
 

 

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

Firstly we would like to extend to all of you our warmest wishes for the year-end 

holidays.  I t has b een a v ery c halleng ing  last few months;  let us hop e we will all 

feel b etter as early as p ossib le during  2 0 0 9 !  

T his p ast year,  we b eliev e,  has seen two seeming ly c onflic ting  trends emerg e in 

the luxury g oods market.   T here has undoub tedly b een a g eneral downtrading  

mov ement,  whic h is c ausing  all to tig hten b elts and reduc e ov erall sp ending .   T his 

is hap p ening  at all p ric e p oints,  and shows that luxury,  as a c ateg ory,  is not im-

mune to the c risis.   H owev er,  this has b een ac c omp anied b y a lateral and up trad-

ing  p henomenon throug h whic h the luxury g oods c onsumer has refoc used to-

wards the A A A  b lue-c hip  names:  hig h p erc eiv ed v alue,  hig h q uality,  more durab le 

g oods whic h often - b ut not nec essarily - means hig her p ric e p oints,  mov ing  away 

from the b ling  towards the timeless.   I n this resp ec t,  we exp ec t the likes of H er-

mè s,  P atek P hilip p e,  L ouis V uitton and R olex in the luxury univ erse to more than 

hold up  sales whilst others will c ontinue to suffer dec reases well into the doub le 

dig its.   

O ur themed artic le in this issue exp lores the emerg enc e of ec ommerc e b usi-

nesses dedic ated to luxury rental,  a new sec tor whic h we think will c ontinue to de-

v elop  in 2 0 0 9 .  

Finally,  we offer our thoug hts on the sec urities market v ia the rev iew of the p er-

formanc e of our S av ig ny L uxury I ndex.   T his makes for sob er reading ,  most of the 

sec tor hav ing  lost half of its v alue sinc e the middle of 2 0 0 7  - not muc h b etter or 

worse than the p erformanc e of the ov erall market.  

H ap p y reading  and,  most imp ortantly,  hap p y holidays!  
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Rental is the latest development in temporary ownership of luxury items.  Previous temporary ownership 

models inc lude frac tional ownership/ timeshare,  mainly in c onnec tion with property assets althoug h more 

rec ently with private j ets,  yac hts and c lassic  c ars,  and b y reselling  on the sec ond hand mark et.  W hilst the 

c onc ept of renting  is ag e old,  ec ommerc e sites lik e A velle.c om ( formerly B ag b orroworsteal.c om)  and from-

b ag storic hes.c om,  b oth founded in 2 0 0 4 ,  have led the expansion of this seg ment.  I t is no c oinc idenc e that 

this phenomenon has emerg ed during  the sec ond wave of dotc om expansion:  its suc c ess stems direc tly 

from the suc c ess of internet sites suc h as E b ay and Portero in hig hlig hting  the sec ondary mark et value of 

small luxury items and in c hang ing  c onsumer attitudes towards ownership.  T he internet has also c ruc ially 

provided sc ale nec essary for these c apital intensive sites to work  b y allowing  them to operate on a national 

and potentially international platform.  O ther elements whic h have fuelled the g rowth of luxury item rentals 

inc lude the shortening  of fashion c yc les,  resulting  in c onsumers wanting  more c hurn in their wardrob es.  

A segment still finding its feet (but will it have legs?) 

T he seg ment is in its infanc y and the k ey players are still exploring  their b usiness models.  A velle started 

off b y renting  handb ag s with unit values of b etween $ 2 0 0 -4 0 0  b ut its users k ept on ask ing  for hig her value 

items.  N ow the site has a muc h hig her proportion of c outure and hig h fashion items.  B oth A velle and 

fromb ag storic hes have expanded their offering s;  the former to j ewellery,  sung lasses,  lug g ag e and most 

rec ently to watc hes,  whilst the latter expanded the servic es it offers to inc lude refurb ishment of c ustom-

ers’  own b ag s as well as the possib ility to rent c ustomers’  b ag s on their b ehalf.   

W e do b elieve there is potential for this mark et to g row further in b ag s,  ac c essories,  watc hes,  j ewellery and 

to a c ertain extent sung lasses. T hese produc ts fit the b ill in terms of ease of transport and fashion c ontent 

and are also more durab le than,  say c lothing  or shoes.  C ompanies operating  in this seg ment are tak ing  a 

sig nific ant stoc k  risk ,  therefore g etting  the produc t rig ht will b e c ruc ial to their survival.  A nother k ey issue 

in the c ase of watc hes and j ewellery would b e whether insuranc e c osts would c ripple the ec onomic s of 

renting  hig her value items. 

