
 

 

S A V I G N Y  P A R T N E R S  L L P   

This fall we offer several articles, the first of which attempts to cast some light 

on  the crowd ed  fragran ce mark et.   F or ou r secon d  theme, we chose to go b ack  

to two geographical mark ets which have received  a lot of commen t an d   
atten tion  this y ear, J apan  an d  C hin a, highlightin g some fu n d amen tal  

d ifferen ces.  

 

I n  this issu e we are also givin g a foru m to C S R  specialist F lorian  G on z alez , who 
con su lts with lu x u ry  b ran d s b ig an d  small on  su stain ab ility  issu es, while pre-

parin g to lau n ch his own  b ran d  in  2 0 1 0 .  
 

E q u ity  mark ets have b een  on  a stron g u pswin g over the last few mon ths, an d  

so has ou r S avign y  L u x u ry  I n d ex , which ou tperformed  gen eral in d ices.   R ecen t 

n ews from the retail floors has n ot ex actly  b een  b u llish, however, so cau tion  

mu st still prevail.  

 

F in ally , we presen t a profile of P orts, which in  ou r opin ion  is perhaps the most 

remark ab le b ran d  an d  retail su ccess in  mod ern  C hin a - so mu ch so that P orts  

D esign  L imited , the H on g K on g-b ased  grou p which own s P orts 1 9 6 1  an d  its 
sister b ran d  P orts I n tern ation al, will b e in clu d ed  in  ou r S L I  startin g in  ou r n ex t 

issu e!  
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Fragrances – t h e essence o f  a go o d  b rand ?  

Luxury brands have long appreciated the potential to capitalise on their brand cachet by marketing  

f ragrances under their name to a w ider public than their core customers,  thus providing a healthy stream 

of  cash f low s and providing a “w indow  into the brand”  f or new  customers.   T he rew ards of  hitting a w inning 

f ormula are substantial,  as w itnessed by the perennial success of  C hanel no.  5  ( launched in 1 9 2 1 )  and E au 

S auvage ( launched in 1 9 6 6 ) ,  to name a f ew .   T he problems began w hen every T om,  D ick and B ritney w anted 

to j oin the party,  resulting in an overcrow ded market w ith upw ards of  f our hundred new  f ragrance 

launches per year,  compared to f if ty a couple of  decades ago.   B rands have had to shout louder in order to 

get their f ragrances noticed,  investing in high prof ile advertising campaigns,  celebrity endorsements and 

lavish launch parties,  all of  this f or a one-in-f our chance of  their f ragrance surviving more than tw o years 

and w here a f ragrance is now  deemed successf ul if  it manages to capture 2 %  of  the market.   T here also 

has been considerable pricing pressure in the overall designer scent segment resulting in a w ider  

distribution of  perf umes in order to achieve suf f icient volumes at the expense of  the brand holder’ s image 

and positioning.   C an investing considerable amounts into a product that is more likely to f ail than succeed 

and that,  if  it w ere to succeed,  may only generate measly returns,  be j ustif ied?   D oes the sector need to 

change its approach?  

M aking sense of  w hat is going on in this sector is a challenge and every strategy under the sun has been 

tried w ith varying success.   O ver the past decade a number of  trends have begun to emerge,  w hich w e  

propose to review  below .  

 

Product – di tch i n g  th e  f a ce  i n  f a v our of  th e  n os e  

T he perf umer ( or “nose” )  as opposed to the celebrity is beginning to take centre-stage.   N iche brands,  such 

as F rederic M alle,  w hich names the nose behind each of  its scents,  have emerged as a strong category by 

tapping into consumers’  demands f or q uality inside the bottle and a story behind the f ragrance.   A  number 

of  luxury houses have also brought noses in-house to re-invigorate their f ragrance business and develop a 

more coherent f ragrance of f ering.   W hilst noses have alw ays been behind the creation of  a f ragrance,  the 

brief  they are given seems to have changed dramatically f rom one that is q uite specif ic and developed w ith 

the help of  consumer f ocus groups to one w here f ree rein is given to the nose’ s experience and creativity.   

A  number of  f ragrance houses have also placed more emphasis on the raw  materials used in their  

perf umes;  Le Labo has named each of  its f ragrances by the primary note used in the f ragrance f ollow ed by 

the number of  ingredients used to make up that f ragrance.  
 

Pri ce  – b re a k i n g  th roug h  th e  g l a s s  ce i l i n g  

T here has been a move to break aw ay f rom the “one price f its all”  paradigm that has been blighting the 

sector,  w hich has both enabled and been a result of  increased f ocus on the ingredients of  a perf ume.   O ne 

segment in particular that has benef ited f rom this trend is the prestige segment,  w hich also includes niche 

brands;  anecdotal evidence suggests that sales in this segment have been going strong even in the current 

recession ( H arvey N ichols f ine f ragrance sales w ere up 4 0 %  in 2 0 0 8 ,  T om F ord’ s P rivate blend ( £ 2 5 0 / bottle)  

sales have doubled at S elf ridges) .   F or those that can get aw ay w ith it,  this much higher pricing structure 

also allow s brands to generate suf f icient returns on their f ragrance portf olio w ithout having to resort to a 

high volume sales approach.  

