reward us and others for
their good work. Are we
encountering it on the
shop floor? There has
been a small increase in
the instances of people
enquiring about this.”

MICHAEL KOWALSKI,
CEO, TIFFANY & CO.

Our panel feels that changing attitudes in both
India and China are being driven largely by
younger consumers. Assheton Carter, Vice
President, Corporate Community Engagement,
Pact (an international NGO working on the
supply chain of luxury goods), highlights that
younger consumers in emerging markets
“are playing massive catch-up...though
there’s not much interest amongst the older
generation. What we are beginning to see in
China is the younger generation in their 20s
and 30s, who are not so attached to state
programmes, who could bring about some
real change” Indeed, data from research
consultancy Globescan reveals that the
‘Mainstream Activist’ segment in China

(i.e. those who are likely to respond to

CSR issues) has now reached 18% of the
population where, for example, 33% of UK
consumers and 45% of US consumers can
now be classed in this segment.

Globescan data also reveals subtle nuances

in the issues close to the hearts of consumers
in the different markets. Affluent consumers in
the US are primarily concerned about
companies treating employees fairly and

the environmental impact of corporations.

In China, by contrast, consumers care mainly
about whether companies have a responsible
supply chain and are generally trustworthy.
Furthermore, many affluent Chinese
consumers, like their US counterparts, say
that they have actively “punished” a brand for
poor social responsibility in the past year, and
some claim to have “rewarded” a brand for
positive behaviour. In India, there is currently
far less evidence of consumers punishing
brands. However, affluent Indian consumers
are certainly actively rewarding brands that they
view as having solid responsible practices."

It would be wrong, however, to suggest

that consumption of ‘responsible’ products
is always because of a genuine concern

for the issues. For some consumers, part

of the motivation for purchasing ethical or
environmentally friendly products is still

one of status and being fashionable.

That is, being seen to be buying the right
thing, which remains a fundamental driver of
luxury consumption generally. A well-known
illustration of this is the case of Toyota Prius.
Recent research™ has found that the top
reason for purchasing a Toyota Prius is the
fact ‘that it makes a statement about me'.
The Prius has therefore become an iconic and
visible symbol of this new, more discerning
consumption with the result that its sales
have soared.

The move to more
‘considered’ luxury
consumption

All of the trends discussed in this first section
can be described as being part of a shift
towards a more discerning appreciation of
luxury, where quality, authenticity and
experience are increasingly important rather
than extrovert factors such as displays of
status and power. Rejwan summarises this
as the shift from “indulgent to considered
luxury, away from a model of “what you
wear” 1o “what you do” or even “who you are”

“a faster adoption of social responsibility at a S ‘ - ‘ xeLusivity ‘
Frankie Ng, Executive Vice President for local level with local civil societies in the future” EXPENSE ‘ —> ‘ RESPONSIBILITY ‘
Consumer Services, SGS, the world's leading STATUS | — | REWARD |
inspection, verification, testing and certification cowen ‘ — ‘ DEANING ‘
company, defines responsible practice as
“operating in a sustainable way that safeguards lconie ‘ — ‘ PERSONALISED
the long term future of your business and that OWNERSHP | —> | EXPERENCE |
of your partners " Our panel agrees that there The illustration above shows some of these changes and indicates where this more considered approach to luxury may be heading. 17 Globescan, Navigating Demands

is a strong business imperative at the heart of
responsible practice. In the words of Thomas,
“Businesses generally don't do things because
it’s the right thing to do, they do it because
it's economically a good idea.”

for Responsibility and Building brand
Equity Through Integrity, 2008

18 CNW Marketing Research, 2007



3. Implications
for luxury brands
and retallers

All the trends observed by our panel
point to a more complex and discerning
luxury consumer. No longer is it simply
about the products at point of purchase:
today, the entire brand promise is under
scrutiny. This includes the guarantee of
excellent quality, highest standards of
materials, expert craftsmanship, exclusivity,
responsibility and the impact of the
purchase on wider society.

WEe live in an age of prolific and readily available
information, where consumers need more
reassurances about the things they buy.
Building trust with consumers will be an
important cornerstone of the future of luxury
business. According to Michael Kowalski,
CEOQ of Tiffany & Co, consumers “don’t
spontaneously or easily articulate” when their
trust has been broken, which means that often
it is too late for brands to take redressive action.
Maintaining consumer trust is an extension

of the philosophy of excellence that is intrinsic
to the luxury industry. As Pamela Caillens,
Corporate Responsibility Director at Cartier,
concludes, “Trust is quality, plus service, plus
responsibility. Selling luxury is a dream, there
should be no nightmare issues lurking behind
that dream.”