T r eading o n the to es o f lux ur y  br ands? 

A c c ording  to sec tor players,  the luxury industry’ s response has b een at b est muted,  if not neg ative.  “ M any 

manufac turers view this as a b astardisation of the values of luxury”  says D an N issanoff,  author of F uture-

S hop:  H ow to T rade up to a L uxury L ifestyle T oday.  I ssues suc h as lac k  of c ontrol over distrib ution,  c on-

c erns over produc t q uality and authentic ity as well as the b ypassing  of the b rand’ s own c arefully desig ned 

store environment ec ho the industry’ s initial retic enc e towards third party ec ommerc e sites in the late 

1 9 9 0 ’ s/ early 0 0 ’ s.  A dded to this the fac t that luxury manufac turers b enefit in no way from the sec ondary 

trading  of their produc ts,  one c an see why the industry is reluc tant to emb rac e this phenomenon. 

A s has b een the c ase with ec ommerc e of luxury g oods ( see S avig ny N ewsletter I ssue 4 ,  J une 2 0 0 7 ) ,  b rands’  

potential c onc erns that this c hannel would foc us on low value items and the less affluent c ustomer are 

proving  to b e unfounded.  “ I  was surprised at our c ustomer profile …  I  thoug ht this would b e an entry point”  

says K aren Ric hter,  founder of fromb ag storic hes.c om.  M ik e S mith,  C E O  of A velle,  ag rees:  “ O ur typic al 

user is a c olleg e g raduate in a manag erial position …  who owns 2 0 -2 5  b ag s …  and k eeps on b uying  b ag s”  

adding  “ the demog raphic  of the typic al A velle c ustomer is hig her than the demog raphic  of the typic al c us-

tomer when I  was at N ordstrom” .  A ffluent c onsumers also appear to have less of an issue ab out owning  

as opposed to renting  and are therefore more lik ely c andidates for this seg ment.  W hilst it is impossib le to 

replic ate the shopping  experienc e,  rental c ompanies have invested in hig h q uality pac k ag ing  for their prod-

uc ts.  T hey also have q uite string ent q uality c ontrol proc edures in plac e and extensive refurb ishment  
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prog rammes for returned rental items so as to ensure utmost produc t q uality. 

A nother maj or c onc ern for b rands is that the rental of luxury items will eat into their sales.  M ik e S mith 

arg ues that “ this will b e a third leg  to the c onsuming  stool:  b uy new,  b uy used and b orrow”  and that “ this 

allows c ustomers to b e more adventurous” .  F romb ag storic hes offers the possib ility to purc hase any item 

hired b ut has very little uptak e on this option.  B oth A velle and fromb ag storic hes c laim that their c ustom-

ers have full wardrob es and use rental as a means to rotate other items without using  up too muc h addi-

tional wardrob e spac e.  D an N issanoff arg ues that rental is a more effic ient use of c apital and allows c on-

sumers to b enefit from the use of several items in the plac e of owning  one.  I t is c lear that the c ustomers 

who use these sites c an afford to b uy instead of renting  and that they ac tually are c ontinuing  to b uy luxury 

g oods;  so we would arg ue that so far there is no evidenc e c annib alisation of full ownership.  H owever the 

c urrent ec onomic  c risis mig ht lead us to a different c onc lusion. 

I n times o f c r isis,  r ent 

B usiness ac ross the luxury rental sites remains b risk  althoug h this may b e partly attrib uted to the relative 

youth of the seg ment.  T here are however a numb er of fac tors that b ode well for it.  T he k ey differenc e b e-

tween rental and other forms of temporary ownership is that there is no tie-in,  muc h more flexib ility in 

terms of produc t availab le and time span of possession,  and the risk  of ownership remains with the pro-

vider.  C onsumers may therefore feel that they are tak ing  less of a risk  in renting  these items as opposed 

to investing  in a piec e that may g o out of fashion faster than expec ted.  T he option of renting  may also b e a 

more appealing  alternative to trading  down the luxury value sc ale as a means of saving  money:  “ Rental 

c ompanies mig ht ac tually thrive in this environment … . people that mig ht have not look ed at this b efore as 

a way to maintain this lifestyle may ac tually do this [ rent] ”  says D an N issanoff.  T he luxury for hire b usiness 

model mig ht indeed allow luxury c onsumers who have fallen on hard times to c ontinue sporting  that oh so 

desirab le item of the season.  W ill luxury rental prove to b e one of the few b usinesses to b enefit from the 

c urrent c risis?  
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S L I  vs.  F T S E  All W o r ld J an 2 0 0 7  to  date 

F alling do wn in step s 

L ook ing  b ac k  at the past c ouple of years,  we see a c ase of two steps and two falls,  as evidenc ed b y the 

g raph b elow.  O ur S L I ,  whic h performed b roadly in line with the F T S E  A ll W orld I ndex over the period,  hap-

pily spent all of 2 0 0 7  in a well-defined tunnel ab ove its point of orig in.  A t the turn of the year,  it prec eded 

the world index into a 2 5 %  tumb le b efore settling  into a sec ond,  sig nific antly lower tunnel - alb eit with 

g reater volatility.  