 



 

 

Pl a ce  – m a k i n g  th e  cus tom e r f e e l  s p e ci a l  

D istribution has alw ays been a thorn in the side of  the f ragrance industry,  notably w ith the inf luence of  “pile  

them high and sell them cheap”  chains such as B eauty B ase or T he P erf ume S hop.   A  lot of  w ork has been 

done to redress this issue by both brands and retailers.   Luxury brands have f ocused on reining in  

distribution;  notably prestige f ragrances are typically distributed only in the brand’ s ow n stores and in  

select department stores:  C hanel has gone even one step f urther by launching its ow n f ragrance room on 

the ground f loor of  S elf ridges O xf ord S treet.   A  number of  niche brands only distribute their f ragrance 

through their ow n stores or dedicated concessions ( staf f ed by their ow n employees)  in department stores.   

Le Labo takes this one step f urther and actually mixes its f ragrances f or the customer on the spot in its 

stores and concessions.   A  number of  department stores have also upped the stakes in their f ragrance  

department,  improving merchandising ( notably by dedicating more space to prestige and niche f ragrances)  

and staf f  training,  and as a result are agreeing a larger number of  exclusive distribution deals f or longer 

periods.   

 

Prom oti on  – turn i n g  th e  v ol um e  dow n  f rom  a  s h out to a n  i n te ra cti v e  m urm ur 

W hilst it still plays an important role,  advertising has lost its prominence as T H E  tool to launch a f ragrance.  

P restige f ragrances and niche brands have eschew ed this f orm of  communication in f avour of  w ord of  

mouth and interactive w eb-based vehicles.  N otably they are tapping into the prolif eration of  blogs on  

perf umes ( N ow S mellT his f or instance has 1 0 , 0 0 0  hits per day)  inviting bloggers to f ragrance launches and,  

in some cases have even set up their ow n blog.   W hilst this alternative f orm of  communication is not f ree,  it 

is cheaper than advertising and very ef f ective in garnering long term support f or a brand.   

 

H e rm è s  – l e tti n g  th e  g e n i e  out of  th e  b ottl e  

I n early 2 0 0 0  H ermè s made public its concerns over the relevance of  its f ragrance business;  the company  

opted f or a thorough review  of  the division and implemented a number of  changes as f ollow s.   I t hired a 

nose,  J ean C laude E llena,  in 2 0 0 3  giving him a high degree of  creative f reedom.   T he f ragrance  

collection w as segmented into three tiers,  w ith a new  prestige range ( H ermessences)  being launched in 

2 0 0 4  and distributed exclusively in H ermè s stores,  a f ine f ragrance range ( J ardin – tied in w ith the annual 

themes of  the brand)  being distributed in H ermè s stores as w ell as selected department stores and  

specialist retailers,  and “w indow ”  f ragrances based on the heritage of  the brand ( eg:  “K elly C alè che” )  and 

designed to provide an access point to the brand by distributed more w idely.   T he f irst tw o categories are 

not supported by advertising campaigns,  w hilst the third is.   T he division has emerged into being one of  the 

f astest grow ing business areas of  the company in 2 0 0 7 / 8  w ith sales of  E ur1 1 9  million.  

 

T h e  p roduct s h oul d s e l l  th e  b ra n d j us t a s  th e  b ra n d s h oul d s e l l  th e  p roduct 

W e cannot prof ess to give guidance as to how  to develop and launch a successf ul f ragrance:  this is an  

increasingly challenging sector w hich should be approached w ith great caution.   W hat w e have seen is that 

the temptation to make q uick money on the back of  a brand can of ten come back and haunt a brand ow ner.   

F or a f ragrance to w ork in the long term,  it needs to make sense and be able to stand alone as a product in 

its ow n right w ithin a brand’ s universe.   T his req uires developing a product that is truly in keeping w ith the 

underlying brand both in terms of  scent and q uality of  ingredients.   I t is also critical to engage the  

consumer on all levels,  especially at the point of  purchase,  and to create an on-going rapport betw een the 

actual product and the consumer.  
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O ver the last year or tw o a barrage of  articles have been f looding publications all over the w orld about the 

state of  the luxury goods market in J apan.   I n J une this year,  the F inancial T imes w ent as f ar as to declare,  

‘ J apanese f all out of  love w ith luxury’ .   T he conj ecture vis-à-vis J apan’ s ‘ mysterious’  turn aw ay f rom  

excessive consumer expenditure culminated w ith the recent new s that V ersace are to pull out of  the  

country that w as ‘ once the w orld’ s most reliable buyer of  all things f oreign and expensive’ .   LV M H  also 

added f uel to the f ire by announcing that they w ere calling a halt to their planned store opening in the 

country’ s capital af ter having w itnessed sales in the region drop by 2 0  percent in the f irst half  of  2 0 0 9 .   A ll 

eyes are now  f irmly f ixed on C hina.   A dmittedly this is hardly a new  and note-w orthy topic;  S avigny P artners 

investigated the dow nturn in luxury spending and change in consumer attitudes in J apan three years ago,  

at a time w hen C hina w as starting to appear on the map f or most luxury brands.  S ince then the road to 

C hina has become f renz ied,  and it seems appropriate to draw  some parallels betw een the J apanese  

experience of  a maturing market and the new  darling of  the luxury sector.   
 