While our panel agreed that this new
discerning luxury consumer is more evident
in developed economies, businesses need
to be aware that emerging markets are not
far behind. Conventional wisdom says that
deeper consumer concerns emerge as the
market matures. Indeed, Friedman agrees
that, “In emerging markets, the first wave
of luxury consumers tend to be interested
in aspirational products that are more

about status and advertisement of social
achievement. Once they're secure in that
they move to the next level which is all about
connoisseurship, value and integrity.”

This has implications for the way luxury
players do business in the future — from the
large global players to smaller brands and
retailers in developed and emerging markets.

‘ ‘ As consumers
demand product
authenticity, they want
credible substantiation
of a brand’s promise.
How does it do business?
How are issues about
the product’s production
addressed?”

STEPHEN LUSSIER, EXECUTIVE
DIRECTOR, DE BEERS GROUP
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The return to exclusivity
offers a business opportunity

As luxury has become more accessible, or
“democratised” as Thomas puts it, the divide
between the ‘top-end’ and the aspirational
luxury consumer is growing. PPR Chairman and
CEOQ, Francois-Henri Pinault, estimates that,
by 2012, the very top-end of the luxury goods
market could be worth around $6.6 billion.™
Our panel believes this presents a real
business opportunity for luxury businesses

at the top-tier of the spectrum. As Murjani
comments, “Brands, having reached multi
billion dollar profit levels through higher sales
volumes, will now have to work harder to
attract the top-end, discerning customers and
strengthen their positions.” According to
Kasriel, “Some brands are saying we’re going
to keep ourselves exclusive; we're going to
limit distribution and limit production.”

The wealthy are clearly willing to pay for the
best and most exclusive items to set them
apart and new products are being launched
to satisfy their desires. The luxury industry
has responded to the call for exclusivity by
‘premiumising’ its products, buying back
control of its diffusion lines and carefully limiting
its offerings. When Burberry’s exclusivity was
threatened as a result of over-extending the
brand into lower-ticket items such as baseball
caps and scarves, it responded by launching
Burberry Prorsum to reclaim its cachet as a
luxury brand. Luxury phone manufacturer Vertu
also launched only seven $300,000 phones to
celebrate Boucheron's 150th anniversary.

‘ ‘ There's going to
be a big divide between
the luxury customer and
the aspirational customer
and it’s growing.

My sense is that there'll
be even greater demand
at the luxury end for
even better, more
expensive and refined
products.”

SIMONETTA MORRISON,
WORLDWIDE MERCHANDISING
AND MARKETING, WOMEN'S
LEATHER, SALVATORE
FERRAGAMO

19 Frangois-Henri Pinault: quoted in
[HT, December 7, 2006

However, Morrison's ‘quality /price /value/
longevity equation” means brands need

to strike the fine profit balance between,
“the development costs of producing a
high-end product and pricing it at a level
that the consumer feels is justified”

Interestingly, our panel felt that the trends of
personalisation, quality control and exclusivity
can create a particular point of difference

for smaller players. Niche players, as Thomas
points out, “can enjoy the attention to detail
that bigger players simply can’t afford”

For example, niche producer of luxury sound
systems, Steinway Lyngdorf, limits production
to only 100 units, each of which is installed
and ‘tuned’ to suit the room it is in. In the
jewellery industry, Curiel notes, “There is a
shift to more private and exclusive designers
that bring chicness and desire from collectors.”

These opportunities are also in evidence in
emerging markets. As more and more people
become “moneyed” in Asia, Chadha believes
the more sophisticated end of the market, or
the “modern day maharajas’ will evolve and
grow. She predicts a comeback of “haute
couture” for the super-wealthy of Asia as well
customised cars, yachts and planes.

In China, the trend is moving towards the
avant-garde and different. Harilela thinks that
despite the evident Chinese regard for logos,
niche labels will emerge there that are,
“more interesting and less accessible than
the Pradas, the Chanels”

A deeper consumer
experience enhances
the brand story

The consumer demand for exclusivity is
increasingly being extended to the whole
brand experience. Morgan-Grenville confirms,
“Brands need to give consumers the
opportunity to engage with them at a more
profound level.” This engagement needs to
occur at every touch point with the brand,
from product development to point of sale
and aftercare.

