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Sustainability has become a topic of conversation in every industry,
and the luxury sector is no exception. The economy, society, and
the environment make up the three pillars of sustainability. This
report aims to reflect on how things have changed over the last few
years and uncover the prospects that lie ahead for luxury brands,
focusing mostly on the latter.

Sustainable luxury firms continue to face an amusing dichotomy.
While luxury companies emphasise longevity, unigueness through
limited editions and fine craftsmanship enhanced by high-quality
materials, and transmission, luxury is frequently viewed as
superficial, which can exacerbate societal tensions.

Excessive consumption, disposable income, and guilty pleasures are
all characteristics used to describe the luxury business. However,
given that Millennials and Generation Z account for 85 percent of
global luxury sales growth, luxury businesses' alignment with their
values is becoming increasingly crucial.

Younger wealthy generations are more aware of the environmental
and social consequences of their purchasing decisions and are
more willing to purchase from a company that shares their values.
Therefore, to maintain their place in the luxury market, high-end
brands must constantly innovate to keep up with the growing trend
toward ethical and sustainable luxury.

Over the years, a rising number of high-end design businesses, like
Gucci, Saint Laurent, and others, have made commitments to adopt
more ethical fashion practices, such as going fur-free and choosing
eco-friendly and cruelty-free alternatives.



TAKE A PEEK AT SOME OF THE WORLD'S MOST WELL-
KNOWN FASHION HOUSES THAT HAVE DITCHED THE
FUR AND ARE NOW ECO-FRIENDLY AND VEGAN.

Prada Group, an lItalian fashion firm, said in 2019
that none of its brands will use animal fur in their
SN designs or products anymore. |In an official
statement, Miuccia Prada said, "The Prada Group
is devoted to innovation and social responsibility,
and our fur-free policy is an extension of that

engagement.” "By concentrating on
MILANO breakthrough materials, the company will be
DAL 1913 able to push the frontiers of creative design while

= also addressing consumer demand for ethical
products.”

Saint Laurent, the French luxury house, has
announced that it will no longer use fur in its
collections beginning in Fall 2022. Kering, the
parent company of Gucci, Balenciaga,
Alexander McQueen, and Botta Venega has
announced that all of its fashion houses will
be fur-free.

"Fur? I'm done with that. | don't want to
slaughter animals for the sake of fashion.”
Donatella told The Economist's 1843
magazine, "It doesn't feel right." Donatella
Versace declared in 2018 that her brand
would stop using actual fur in all its products.




The fashion business can no longer operate
on a strictly linear model; the desire for
perpetual novelty has resulted in
astronomically high levels of consumption,
pushing up mass overproduction and
making the fashion industry one of the most
polluting industries out there. Clothing
consumption is expected to climb by 63
percent by 2030, according to Greenpeace,
while we wear our garments 40% less than
we did ten years ago.

Because the combination of these trends is
no longer sustainable, luxury brands must
focus on extending the lives of existing
pieces as a solution to our desire for novelty.
According to WRAP [a charity that promotes
sustainability via re-use and recyclingl,
extending the lifespan of a piece by just
nine months can lower its environmental
footprint by up to 30%.




BRANDS CURRENTLY

WORKING ON THE IDEA OF
REUSE, RECYCLE AND REDUCE
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ELVIS & KRESSE: WASTE
LEATHER AND FIRE
HOSES

The tale of Elvis & Kresse
began in 2005, with a
chance meeting with the
London Fire Brigade, an odd
source of raw material for a
luxury accessories firm.

After seeing how
decommissioned, broken
fire hoses ended up in
landfills, Kresse Wesling
and James "Elvis" Henrit
decided to do something
about iit. No London fire
hose has gone to a landfill
in over a decade, with over
175 tonnes of material
salvaged.