C h i n a ’ s  l i ttl e  e m p e rors  a re  m ore  i n di v i dua l i s ti c th a n  th e i r J a p a n e s e  coun te rp a rts  

W hile individualism isn’ t necessarily a concept that one automatically eq uates w ith the C hinese people - 

w ho have traditionally stood by the collectivist spirit promoted since the rise of  communist rule,  it now   

appears that the rapid pace of  change w ithin the country has also f ostered a new  generation that is  

empathically opposed to the ideas that their parents still hold so dear.   T he little emperor syndrome that 

w as born out of  the one-child policy can certainly be held,  at least in part,  accountable f or this  

transf ormation in attitudes,  w ith a generation of  youth all believing that they hold a special place in the 

w orld.   A  K P M G  survey in 2 0 0 7  reported that on average over 6 0 %  of  people used luxury goods as a  

demonstration of  status and success compared to less than 2 0 %  w ho consumed them in order to f it in.   

T his contrasts starkly w ith the more group-orientated J apanese culture w here decisions are traditionally 

made by consensus,  and one’ s peer group is looked to f or f eedback and acceptance.   W ith an urban  

population that are looking to express themselves as individuals it is possible that C hina’ s spending  

patterns w ill change more q uickly than they have done in J apan,  to one similar to the ‘ P rada P rimark  

phenomenon’  that is commonplace in mature luxury markets w here consumers are happy to mix and 

match brands and price points.    
 

B ra n d l oy a l ty  i s  i n  J a p a n ’ s  D N A  

J apan is a culture that is uniq uely loyal;  it is one of  the f ew  countries in the w orld w here one expects to 

keep a j ob f or lif e.   T his loyalty extends also to the brands that they buy into and is unlikely to be replicated 

in C hina,  a country of  people w ho are ethnologically very dif f erent in this regard:  brand-hopping in their 

mission to seek out of  the next product or collection.   S o,  could it be that the cult of  the LV  bag,  that is still 

to this day a compulsory item in J apan,  w ill not have the same longevity in a C hina w hose population is 

already proving to be less brand loyal?   W hile J apan’ s reliable devotion is almost certainly inimitable,  the 

f act that 8 0 %  of  C hinese luxury goods consumers f all under the age of  4 5  ( a f igure that contrasts  

dramatically w ith the demographics of  consumers in this sector throughout the W estern w orld)  does give 

brands hope that they w ill have the opportunity to shape consumers tastes and spending habits and to 

build loyalty.    

I n spite of  the C hinese insatiable desire f or the latest f ashions,  big luxury brands are currently having a ball 

in C hina catering to a hungry,  unsophisticated customer base.   T he market w ill mature and this w ill not 

alw ays be so.   W hile enriching the client relationship w ith a view  to create a sense of  ow nership and to  
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f oster customer loyalty is the conundrum luxury brands now  have to solve everyw here,  now here it is as  

important as in C hina,  the E ldorado of  luxury goods,  w here the stakes are so high and brand loyalty is,  

w ell…  to be tested.   

 

F rom  cul tura l  re v ol uti on  to cul tura l  p rom oti on  

T he ‘ tsunami of  W esternisation'  in the decade-long build-up to the 2 0 0 8  O lympic games certainly helped 

the campaign of  luxury goods companies,  bringing w ith it not only a new  aw areness and interest in  

W estern culture as w ell as the inevitable desire to ow n anything logo-if ied,  but also W estern style  

shopping malls.   H ow ever,  the O lympics w ere also an opportunity f or the C hinese government to parade 

both to its ow n people as w ell as to the rest of  the w orld not only w hat C hina had to of f er,  but that it had  

arrived and w as here to stay.   T his resurgence in national spirit meant that the tide of  w esternisation has 

been somew hat curbed in f avour of  a rediscovery of  C hinese culture.   S o in terms of  national conf idence 

C hina is in a completely dif f erent situation to that of  post-w ar J apan,  w ho emerged f rom the period of   

occupation inexorably linked to the U nited S tates and its cultural inf luences.   Looking at the early  

collections of  J apanese designers I ssey M iyake,  K enz o and Y ohj i Y amamoto w here much of  their w ork  

imitated the w ork of  W estern designers,  this lack of  cultural conf idence is evident.   F urthermore as 

C hadha and H usband explain in their book The Cult of the Luxury Brand, none of  these designers w ere to 

gain a f ollow ing at home bef ore they w ere accepted by the rest of  the w orld.   I n contrast,  the recent,  w ell-

publicised huge military parade on T iananmen S q uare to celebrate sixty years of  communist rule w as  

certainly not short of  self -conf idence!  