T he bo tto m fell o ut after  the summer  

T he S L I  took  its worst dive c oming  into F all,  falling  b y 4 2 %  from early S eptemb er to mid N ovemb er in re-

sponse to the unravelling  of the b ank ing  c risis whic h started with the L ehman B rothers b ank ruptc y on 1 5  

S eptemb er.  

            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         

Note : The Savigny Luxury Sector index focuses on European and American luxury goods manufacturers and retailers 

A r o ller  c o aster  mar k et  

D aily share pric e fluc tuations have inc reased mark edly during  the year,  with stoc k s rec ording  daily per-

c entag e point c hang es in the hig h sing le dig its to mid-teens ( e.g .:  L V M H  + 1 2 .9 %  on 1 3  O c tob er,  -1 1 .2 %  on 

1 1  N ovemb er) .  T here seems to b e little c orrelation b etween news flow and share pric es whic h leaves in-

vestors with a total lac k  of visib ility as to the outlook  of the sec tor.   
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E nter ing a new tunnel?  

I n spite of the frig htening  volatility,  the mark et seems to have rec ently stab ilised and some ob servers b e-

lieve it c ould have b ottomed out.  W e c ertainly hope so b ut are also aware that more b ad news mig ht b e on 

its way after what look s to b e a very toug h C hristmas at retail. 

V aluatio n multip les have c o ntinued to  dr o p   

S inc e peak ing  in J une 2 0 0 7 ,  the averag e E V / E B I T D A  multiple for the sec tor has dropped b y 3 5 %  from 1 3 x to 

8 .5 x.  E xc luding  H ermè s whose rating  seems ab normally hig h,  the averag e E V / E B I T D A  multiple is c urrently 

6 .2 x,  well b elow the historic al lows of 7 -8 x reac hed during  the ec onomic  slowdown of 2 0 0 1 -2 0 0 3 . 

W e b elieve two waves of de-rating  took  plac e.  T he first wave,  desc rib ed in our last newsletter ( I ssue 6 ,  J uly 

2 0 0 8 ) ,  resulted in a polarisation of valuations ac ross the sec tor. I t hit c ompanies with an exposure to af-

fordab le luxury throug h either b rand positioning  ( B urb erry and T od’ s)  or produc t foc us ( eyewear sec tor)  

and those lac k ing  presenc e in the emerg ing  mark ets ( B ulg ari and T od’ s) .  S toc k s with a strong  b ias to-

wards the U S  also took  a b eating  ( C oac h and T iffany) .  

T he sec ond wave,  whic h happened after the summer,  left prac tic ally no stoc k  untouc hed,  althoug h arg ua-

b ly some had already b ottomed out in the first wave,  suc h as the eyewear c ompanies.  T he affordab le lux-

ury c ateg ory was partic ularly hard hit ag ain.  B urb erry lost another 5 4 %  in its E V / E B I T D A  rating .  T he watc h 

sec tor also took  a serious b eating ,  as we had predic ted it would in our last newsletter,  Ric hemont and 

S watc h showing  a dec line in their E V / E B I T D A  multiple rating  of 3 9 %  and 3 2 %  respec tively.  F inally,  c ompa-

nies whic h had until then appeared to b e rec ession-resilient owing  to a wide produc t offering  and exposure 

to emerg ing  mark ets were not spared;  for example L V M H  lost almost 3 7 %  in its rating  sinc e J une 2 0 0 8 .   

E merg ing  mark ets whic h were viewed to a c ertain extent to b e the last saving  g rac e for the sec tor have lost 

their shine.  C hina’ s g rowth is slowing ;  Russia’ s olig arc hs are worth $ 2 5 0  b illion less than a few months 

ag o;  I ndia’ s top 4 0  b ollyg arc hs have lost $ 2 1 2  b illion,  or 6 0 %  of their c omb ined wealth,  over the past year.  