RAPANUI: COW AND CLOUD TECH

The company’'s growing partners optimise the use of
rainwater, co-planting and insect traps, plus a
special ingredient: cow poo. Its manufacturing supply
chain provides a good alternative by using reusable
energy throughout and recovers and recirculates
wastewater that has been cleaned to drinkable
standards.

Rapanui has pioneered a traceability tool allowing
conscientious consumers to map their T-shirts, from
seed to shop. The brand also pays people to return
products for remanufacturing at the end of life. It
has even developed a free <cloud-based platform
called Teemill to share its circular supply chain.




GUCCI: AESTHETICS MEET ETHICS WITH
UPCYCLED WASTE

It's all about finding the right balance when it
comes to luxury. "Equilibrium" is Gucci's term
for the ideal balance of beauty and ethics.

Gucci is one of the world's most prestigious
fashion houses, and it is part of the Kering
GCGroup. Kering is a pioneer in impact reporting,
producing an environmental profit and loss
statement (EP&L).

The EP&L tracks carbon emissions, water
consumption, pollution, land wuse, and waste
across the entire supply chain, intending to

reduce its carbon footprint by 40% by 2025.
Gucci Up, which focuses on wupcycling waste,
utilised 11 tonnes of leather scraps and
collected 92 tonnes of textiles in 2018.
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HOW AND WHEN
DID
DIGITALIZATION
START IN THE
LUXURY GOODS
INDUSTRY?

Digital transformation is becoming a
priority for all business agendas across all
sectors and areas.

Luxury brands and retailers were
infamous for being tech laggards. Unlike
D2C brands and startups that were
started digitally, pre-existing luxury
brands  were slow to embrace
technology. Retail is ruled by consumers
and they are no longer satisfied with
simply acquiring products.

According to Deloitte, “they want to
interact, influence, and be the brands
from which they buy.” Influenced by
digital technology, modern shoppers are
aware and selective, they not only want
but a shopping experience that
immerses, engages, and entertains them,
all the while also connecting them to the
right product line.



THE AGE OF DIGITAL
DARWINISM

In 2016, the luxury fashion industry saw digitalisation and
eCommerce as one of the top opportunities for businesses.



https://www.mckinsey.com/industries/retail/our-insights/luxury-in-the-age-of-digital-darwinism?utm_source=luxe.digital

Online sales of luxury goods
(accessories, apparel, beauty products
and perfume, footwear, jewellery and

watches, and leather goods) account
for 8% of the €254 billion global
luxury market. That's about €20
billion—up five times from 2009.
Nearly one-fifth of personal luxury
sales will take place online.

Digital luxury is increasingly a
customer-to-customer (C2C)
economy. Luxury consumers, highly
engaged on social media, are
evolving from mere paying observers
of the show into actors on the stage.
They are becoming, as a result,
another marketing channel. This has
many implications for brands, which
must learn how to deal with
ambiguity and accept that some
aspects of their messaging will be
modified by their customers rather
than controlled unilaterally by their
management team.

As younger, digital shoppers start
having more purchasing power,
luxury brands that have already
begun catering to their “digital
desires” will be positioned to succeed.




I Sales generated by NFTs for selected luxury/collectable

brands (in U.S. dollars)

Dolce & Gabbana*
Collezione Genesi

RTFKT*

Fewo sneakers 3,100,000

Burberry
The Burberry Blanko 74,375

Givenchy”
Chito x Givenchy NFT (==l

Gucci
Gucci Aria 25,000

LIB?JLIJS;I?IEUGIE%E Collectable but not for sale







NFT ENTERS DIGITAL FASHION WEEK!

Thanks to the COVID-19 epidemic, the fashion week has
transformed into a digital format where NFTs play a major role.

‘French Fashion” and the “Haute Couture Federation” have
teamed up with the “Arianee” platform to make NFT flexible in
the fall/summer 2022 fashion week in Paris and other high
fashion shows so that consumers can buy them.

These tokens allow its users to look at a special fashion; one of
them from the famous digital artist Richard Haines.