I t has of ten been stated that luxury goods transcend the notion of  cultural nationalism,  and it is easy to 

perceive the current C hinese admiration f or W estern brands and specif ically f or brands that are successf ul 

on a w orld stage.   H ow ever,  the grow ing interest in their ow n culture might very w ell lead the C hinese  

consumer to look f or something that is more uniq uely C hinese,  and in our view  this w ill happen more 

q uickly than it has in J apan,  w here a similar phenomenon is still relatively new .   

 

T h e  l a n d of  th e  ri s i n g  b ra n ds  

W hen w e travelled to C hina at the end of  2 0 0 6 ,  w e w ere surprised to f ind out that C hinese businessmen 

and entrepreneurs w ere actually more f ocused on developing C hinese brands than buying W estern brands.   

T his has the backing of  central government,  w hich is championing C hinese creativity and has invested 

heavily in f ashion design education at university level.   T here is def initely a w ind of  siniciz ation in the luxury 

sector,  much as it blew  through the contemporary art market over the last f ew  years.   I t is compelling that 

C hristian B é dat,  the S w iss entrepreneur and f ounder of  the eponymous w atch brand,  chose to name his 

latest w eb-based w atch venture R ed8 !  

C hadha and H usband assert that ‘ w ith the economic ascendancy of  A sia…  its cultural impact w ill increase 

too’ ,  and indeed,  the C hinese are extremely z ealous about the export of  their culture.   T he number of   

C hinese S tudies courses and centres rapidly increasing year-on-year at universities around the w orld,  and 

w ith an estimated f ive hundred schools in the U K  of f ering C hinese as part of  their curriculum to pupils 

aged eleven and upw ards,  the next generation of  potential luxury consumers are already being immersed 

in the culture of  the M iddle K ingdom.    

A s S avigny P artners prepares to invite P orts D esign Ltd into the S LI ,  w e look f orw ard w ith excitement to 

f urther developments in C hina,  not j ust as a consumer of  luxury goods but also as a grow ing inf luence over 

the luxury sector as a w hole.  
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P o rt s D esi gn t o  j o i n t h e S L I !  

W e are very impressed w ith the success that the C han f amily,  originally contract manuf acturers in C anada,  

has achieved in building P orts,  a C anadian apparel brand,  into one of  the leading luxury brands in C hina.   

T he P orts brand,  originally f ounded in 1 9 6 1  in T oronto,  has been successf ully transitioned f rom a largely 

N orth A merican retailer to an international f ashion company w ith one of  the leading positions in the luxury 

segment in mainland C hina,  supported by an extensive retail netw ork in the country.  

P orts w as acq uired by the C han f amily in 1 9 8 9 .   I n 1 9 9 3 ,  the brand w as introduced to C hina w ith tw o initial 

stores opened in X iamen and S hanghai.   I n the f irst f ive years of  operations,  the company opened over a 

hundred stores in most of  the larger cities in C hina.   T oday P orts is sold in over three hundred and seventy 

shops,  ranging f rom concessions to f lagship stores,  in over sixty cities.   

B eyond the numbers,  here is a f act to be reckoned w ith:   P orts w as voted in 2 0 0 7  by V ogue readers in 

C hina the second most desirable luxury brand af ter C hanel,  and w as placed again as one of  the top f ive  

international luxury brands desired by young mainland consumers in a survey conducted in 2 0 0 8  by A C  

N ielsen.   I t is consistently recognised by C hinese consumers as being one of  the top three or f ive most  

desirable international brands,  despite price points being low er than those of  imported W estern luxury 

brands.   

T his has been achieved on the basis of  a vertically-integrated model,  w ith in-house design,  manuf acturing,  

marketing,  distribution and retail f unctions.   I n a nutshell,  the current ow nership team has achieved  

production of  international q uality ( f or both tangible and intangible products)  on a C hinese cost base,  w ith 

the rew ard that the group’ s P B T  margin is now  above thirty percent.   O ther businesses include the license 

to design,  manuf acture and distribute f ashion products and accessories under the B M W  Lif estyle name in 

C hina ( the company operates over f orty B M W  Lif estyle retail outlets) ,  a recent j oint venture w ith V ivienne 

T am,  and distribution agreements w ith F errari and G iorgio A rmani.   I n addition,  the group has a small O E M  

business w hich exports merchandise to maj or retailers in N orth A merica and a w holesale business f or 

B M W  Lif estyle and P orts branded clothing.  

T he group also launched a new  upscale line,  P orts 1 9 6 1 ,  in 2 0 0 3  in N ew  Y ork,  w ith a separate design team 

and higher price points than its sister brand,  P orts I nternational ( P orts D esign Limited,  the listed company,  

controls the rights to distribute and market the P orts brand,  including P orts 1 9 6 1 ,  throughout A sia 

w hereas the private parent company of  P orts D esign ow ns the rights to distribute and market the brand in 

E urope and the A mericas) .   P orts 1 9 6 1  now  has over eighty points of  sale globally,  and is available in the 

U nited S tates,  C anada,  J apan,  D ubai,  H ong K ong as w ell as C hina.   T he group also operates f ive  

directly-ow ned stores in N orth A merica,  w ith a f lagship location in the heart of  the M eatpacking D istrict in 

N ew  Y ork.   A f ter the close of  the P orts boutiq ue on London’ s N ew  B ond S treet in early 1 9 9 0 ’ s,  the group 

w ill re-launch P orts in E urope next spring w ith the opening of  a store on the designer f loor of  H arvey  

N ichols.  