Jun-07 Jun-08 %  c h g Jun-08 D e c -08 %  c h g %  c h g

LVMH 1 1 . 8 1 0 . 4 - 1 2 % 1 0 . 4 6 . 6 - 3 7 % - 4 4 %

He r m e s 1 6 . 4 2 1 . 0 2 8 % 2 1 . 0 2 1 . 6 3 % 3 2 %

R i c h e m o n t  ( Lu x u r y ) 1 1 . 6 7 . 8 - 3 3 % 7 . 8 4 . 7 - 3 9 % - 5 9 %

Lu x o t t i c a 1 7 . 2 8 . 3 - 5 2 % 8 . 3 8 . 3 1 % - 5 1 %

S w a t c h  G r o u p 1 1 . 3 8 . 2 - 2 7 % 8 . 2 5 . 6 - 3 2 % - 5 0 %

C o a c h 1 6 . 9 8 . 5 - 5 0 % 8 . 5 4 . 7 - 4 5 % - 7 2 %

P P R 1 1 . 4 7 . 0 - 3 9 % 7 . 0 5 . 8 - 1 8 % - 5 0 %

R a l p h  La u r e n 1 1 . 2 8 . 7 - 2 2 % 8 . 7 6 . 7 - 2 3 % - 4 0 %

T i f f a n y  &  C o 1 2 . 7 8 . 3 - 3 5 % 8 . 3 5 . 5 - 3 4 % - 5 7 %

B u l g a r i 1 6 . 9 9 . 7 - 4 3 % 9 . 7 8 . 2 - 1 5 % - 5 1 %

B u r b e r r y 1 3 . 4 1 0 . 1 - 2 5 % 1 0 . 1 4 . 7 - 5 4 % - 6 5 %

T o d ' s  G r o u p 1 2 . 9 6 . 6 - 4 9 % 6 . 6 6 . 1 - 8 % - 5 3 %

S a f i l o 1 1 . 2 5 . 2 - 5 4 % 5 . 2 4 . 2 - 1 9 % - 6 2 %

S LI 1 3 . 0 9 . 4 - 2 8 % 9 . 4 8 . 5 - 1 0 % - 3 5 %

E V / E B I T D A  ( L F Y ) E V / E B I T D A  ( L F Y ) 1 8  m o nt h s



 

 

O ne stoc k  c ontinues to defy g ravity,  ab normally so in our eyes.  O wing  to its super luxury b rand positioning  

and ong oing  b id spec ulation,  H ermè s’  rating  inc reased b y 3 2 %  sinc e the peak  of the mark et in early J une 

2 0 0 7 .  C ould a small float,  a pec uliar leg al struc ture,  rules pertaining  to the c ompany monitoring  of family 

held shares and the retail versus institutional mak e-up of the shareholder b ase provide k eys to under-

standing  suc h a situation?   

C o uld c ur r enc ies br ing r esp ite? 

T he only real piec e of g ood news rec ently has b een the c urrenc y movements.  T he U S  D ollar and the J apa-

nese Y en have apprec iated ag ainst the E uro in the past few months ( and ob viously the B ritish Pound,  whic h 

is seeming ly in free fall) .  T his has b roug ht muc h needed oxyg en to two very larg e mark ets whic h had b een 

c omatose in the last eig hteen months.  C ould it last?   N othing  is less sure,  and we do not see any struc -

tural reason to support the c ontinued streng th in the D ollar.  
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Source: R euters 
( 1 )  Exchange rates used: £ 1  to € 1 . 1 7 ,  C H F 1  to € 0 . 6 5  and $ 1  to € 0 . 7 9  
( 2 )  C urrent and forw ard P / E  are b ased on consensus estimates except for R ichemont estimates w hich are b ased on a M errill Lynch b rok er report 
dated 1 4  Novemb er,  2 0 0 8  
( 3 )  Sales grow th figures are b ased on 2 0 0 9  consensus estimates 
( 4 )  Share prices as at 8  D ecemb er,  2 0 0 8  

T he world has definitely c hang ed sinc e J une 2 0 0 7 ,  with the mig hty stoc k s of the luxury world losing  ap-

proximately half of their mark et c apitalisation.  S ome did even worse:  B urb erry was left with a q uarter of 

its value of eig hteen months ag o,  and S afilo’ s c apitalisation was almost wiped out.  T he most stunning  de-

velopment however lies in H ermè s’  mark et value now b eing  over twic e that of PPR,  when almost the re-

verse was true in the summer of 2 0 0 7 . 