It can be said that the introduction of NFTs during the fashion
week reflects a paradigm shift.
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WHAT’S HAPPENING IN
THE DIGITAL FASHION
SPACE?

While a decade ago, it sounded
like something from a sci-fi
action movie, the metaverse has
now become a real part of the
modern world. By 2021, in

particular, meta-mania has

taken full advantage of the
business sector, with Facebook
announcing metaverse-focused
projects and a host of
metaverse-related content to be

released.




The metaverse is technological advancement and technology
has always been a signal of luxury. From the latest smartphones
to hundreds of dollars worth of accessories, both worlds have
been well connected. Even a decade ago, we saw more and
more blockchain-based developments, and luxury has been
signalled in one way or another. Once the online concept of a
novel, cryptocurrencies now often cost thousands of dollars, and
holding them has become a way to showcase wealth, as ‘crypto
bros’ dominate the social media platform. Since NFTs are used
as online collections, having a high-profile NFT is now the same
as having a Warhol or Basquiat. Simply put, anything that can
be sold for a lot of money can be a sign of status and this

includes now cryptos and NFTs.

The brand's luxury strategy has always been driven by the
consumer's desire to have something that most people don't
have. Shortage creates demand. Therefore, luxury fashion
houses can meet this need by continuing to offer special
clothing and accessories with limited availability. With real
digital integration, these brands will enhance their brand

identity while at the same time making money on their digital

assets in a new market, Metaverse.




"What remains to be seen is how the Metaverse will overcome

the physical advantages of touch, smell, and taste even though

sight and sound have already been conquered.” Says Vincent
Quan Associate Professor Fashion Business Management
Department Fashion Institute of Technology, SUNY.

In my opinion, the luxury industry, especially the fashion world,
has recognized and jumped at the chance.




NEW RETAIL FRONTIERS &
GAMEVERTISING
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Digital twin stores and enhanced
shopping experience open the way to
the next sales line — smarter, more
focused, and more attractive. The
digital shopping experience is
becoming a rich ecosystem that meets
many online channels, and digital

environments are limitless and ' o ——
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borderless, opening up a multitude of
creative opportunities that can be
duplicated.

Virtual spaces are now a way for brands
to connect with the audience involved,
with these spaces acting as media and
advertising media spaces.

For those who believe NFTs are only for
the artists and Picasso of the world,
take a look at your favourite fashion
houses. Because apart from the pieces
of digital art that have made headlines,
fashion is the only place everyone can
enjoy in the real world or as NFTs.

Ultimately, the biggest beneficiaries
will be consumers who can enjoy the
metaverse with more freedom and
style than ever before.







However 2021 was a difficult year in numerous ways for the
luxury business (including the two merchandise and
encounters), it was an improvement from 2020, with overall
deals coming to roughly $1.29 trillion.

The global luxury industry grew by 14% YoY in 2021, driven
by personal luxury goods and hospitality.

$27
$15T
$1T
$05T
£0
2019 2021E 2025E
Source: Bon & Company, Luxe Digital DIGITAL

Key Region
Market Segmentation by - One of the key drivers
Product - 2020 of the market will be the
' i increased demand
for premium beauty
products and
cosmetics

: P;ustmha
One of the challenges

increasing labor
I Incremental Growth costs and fluctuating
2.59% (Base yeor - Final year) raw material prices
2020
Base Year Final Year
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Worldwide luxury market, 2021E (€ billions)

34 22 0
77 49 L
?g ___
551
283
Year-over-year Personal Luxury  Luxury Fine Gourmet High-end Fineart Private Lusury Total
(YoY) growth, luxury cars hospitality wines &  food & furniture & jets & cruises 2021E
at current goods spirnits fine  housewares yachts
exchange rates dining
YoY 2020-21E +29% +79%/0%  +20%022% +12%M4% +8%M0% +13%015% +1836/20%  +19%/3%  —40%M42% +13%/15%
vs, 2020
YoY 2018-21E 1% +0%1%  =58%/M62% +H0W2%  -T9M=8%  +6%B%  -6%-8% -6%/-8% -B0%-85% -2%/-11%

Source; Bain & Company

vs 2019



GLOBAL LUXURY
STOCKS

Investigating the various fragments, the individual luxury
products' classification is driving the charge-developing at
29% year over year in 2021 versus 14% for the luxury business in
general. Nonetheless, development in 2022 will shift generally
relying upon the class you're checking out, as the various
regions of the planet recuperate at various paces across each
portion.