T he C han f amily currently ow ns approximately 4 0 %  of  P orts D esign Limited,  w hich has a market  

capitalisation of  over a billion euros and is listed in H ong K ong.   T he f amily also ow ns and operates P C D ,  

the leading high-end department store chain in C hina w ith seventeen stores spread over nine cities,   

including B eij ing.   

A ll in all,  our conversations w ith management and our understanding of  their business strategy and grow th 

prospects have convinced us that P orts D esign is a good proxy f or the C hinese luxury goods market,  and 

thus merits inclusion in our S LI .   T his is the f irst time that the S LI  departs f rom strictly E uropean or  

A merican stock.   T he stock w ill be included in our index and valuation table starting in our next issue.  
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K e y  f i n a n ci a l s        V a l ua ti on  M ul ti p l e s  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: com p a n y  rep orts 
N ote: d a ta  a t con sta n t ex ch a n g e ra tes ( 1 E ur =  RM B 1 0 . 1 )  

 

 

Y E  D e c I 

( E ur' m )  2 0 0 6  2 0 0 7  2 0 0 8  
    

S ales 1 0 4 . 6  1 3 4 . 3  1 4 7 . 5  
G row th  2 8 . 5 %  9 . 8 %  

    

G ross prof it 7 2 . 7  9 6 . 0  1 1 3 . 2  
M arg i n 6 9 . 5 %  7 1 . 5 %  7 6 . 7 %  

    

E B I T D A  3 1 . 5  4 1 . 7  4 9 . 7  
M arg i n 3 0 . 1 %  3 1 . 0 %  3 3 . 7 %  

    

E B I T  2 7 . 8  3 7 . 2  4 5 . 0  
M arg i n 2 6 . 5 %  2 7 . 7 %  3 0 . 5 %  

    

P B T  2 8 . 1  3 7 . 8  4 6 . 0  
M arg i n 2 6 . 8 %  2 8 . 1 %  3 1 . 2 %  

 Ports  S L I  
   

M arket V alue ( E ur’ m)  1 , 0 8 7  1 1 1 , 7 9 7  

E nterprise V alue ( E ur’ m)  1 , 0 2 8  1 2 6 , 5 1 1  
   

E V / LT M    
 S ales 6 . 8 x 2 . 3 x 
 E B I T D A  1 8 . 7 x 1 1 . 1 x 
 E B I T  2 0 . 8 x 1 4 . 6 x 

   

P / E  current 2 6 . 1 x 1 7 . 8 x 
P / E  f orw ard 2 3 . 6 x 1 9 . 4 x 



 

 

Ad a p t e d  f r o m  a n  a r t i c l e  b y  F l o r i a n  Go n z a l e z  t o  b e  p u b l i s h e d  i n  t h e  O c t o b e r  i s s u e  o f  Re f l e t s ,  t h e  m a g a z i n e  o f  ESSEC ’ s  

a l u m n i  n e t w o r k .  

 

2 0 0 9  is the year w hen the w ord “sustainability”  of f icially entered the luxury prof essionals’  lexicon and 

agenda.   T he conseq uences of  such a dramatic acknow ledgement are f ar-reaching and entail a revision of  

every single dimension of  the industry,  including product development,  marketing,  f inance,  distribution or 

human resources.   T his revolution is currently taking place and w ill obviously slow ly redef ine the very  

notion of  “luxury”  together w ith brand identities and brand perceptions.   

 

L ux ury  g roup s  h a v e  m a de  th e i r “ com i n g -out”  a b out s us ta i n a b i l i ty :  

I n N ovember 2 0 0 7 ,  w hen the I nternational H erald T ribune dedicated its luxury conf erence to “S upreme 

Luxury”  w ith every brand rushing into R ussia and D ubai,  it w as hardly predictable that,  in M arch 2 0 0 9 ,  the 

same international new spaper w ould host a “S ustainable Luxury”  conf erence,  urging luxury brands to  

embrace sustainability.   N ow  that the myth of  the recession-proof  luxury industry has been exposed,  brand 

ow ners are revisiting their belief s and value system as they relate to grow th,  prof it targets and  

corporate culture.  