For instance, panellists have observed
increasing consumer interest in what
Henderson terms, “construction factors”

or the way a product is made. For example,
Bentley allows its customers to visit the
factory to watch their car being constructed.
While the brand name is incredibly influential,
Simonetta Morrison points out that alone it
is not enough, “You actually have to show
product attributes that make you better than
your competition.”
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Another fundamental part of a luxury product’s
value is the skill and craftmanship that goes
into making it. While there has always been
recognition of this among luxury brand
marketers, businesses can now derive greater
brand benefits by communicating the story
behind a product’s creation. As Kasriel points
out, "An emphasis on artisanship and
craftsmanship can bring to life a sense of

the person that made that object,” thereby
making the product feel more exclusive to

the luxury consumer. It can also, says
MacDonald-Keir, “communicate brand values
to a consumer, without the need to shout

too much” Vertu, for instance, highlights, “/t
takes up to three years to master assembling
a Vertu handset. Today there are only a handful
of craftsman in the world who have passed
this extraordinarily detailed apprenticeship.”?

This desire to have a greater understanding
of how the product is made, extends to

the consumer'’s own desire for personal
development. This means that brands have
the opportunity to market skills or knowledge
associated with the product to individuals.

For instance, BMW, Ferrari and Porsche all
provide performance driving schools, and
high-end kitchen designer Viking runs a range
of cookery courses for its customers. These
add a further element to a brand's positioning,
enriching its story and increasing the consumer’s
sense of belonging as a result.

‘ ‘ An emphasis
on artisanship and
craftsmanship can
bring to life a sense of
the person that made
that object.”

TAMAR KASRIEL,
FOUNDER, FUTUREAL

20 www.vertu.com

For discerning consumers, the service offering
surrounding the luxury item is as much a part
of the brand experience as the product itself.
This provides luxury businesses with an
opportunity to improve and develop new
service offerings as part of their brand promise.
Friedman refers to these as, “the trimmings,’
saying, “[Luxury brands] are all working so
much harder to attract their customers from
creating clubs or putting on special events,

or creating concierge services.” Dunhill has
responded to this trend by opening Alfred’s,

a members’ club in the former home of the
Duke of Westminster, where patrons can
browse, shop, have supper in a private dining
room, sample the wine cellars and even

stay overnight.

The luxury store environment is also an arena
where these changes are being played out.

In the words of designer Tom Ford, the luxury
retail store was once about ostentation: “You
walked in, everyone saw you, you saw them...
it was a scene’’®' Now the luxury environment
has changed to become more individualised,
intimate and private. This new concept aims
to make the consumer more comfortable. In
Ford's case, stores are often furnished with
items from his own home, providing another
dimension to the brand experience.

Service at point of sale continues to be an
absolutely critical part of the luxury experience,
particularly for the Chinese market, says
Harilela. Here, sales associates are
increasingly required to be as much brand
connoisseurs as product specialists. This
presents a challenge for international brands.
As Morrison notes, “The question is, how can
you reach the person who is in direct contact
with the customers?"” Ferragamo, for example,
writes a training manual for every collection,
which covers everything from the origin of
the leather, to why one leather is used for a
particular product over another.

In difficult economic times, our panel believes
it will become more important for businesses
to create deeper brand experiences for
customers. This is likely to create and maintain
loyalty by, as MacDonald-Keir says, “building
up a reputation of trust with the consumer,
having a dialogue with them and reminding
them about the brand values”

21 Tom Ford: quoted in
Time Magazine, October 6, 2008
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When Stella McCartney launched her Care range of organic
beauty products in 2007, she said, “l don’t see why the luxury

Ste"a Mcca rtn ey: element in a skincare line needs to be compromised in order for

- the organic element to be fully present.” At the time, there were
the bUSI ness Of several other organic skincare products on the market, however

not all adhered to the same stringent principles govering what

reSpOI‘lSI bl I lty went into the product. Care is produced following strict guidelines

and all sourcing, labelling, packaging, and manufacturing is
checked. In McCartney’s words, “l expect to be able to trust it.
| expect to know what'’s in it and what it's doing to my skin.”