Global luxury stocks were among the first to rebound,
surpassing the S&P 500 index’s growth.

250
200
150

100

2019 2020 2021

@ S&P Global Luxury Index @ S&P 500 Index

LUXE

Source: S&P Global. Luxe Digital DIGITAL




Online sales for the personal luxury goods category nearly
doubled from 2019 to 2021 to reach 22% of the total market.

$80B

$60B

$408B

$208B
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Source; Boin & Company, Luxe Digital DIGITAL



By 2022, online luxury goods sales will continue to outpace
most other channels in all industries. Even in the luxury car
category, we see growth in online sales. Now it's not about
whether online sales outperform all other luxury sales
channels and generate the most revenue in the industry, but
when. By 2025, global Consulting Group Bain & Company will
have online sales as the largest single channel for personal
luxury goods, accounting for 30% of the global market,
followed by mono-brand retailers (28%) and outlet stores (14).
%) |Is expected to continue. Specialty stores (11%), department
stores (11%), travel retail (6%)

Interestingly, you can also see brands increasing sales
through their website. For example, Gucci is now able to buy
products from retail stores with an emphasis on e-commerce,
rather than being overly dependent on online multi-brand
retailers such as FARFETCH and NET-A-PORTER.

The share of online sales for personal luxury goods will grow to 30%

by 2025, driven by brands’ own websites and new digital opportunities.

Travel retail
6%

Department stores
11% Online

30%

Specialty stores
11%

Outlet stores
14%

Monobrand stores
28%

LUXE

Source: Boin & Company, Luxe Digital DIGITAL




ROLE OF
MILLENIALS
AND GEN Z

In 2018 the luxury market is reported to
have reached €920 billion (~$1 trillion),
of which €330 billion (~$370 billion) was
in personal luxury goods and €590
billion (~$660 billion)  was for
experiential luxury, such as dining,
hotels, cruise/resorts, wine and spirits,
design furniture, lighting, cars, boats and
smartphones/tablets.

Today Millennials, those born from 1978-
1992, address just around 32% of
expenditure in the personal luxury
industry but they are expected to make
up to 50% of the total luxury market by
2025, as predicted by the Boston
Consulting Group. Similarly, Gen Z might
represent a small share of the total
market at present, nevertheless, they
have a strong influence in the market
and have a different set of values and
ideals than even the Millennials.

Undoubtedly, Millennials (Gen Y) and
GCen Z clients will keep on affirming their
situation as basic development factors
for the luxury industry in the future. Also,
this generational shift will only speed up
in the coming years. Younger customers
turning into the top buyers in the luxury
industry represent an amazing
opportunity for savvy retailers. The
opportunity to make  dependable
associations with these customers - and
the lifetime esteem they'll make.



Millennials and Gen Z affluent consumers will make up 70%
of the luxury market by 2025 and 130% of its growth.

$318 $320 $418

2019 2021 2025E

® GenZ ® Milennials @® GenX @ Baby Boomers @ Seniors

LUXE

snce: Boin & Company, Luxe Digital DIGITAL



THE NEW LUXURY
PARADIGM

Social Media plays a huge role in bringing luxury to people. Some of
the industry’s most innovative brands already perceive these new
opportunities, forming partnerships with one another to reach out to
a larger section of the market.