A t the I H T  conf erence,  F rancois-H enri P inault made a long speech w hich can be considered as a very  

encouraging and symbolic step tow ards sustainability.   N oting that the expression “sustainable luxury”  

could sound like a contradiction,  he considered that it w as necessary to go beyond this contradiction as 

“ g row i ng  c onc ern for the p lanet and g reater res p ec t for the p eop le all c om e tog ether.   Luxury and  

s us tai nab le dev elop m ent s hare the s am e v alues  and c an s up p ort eac h other .   There i s  no ti m e for  

reflec ti on or p es s i m i s m  b ut for ac ti on.   Let’ s  b e am b i ti ous  and effec ti v e b efore i t i s  too late.   Luxury c an 

and s hould rai s e aw arenes s . ”   

A  f ew  months later,  at the F inancial T imes S ummit in M onte C arlo,  B ernard A rnault acknow ledged the  

importance of  sustainability in a keynote speech.   I n noting that the ‘ luxury as usual’  momentum w as over,  

M r.  A rnault expressed the opinion that the desire f or exceptional products w ould survive the crisis as long 

as innovation and creativity lead the w ay.   I n this regard,  he intends to view  the grow ing environmental  

issue in the w orld not as a constraint but as an opportunity,  and he ref erred to LV M H ’ s recent investment 

in E dun,  a f ashion company f ounded in 2 0 0 5  “ w i th a m i s s i on to dri v e s us tai nab le em p loym ent i n dev elop i ng  

ec onom i es ” .   A ccording to M r.  A rnault,  a socially responsible,  more demanding luxury customer is  

appearing to w hich companies w ill have to adapt,  w hile preserving prof itability f or their shareholders.  

A ctions speak louder than w ords and sustainability experts are very cautious w hen it comes to corporate 

promises.  T he def inition of  sustainability w as f irst minted by the B rundtland C ommission in 1 9 8 7 .   A n  

updated def inition could be:  “ P hys i c al dev elop m ent that ac hi ev es  net p os i ti v e i m p ac ts  duri ng  i ts  li fe c yc le …  

b y i nc reas i ng  ec onom i c , s oc i al and ec olog i c al c ap i tal. ”  ( J .  B irkland,  2 0 0 8 ) .   U nf ortunately,  the lack of  a  

universal def inition of  sustainability leaves space f or all kinds of  q uestionable marketing practices and  

deceiving propaganda.   I ndeed,  the “green-w ashing”  temptation is strong and a company’ s f inancial 

strength,  together w ith the stability of  its ow nership,  are probably the best guarantees f or a long term 

commitment to such a culture shif t.  
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T e n ta ti v e  g ui de l i n e s  to h e l p  m a k e  th e  l ux ury  i n dus try  m ore  s us ta i n a b l e :  

F lorian G onz alez  is suggesting the f ollow ing guidelines to the luxury industry:  

1 .  S ustainability req uires to revise business models and particularly to give sustainability a role in  

companies’  f inancial valuation and targets.   T his is part of  the so-called “triple bottom line”  ( people,  planet,  

prof it) ,  expanding the traditional reporting f ramew ork to take into account ecological and social  

perf ormance in addition to f inancial perf ormance.  

2 .  S ustainability req uires the interest alignment of  all stakeholders f rom ow nership and top management 

dow n to staf f  and supply chain partners.  

3 .  T raining is key and employees shall be given incentives in order to learn and achieve concrete results in 

terms of  sustainability.  

4 .  A  sustainable business puts sustainability into its core mission,  hence luxury companies shall make 

their products’  sustainability a priority ( vs.  charity w ork) .  

5 .  D esign can be eC o-driven and not eG o-driven ( E co-design vs.  E go-design) .   S ustainability shall inspire 

new  co-design and co-creative processes in the name of  ' design activism'  ( D esign A ctivism,  A lastair  

F uad-Luke,  2 0 0 9 ) .  

6 .  F ast f ashion should be seen f or w hat it is most of  the time:  throw -aw ay products,  w aste of  resources and 

low  prices obtained thanks to poor social conditions in A sian f actories.   S low  f ashion instead means select-

ing,  enj oying and caring products w e buy:  “Cons um e les s , li v e m ore”  ( T he 1 1 th H our,  a documentary by Leo-

nardo D iC aprio) .  

7 .  B eing carbon neutral is only a f irst step:  actually reducing carbon emissions and making a positive  

impact ( vs.  j ust “neutral” )  is the real name of  the game.  

8 .  B rands w hich consistently and constantly improve their sustainability credentials w ill reinf orce  

customer loyalty and increase their customer base over time.  

9 .  P rof its made out of  unsustainable businesses are nothing less than “ecological evasion” .  

1 0 .  S ustainability req uires a permanent learning process made of  humility,  generosity,  kindness and  

sharing of  know ledge.   C ompanies should not be af raid of  sharing best practices and creating positive  

externalities.  

F inally,  f ollow ing philosopher A lain de B otton,  it may be time to revisit our very notion of  w ealth:  "The  

c urrent ec onom i c  c ri s i s  i s  forc i ng  all of us  to rethi nk  nothi ng  les s  than the m eani ng  of li fe.   I n p arti c ular, i t 

i s  p rom p ti ng  us  to re-exam i ne a k ey i dea i n our s oc i ety:  the c onnec ti on b etw een m ak i ng  m oney and b ei ng  

hap p y. " 
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Pus h i n g  th e  5 2  w e e k -h i g h  h i g h e r 

T he S LI  has rallied 2 2  %  since the publication of  our last new sletter in J uly,  partly f uelled by a general  

recovery in global stock markets.   T his w as evidenced by the 1 4 %  increase in the F T S E  A W  over the same 

period,  but sentiment tow ards the luxury goods sector has also improved resulting in the index  

outperf orming the F T S E A W .   A  number of  luxury stocks have hit and exceeded their 5 2 -w eek highs on  

several occasions over the last three months,  w hilst the S LI  hit its 5 2 -w eek high tw ice in S eptember.   A   

notable riser w as P P R ,  w hich hit a new  5 2 -w eek high eight times in S eptember alone.  