Source: Ledbury Research

PAMELA CAILLENS,
CORPORATE RESPONSIBILITY
DIRECTOR, CARTIER

STEPHEN LUSSIER, EXECUTIVE
DIRECTOR, DE BEERS GROUP

ASSHETON CARTER,
VICE PRESIDENT, CORPORATE
COMMUNITY ENGAGEMENT, PACT
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De Beers Group: De Beers Group introduced its Best Practice Principles

(BPPs) in 2000 to underline how, in Group Managing Director

u phold i ng su pply Gareth Penny’s words, “Cormporate responsibility for business,

social and environmental matters is part of day-to-day

Chain sta ndards business in De Beers Group.” The Best Practice Principles

are the highest business, social and environmental
standards in the diamond industry, designed to ensure that
De Beers Group and everyone in the diamond supply chain
working with the Group upholds industry best practice.

Source: De Beers Group

FRANKIE NG,
EXECUTIVE VICE PRESIDENT
CONSUMER SERVICES, SGS

Source: Corporate Citizenship
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4. Conclusion

There is a marked shift in
the buying patterns of luxury
consumers

The dramatic rise in the numbers and fortunes
of the wealthy in the past decade has led
them to become more acclimatised to luxury
and increasingly sophisticated in their buying
behaviour. From the days when luxury was
purchased only to display status and prestige,
our panel has seen the emergence of new,
more complex and sophisticated motivations.
This will intensify as the global economy falters.
As luxury consumers put brand promises
under greater scrutiny, they will spend on those
that represent genuine value and are truly
special and worthy of their high price point.

Luxury consumers are
becoming more discerning
in their purchases

According to our panel, the growing shift
from conspicuous to discerning consumption
encompasses elements such as; the promise
of high quality, the rarity and exclusivity of the
object, the discovery of something new and
exciting, the understanding of the story behind
the product and heightened awareness of

the impact the product has on society and the
environment. Buying luxury has evolved from
being simply about indulgence and ‘what you
wear’ to a more innate, value-driven expression
of the individual.

This is also relevant in
emerging markets, like
India and China

Luxury buyers in developing markets are
increasingly influenced by the consumer habits
of the Western world, in that they too are
becoming far more complex in their purchasing
decisions. According to evidence from our
panel, this transformation is taking place more
rapidly than previously believed and is being
driven by younger consumers in their 20s

and 30s in emerging markets who are

playing catch-up with the attitudes of their
Western counterparts.

Brand value comes
under closer scrutiny as
luxury moves into harder
economic times

As consumers move to fewer, better things
and demand more from luxury, ‘brand value'
will come under greater scrutiny. For discerning
consumers, this value perception will be
increasingly affected by factors beyond the
traditional aspects of the product such as
retailing and branding to include assurances of
authenticity and product traceability. The luxury
promise of excellence will be expected to
include exemplary sourcing and supply chain
practices and these elements will become as
central to brand strategy as exciting in-store
environments, service, luxury personalisation
and transparent and impactful coommunications.

Extending the philosophy of
excellence to sourcing and
supply chain

The panel highlights that luxury businesses
need to take a leadership position in addressing
sourcing and supply chain issues and not rely
solely on NGOs and consumers as driving
forces. A long-term approach to sustainability
needs to be taken. While no single standard
exists to govern the sourcing of raw materials
and supply chain practices, adopting
globally-recognised initiatives and involving
stakeholders can help to build a framework for
operations. Over time, new industry standards
will emerge, taking social and environmental
responsibility out of the competitive arena.

Communicating responsible credentials in a
transparent and honest way can help build
consumer trust and safeguard the authenticity
of a brand or product’s promise. However,
this must be underpinned by ongoing efforts
to drive accountability and traceability across
the supply chain.
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Changes point to a tougher
competitive landscape for
luxury players

Brands have already started responding to
calls for exclusivity and deeper experiences
in varying degrees, with product innovation,
creativity and higher levels of personalisation.
Over time, it is likely that more global brands
will follow suit. Niche players will also emerge
that have the ability and flexibility to capitalise
on the evolving demands of more discerning
consumers. The competitive landscape will
intensify and success will lie with the brands
that can drive customer loyalty by responding
to the more complex demands of the new,
discerning consumer.

Luxury has long
been associated with
superior quality, design
and craftsmanship.

But the tide is turning
with a new breed of
consumers who are
seeking style with
substance. These new
consumers desire
something more
meaningful than just an
expensive piece; they
want brands to live and
breathe their values
through the way they
do business. Our future
success is entwined
with our ability to ride
these new waves of
change.”

STEPHEN LUSSIER, EXECUTIVE
DIRECTOR, DE BEERS GROUP
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