Collaborations such as Gucci x Balenciaga, Fendi x Versace, and
Tiffany x Supreme are demonstrations of some degree of realization
of the importance of these younger cohorts by legacy luxury brands
and verification that brand collaborations haven't reached
oversaturation yet. With a personal stake in offering in return and
being among the most vocal and socially dynamic purchasers,
younger generations (both Gen Z and Millennials) likewise value
authenticity and integrity from brands.

Sustainability, specifically, can't be a reconsideration; it should be
honest, transparent backed by action. Consequently, for luxury
brands to remain in sync with younger global luxury consumers, they
need to convey their stances on natural, moral and social issue.



By 2025, the United States is expected to retain its position as the
leading country where the personal luxury goods market generates
the highest revenue worldwide. Parallel to this, American nationals
make up the leading consumer group when it comes to luxury goods
consumption.

Americans became the largest consumers of luxury goods in 2021
while domestic sales in China surpassed purchases abroad.

By geography By customer nationality
Rest of World Rest of World
Rest of Asia Other Asian
China
Japan Chinese
Americos
Jopanese
Americon
Eurape
Eurcpean
2019 2021 2025E 2021 2025E

Souvce: Bown & Company, Luse Digital DIGITAL






CHALLENGES/
THREATS

SLOW GROWTH AND RISE IN INDUSTRY

UNREST

While industry insiders are

upbeat about their own

companies' prospects for
the coming year, they are
about the

luxury industry as a whole.

less upbeat
In 2020, more people 32%
predict business conditions

in the luxury market to

deteriorate, compared to
21% who expect things to
improve. More importantly,
their

dwindled

when more than half of the

confidence has
significantly,
insiders

polled expected

the luxury market's

business circumstances to

improve.

The cautious mood st_e'.ms from growing worried about how
the ecohqmic dyhﬁg‘é-mi'c'isl.at play will’affect affluent”and high-
earning c'.-onsume_g:s. Thé popularidea that the wealthy were
immune to e"corj_d.}"hic ups and downs was disproved during
the 2008-2009 reééésion, and’luxury experts are concerned
that another glébal ~downturn®is on the horizon. "An
imminent r_ece_sé_i_ofh is threatened by global market

instabilit.y and po_;-l_-.ifi_ca_l'unrest. When matters aren't settled,

even 'thegwéalthy_"h-old back." says one insider.




THE STATE OF GLOBAL ECONOMY

According to the World Bank, global GDP decreased by 5.2
percent in 2020. "Over the longer horizon, the profound
recessions produced by the epidemic are projected to leave
enduring scars through lower investment, an erosion of human
capital through lost work and schooling, and fragmentation of
global trade and supply connections," according to the World
Bank. It will take some time for the global economy to come to
the pre-crisis level and eventually for the luxury industry to
sustain itself, especially after the nonexistent business during
the pandemic.

GESTATION PERIOD FOR BUILDING
CONSUMER BASE

Early in the pandemic, the global luxury travel and tourism
business, estimated by Statista to have totaled $831 billion in
direct spending in 2019, came to a halt. Travel demand will take
a long time to return to pre-pandemic levels, with air travel not
likely to reach 2019 levels until 2024 and hotel demand not
predicted until 2023. Local Covid-19 case counts and the
vaccine's favourable effect will influence where luxury travellers
go and how quickly they go. However, luxury travellers are

predicted to stay closer to home in 2021 and to be careful about

making reservations.




CONSUMERS’ BEHAVIOUR
TOWARDS LUXURY
PURCHASES

The pandemic forced a complete

rethinking of luxury buyers' priorities.

They spent time weighing what they

require versus what they desire, with
the latter taking precedence. Affluent
consumers couldn't rationalize buying
new clothes or fashion accessories
when they had nowhere to go or people
to meet, as luxury is the most

discretionary of expenditures.