 

L e s s  un ce rta i n ty  a n d l e s s  b a d n e w s  ( w e  h op e ! )  

T he bulk of  the companies in the S LI  have reported half  year results in the last couple of  months and these 

have come in line or ahead of  expectations.   T he general theme is that although w e are not out of  the 

w oods yet,  things are not as bad as expected.   T he overall f eeling is that of  the sector having bottomed out;  

some companies are even starting to see a recovery in demand,  thus improving their outlook f or the  

second half  of  2 0 0 9 .   S w atch w as the f irst to come out w ith a slightly more optimistic outlook f or the  

second half  of  the year;  it did so in mid-J uly and set the ball rolling f or an upw ard re-rating of  the sector.  

T his w as f ollow ed by similarly improved,  albeit cautious,  messages f rom T if f any,  H ermè s and LV M H .   A s a  

result,  industry observers revised their sector sales grow th estimates upw ards f or 2 0 0 9  to a decline of  

1 0 % ,  relative to the f orecasts of  a 2 0 %  decline being bandied around at the beginning of  the year.   T his 

relative optimism should how ever be tempered by negative reports f rom retail f loors in A ugust and  

S eptember.   Let’ s hang on!  

 

            F T S E  A l l  W o r l d  i n d ex           S av i gn y  L u x u r y  I n d ex         

S L I  v s .  F T S E  A l l  W orl d J a n  2 0 0 9  to da te  

Note : The Savigny Luxury Index comprises of a basket of luxury goods manufacturers and retailers 
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O w n  re ta i l  a n d e s ta b l i s h e d e m e rg i n g  m a rk e ts  p re s e n ce  s te m  s a l e s  de cl i n e  

T he common themes emerging f rom the recent results announcements are that it pays of f  to have your 

ow n retail netw ork and to have been a f irst mover in emerging markets.   A cross the board,  sales through 

ow n retail netw orks have held up and in some cases increased w hilst the w holesale market has f allen of f  a 

clif f .   C ertain product categories w hich are particularly exposed to the w holesale distribution model,  such 

as w atches and to a lesser extent f ragrances,  have suf f ered considerably in the f irst half  and look to f ace a 

dif f icult,  albeit improving second half  as de-stocking activities should be behind us.   B rands w ith an  

established presence in emerging markets such as C hina,  K orea and S ingapore are reaping the benef its of  

early market entry,  w ith demand remaining strong and likely to grow  by mid-single to double digits over 

the next tw elve months.  
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I n di v i dua l  m ul ti p l e s  p a i n t a  con f us i n g  p i cture  

W hilst it is clear that the sector has undergone an upw ard re-rating,  the individual company multiples are 

dif f icult to interpret.   T his is due to the f act that the multiples are based on trailing tw elve-month f inancials 

w hich have been in sharp decline,  w hilst share prices have signif icantly appreciated in anticipation of  a 

more positive outlook.   A s such,  companies like T if f any and B ulgari,  w hose sales and prof its appear to have 

bottomed out but w ho have positioned themselves w ell f or a recovery,  have j umped to the top of  our  

multiples range.   O ther f actors af f ecting company valuations include capital restructuring measures,  such 

as the announcement by P P R  of  its intention to spin of f  C F A O .  

I m p orta n t N oti ce  

Th i s  n e w s l e t t e r  i s  d i s t r i b u t e d  f r o m  t i m e  t o  t i m e  t o  c l i e n t s  a n d  c o n t a c t s  o f  Sa v i g n y  Pa r t n e r s  LLP ( " Sa v i g n y " )  w h o  a r e  
i n t e r e s t e d  a n d  p r o f e s s i o n a l l y  e x p e r i e n c e d  i n  t h e  l u x u r y  g o o d s  s e c t o r .   Th e  v i e w s  a n d  o p i n i o n s  e x p r e s s e d  i n  t h i s   
n e w s l e t t e r  p e r t a i n  t o  t h e m e s  t h a t  a r e  t o p i c a l  t o  t h e  l u x u r y  g o o d s  s e c t o r  a s  a t  t h e  d a t e  o f  t h i s  n e w s l e t t e r ,  a n d  a r e  
m e a n t  t o  s t i m u l a t e  o p e n  d i s c u s s i o n  b e t w e e n  Sa v i g n y  a n d  i t s  c l i e n t s  a n d  c o n t a c t s .     Th e  i n f o r m a t i o n  i n  t h i s  n e w s l e t t e r  
h a s  b e e n  c o m p i l e d  f r o m  s o u r c e s  b e l i e v e d  t o  b e  r e l i a b l e  b u t  n e i t h e r  Sa v i g n y ,  n o r  a n y  o f  i t s  p a r t n e r s ,  o f f i c e r s  o r   
e m p l o y e e s  m a k e s  a n y  r e p r e s e n t a t i o n s  a s  t o  i t s  c o m p l e t e n e s s  o r  a c c u r a c y .   Th i s  n e w s l e t t e r  i s  n o t  i n t e n d e d  t o  h e l p  i t s  
a d d r e s s e s  o r  r e a d e r s  m a k e  i n v e s t m e n t  d e c i s i o n s ,  n o r  d o e s  i t  p u r p o r t  t o  m a k e  r e c o m m e n d a t i o n s  r e g a r d i n g  p o t e n t i a l  
i n v e s t m e n t  d e c i s i o n s .   Pl e a s e  n o t e  t h a t  s o m e  o r  a l l  o f  t h e  b r a n d s ,  a n d  t h e  c o m p a n i e s  w h i c h  o w n  b r a n d s ,  m e n t i o n e d  
i n  t h i s  n e w s l e t t e r  m a y  h a v e  b e e n  a n d  m a y  c o n t i n u e  t o  b e  c l i e n t s  o f  Sa v i g n y  o r  m a y  h a v e  a  p r o f e s s i o n a l  r e l a t i o n s h i p  
w i t h  Sa v i g n y .  

