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There is much talk in the fashion and luxury industry of the multitude of discounts and sales that the luxury
consumer is growing to expect. This culture of discounting, which initially emanated from United States department
stores, is  rapidly spreading to Europe and Asia, thanks to the globalization of ecommerce in recent years.

Post-Black Friday and into the holiday season, retailers are evaluating their discounting policies. The question is, are
these really discounts?

Bagging rights
The juxtaposition of the inflation of luxury goods versus discounting shows a direct relationship between
discounting and price rise. This demonstrates that, in fact, luxury goods are actually on sale for the regular price.

Luxury and fashion brands are increasing their suggested retail prices, and then re-aligning prices to the righteous
price via discounting.

Over the past decade, the basket Recommended Retail Prices (RRPs) for designer fashion shows an inflation rate of
designer fashion of nearly 60 percent, according to the U.S. Bureau of Labor Statistics.

BragMyBag, a handbag blog, has mapped the price of the Chanel Reissue 2.55 with the equivalent Chanel Medium
Classic Flap Bag over the years. In just the last five years alone, the price has increased by 52 percent from $2,695 to
$4,900.

Chanel price increase chart Source: BragMyBag

By comparison, the U.S. Consumer Price Index (CPI) has risen by approximately 33 percent over the last decade a
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substantial increase, but a far cry from the 60 percent seen in the thriving luxury goods market.

Thus, the price of designer fashion and accessories has increased substantially above the CPI. That is where
discounting comes in.

Luxury retailers have increased the price of products by approximately 20 percent more than the CPI, and are
compensating by discounting about half of their products sold by between 20 percent and 60 percent, thus making up
this gap.

The Havas LuxHub Luxury Survey, released earlier this year, shows that in the United Kingdom, only 55 percent of
designer goods are purchased at full retail price, whereas, in the U.S., only 33 percent of luxury and designer goods
are purchased at full price.

Across the nine markets included in the survey, only 45 percent of luxury goods are purchased at the full retail price.

Percentage of luxury goods purchased at full price vs. discount

LuxHub Luxury Survey chart

While there is an emergent culture of discounting, the shorter lifespan of the fashion collection, and the focus on
mid-season collections including cruise and resort, has forced retailers to take markdowns deeper and more
frequently.

Making cents
Discounting is taking many forms.

Ecommerce has certainly enabled price comparison and enabled consumers to hunt for discounts on a global
basis.

In recent years, the upshot in popularity of discount designer destinations, both online (The Outnet and Gilt) and
offline (Woodbury Outlets in the U.S. and Bicester Village in the U.K.), have whetted the consumer's appetite for
luxury shopping at a discount as brands and retailers use them to clear stock on the merry-go-round of collections.

While some luxury brands such as Louis Vuitton and Herms have steadfastly resisted any form of discounting or
outlet presence, consumers can always count on the likes of Ralph Lauren, Prada and Coach to offer attractive deals
year-round at these alternative shopping venues.

In November 2015, retail analytics company Edited estimated that in the U.K.'s online luxury shopping market, 36
percent of products online were discounted.

Consumers today are savvy they shop around for the best deals and scour the net for online coupon codes.

Several luxury shoppers also have no qualms purchasing past season luxury goods at a discount by waiting for a
product to go on its end-of-season sale, or purchasing off-price at the brand's sample sale at department stores such
as Saks Off 5th or online at one of numerous sites.

One may go so far as to argue that consumers today are conditioned to shop only when they feel like they are getting
a "deal." But is that deal-finding phenomenon really playing out?

LUXURY BRANDS may well have latched onto consumers' behavior astutely and devised a nifty solution that
simultaneously maintains their brand image and fills  their coffers: by raising the prices of their products to a
premium now to provide a "cushion" for discounting later.

In other words, this cushion is the difference between the increase in the CPI and the increase in the RRPs of
designer fashion.

The result of this little bit of ingenuity: a neat, clean and win-win solution for both brand and consumer.

The brand attracts the consumer and her resulting spend, while the consumer gives herself a solid pat on the back
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for scoring a deal.

Tammy Smulders is managing partner of Havas LuxHub and SCB Partners, London. Reach her at
tammy.smulders@scbpartners.com.
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