Index M a r k et Y o Y  P r i c e P / E  ( x)  P / E  ( x)  E B IT E s t .  
C o m p o nent s C a p G r o w t h E s t i m a t e E s t i m a t e S a l es  E B IT D A E B IT M a r g i n G r o w t h  

E U R  m ( % ) ( c u r r ent ) ( f o r w a r d) ( x) ( x) ( x) ( % ) ( % )

LVMH 2 1 , 6 9 6 - 4 2 . 8 1 0 . 8 1 0 . 3 1 . 6 6 . 6 7 . 8 2 0 . 8 4 . 5

He r m e s 1 0 , 5 0 7 1 9 . 0 3 9 . 2 3 6 . 8 6 . 3 2 1 . 6 2 4 . 6 2 5 . 5 8 . 6

R i c h e m o n t 7 , 0 0 3 - 3 5 . 8 7 . 2 n a 1 . 1 4 . 7 5 . 5 2 0 . 9 5 . 7

Lu x o t t i c a 6 , 7 6 5 - 3 5 . 2 1 4 . 6 1 4 . 2 2 . 0 8 . 3 1 1 . 7 1 6 . 8 5 . 5

S w a t c h  G r o u p 5 , 5 2 0 - 5 7 . 1 8 . 2 8 . 0 1 . 4 5 . 6 6 . 5 2 0 . 8 3 . 1

C o a c h 5 , 2 8 4 - 4 0 . 7 9 . 7 9 . 2 1 . 9 4 . 7 5 . 1 3 7 . 1 2 1 . 8

P P R 4 , 6 1 3 - 6 4 . 9 5 . 9 6 . 0 0 . 6 5 . 8 7 . 1 8 . 6 3 . 2

R a l p h  La u r e n 3 , 7 4 1 - 3 1 . 0 1 1 . 4 1 0 . 9 1 . 0 6 . 7 7 . 1 1 3 . 4 2 . 4

T i f f a n y  &  C o 2 , 3 1 8 - 4 7 . 1 9 . 9 1 1 . 3 1 . 2 5 . 5 6 . 8 1 8 . 0 0 . 6

B u l g a r i 1 , 3 8 4 - 5 2 . 0 1 1 . 1 1 2 . 3 1 . 6 8 . 2 1 0 . 4 1 5 . 1 2 . 3

B u r b e r r y 1 , 0 9 1 - 6 1 . 6 7 . 5 8 . 1 1 . 1 4 . 7 5 . 5 1 9 . 2 1 3 . 0

T o d ' s  G r o u p 9 5 7 - 3 9 . 4 1 1 . 4 1 1 . 2 1 . 4 6 . 1 7 . 3 1 9 . 3 8 . 4

S a f i l o 1 6 9 - 7 6 . 2 1 1 . 8 1 4 . 7 0 . 6 4 . 2 5 . 4 1 1 . 5 - 4 . 9

S a v i g ny  L u xu r y  Index - 3 4 . 7 1 4 . 4 1 3 . 1 2 . 2 8 . 5 1 0 . 0 2 0 . 9 6 . 3

A v er a g e m u l t i p l es  exc l .  H er m es 1 0 . 1 9 . 0 1 . 5 6 . 2 7 . 5

E V  /  0 7 - 0 8

Dec-08 J u n -07

LVMH 2 1 , 6 9 6 4 1 , 4 4 4     0 . 5 2          

He r m e s 1 0 , 5 0 7 8 , 8 5 3       1 . 1 9          

R i c h e m o n t  7 , 0 0 3 1 3 , 4 7 6     0 . 5 2          

Lu x o t t i c a 6 , 7 6 5 1 3 , 1 6 8     0 . 5 1          

S w a t c h  G r o u p 5 , 5 2 0 1 2 , 2 1 4     0 . 4 5          

C o a c h 5 , 2 8 4 1 3 , 1 2 5     0 . 4 0          

P P R 4 , 6 1 3 1 6 , 3 9 9     0 . 2 8          

R a l p h  La u r e n 3 , 7 4 1 7 , 6 1 1       0 . 4 9          

T i f f a n y  &  C o 2 , 3 1 8 5 , 4 1 4       0 . 4 3          

B u l g a r i 1 , 3 8 4 3 , 5 3 4       0 . 3 9          

B u r b e r r y 1 , 0 9 1 4 , 4 1 7       0 . 2 5          

T o d ' s  G r o u p 9 5 7 2 , 0 1 7       0 . 4 7          

S a f i l o 1 6 9 1 , 3 8 5       0 . 1 2          

M a r k et  C a p  ( €  m ) Dec-08 v s .  

J u n -07  ( x )