In d ex   M a rk et Y oY  P ri ce P / E  P / E  E V  /  L T M  L T M  E B IT  L T M  S a l es 

C om p on en ts C a p  G row th  C urren t F orw a rd  S a l es  E B IT D A  E B IT  M a rg i n  G row th  

  E U R  m  ( % )  ( x )  ( x )  ( x )  ( x )  ( x )  ( % )  ( % )  
          

LVM H          3 2 , 9 4 1   1 2 . 6  1 5 . 2  1 8 . 6  2 . 2  9 . 8  1 1 . 9  1 8 . 7  2 . 0  
PPR         1 1 , 2 9 6   3 5 . 8  1 2 . 2  1 4 . 8  1 . 0  1 1 . 8  1 6 . 2  5 . 9  -1 . 2  
H e r m è s          1 0 , 2 6 3   -1 1 . 8  3 6 . 4  3 6 . 3  5 . 4  1 8 . 8  2 2 . 2  2 4 . 4  6 . 4  
Ri c h e m o n t            9 , 3 3 2   3 1 . 7  1 9 . 3  2 8 . 6  1 . 6  7 . 1  8 . 7  1 8 . 1  2 . 4  
Sw a t c h  Gr o u p            8 , 2 5 9   2 1 . 0  1 5 . 2  1 9 . 1  2 . 3  1 0 . 6  1 3 . 1  1 7 . 6  -5 . 2  
Lu x o t t i c a            8 , 1 2 7   7 . 8  2 0 . 5  2 1 . 0  2 . 1  1 1 . 5  1 6 . 4  1 2 . 7  1 . 4  
C o a c h            7 , 2 4 3   3 9 . 0  1 7 . 3  1 7 . 1  3 . 1  9 . 0  1 0 . 2  3 0 . 1  1 . 6  
Ra l p h  La u r e n            5 , 1 1 0   3 . 3  1 7 . 2  2 0 . 4  1 . 4  9 . 1  1 2 . 1  1 1 . 5  0 . 1  
Ti f f a n y  &  C o            3 , 3 8 3   7 . 5  1 6 . 3  2 1 . 8  2 . 1  1 2 . 6  1 8 . 6  1 1 . 2  -1 5 . 8  
B u r b e r r y            2 , 3 6 8   5 5 . 1  0 . 2  0 . 2  1 . 8  9 . 5  1 1 . 9  1 5 . 0  2 0 . 7  
B u l g a r i            1 , 5 9 3   -1 5 . 3  1 9 . 3  1 0 4 . 0  2 . 0  2 2 . 1  6 9 . 3  2 . 9  -1 3 . 1  
To d ' s  Gr o u p            1 , 5 0 7   2 9 . 6  1 7 . 5  1 7 . 5  1 . 9  9 . 0  1 1 . 2  1 7 . 2  4 . 6  
Sa f i l o                1 7 0   -3 6 . 3  1 2 . 2  n m  0 . 7  n m  n m  n m  -7 . 5  

          

S a v i g n y  L ux ury  In d ex   16 . 8  17 . 8  19. 4  2. 3  11. 1 14 . 6  17 . 0 1. 0 
                    

          
Source: Reuters          
N otes          
1 .  E x ch a n g e ra tes used : £ 1  to E U R1 . 1 ,  C H F 1  to E U R0 . 6 6 ,  U S$ 1  to E U R0 . 6 8       
2 .  P / E  curren t i s ei th er 1 2 / 0 8 ,  0 3 / 0 9  or 0 6 / 0 9  d ep en d i n g  on  com p a n y  y ea r en d       
3 .  P / E  f orw a rd  i s ei th er 1 2 / 0 9 ,  0 3 / 1 0  or 0 6 / 1 0  d ep en d i n g  on  com p a n y  y ea r en d       
4 .  P / E  f orw a rd  b a sed  on  I B E S y ea rl y  esti m a tes        