They also didn't feel at ease purchasing a
showy new piece of jewelry or an
expensive watch that sends out a culturally
incorrect message. In 2021, this constraint
was maintained. They are wary of splurging
on personal luxury items, particularly high-
end clothing, jewelry, and timepieces. It
may lead to the end of social-status
signaling, if not forever, at least for as long
as so many of our fellow citizens are

dealing with severe personal situations.




CONSUMERS’ HUNT FOR PURPOSE

Luxury goods brands who have continued to improve their
value proposition and connect with their core customers will
be stronger in the future, perhaps not in 2021, but in 2022 and
beyond. When luxury customers emerge, they will delve
deeper into the meaning and purpose of the companies with
which they choose to associate, looking for values that align
with their own.

It entails more than only companies taking a stand on
environmental issues, such as sustainability and socially
responsible corporate practices, as well as support for cultural
values such as gender, race, sexual orientation, and income
equality. As good as these ideas seem and as vital as they are,
there is an inherent disconnect for an industry built for the
"haves" to suddenly care about the "have nots."

CAPTURING THE DELAYED EXPERIENCE
SPENDING

The market for luxury experiences, such as travel, dining, 'and
entertainment, has risen:at.a considerably higher rate than'the

market for luxury items since the 2008-2009 recession. All of
this came to an end in 2020. However, the money that luxury
customers didn'tl spend on going out was spent elsewhere;

with a large“portion of it going toward improving-their home
experiences.




PROGRAMMING THE HUMAN FACTOR INTO
DIGITAL STORES

Because the transactional nature of e-commerce was often seen to
be in conflict with luxury retail, luxury firms were sluggish to adapt
to it. In an in-depth study of online luxury retailing, Wharton's Jay H.
Baker Retailing Center reported, "What caused luxury brands' initial
hesitancy was the perceived incompatibility between the hallmarks
of luxury's cachet—exclusivity and rich customer experience—and the
democratic reach of online media's channels for interactive
communication and e-commerce."

The greatest opportunity for luxury businesses is to program that
emotional dimension into online technologies. Sensitive Technology
is a term coined by Lippincott, a business consulting firm, to
describe when the digital experience is oriented on human thoughts,
feelings, and actions. The human side of luxury must be bridged by
digital technology.



According to Daniel Langer, CEO of
brand strategy consultancy Equité and
professor of luxury strategy at
Pepperdine  University, "there are
definite boundaries to how you can

move brand equity across digitally.”

BALANCE BETWEEN
BUSINESS PROCESSES
AND CUSTOMER
RELATIONSHIPS

While affluent consumers are better
protected from economic ups and
downs than those with less money, they
were not immune to the consequences
of the crisis in 2008-2009. They took a
break from'shop-til-you-drop' spending
at the time and waited for the worst to
pass before returning to the luxury
market. The same thing is likely to
happen again. Given what we've all
been through in 2020, spending on
luxury in 2021 may not feel acceptable.
Not only that but doing so may be
deemed completely unacceptable,
given how many others are trying to

Make ends meet.



In 2021, luxury enterprises should plan for persistent shortages.
Businesses must manage for efficiency as well as cash flow
preservation. To eliminate waste and improve responsiveness,
supply chains must be tightened. The human resources that
luxury enterprises rely on must be engaged, developed, and

rewarded indefinitely.

While luxury brands are cutting their belts on the corporate side,
marketing and advertising is one area where they can't afford to
cut corners. In 2021, 51% of the advertising agencies polled
predicted their luxury clients' advertising budgets to be cut. This is

a mistake made by all brands, but notably by luxury brands, which

draw their worth from instilling desire and aspiration
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CONCLUSION

This concludes the fourth and final
report of the four-part mini-report
series titled “Clobal Power of
Luxury Goods". The purpose of this
report was to study the upcoming
trends and future threats and
opportunities in the luxury goods

industry.

The report talked about
sustainability and digitalisation as
the upcoming trends in the
industry. It also extensively
covered the future prospects or
opportunities along with the
future challenges or threats the

industry might face.
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