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For the firsttime since the economic crash in 2008, many top luxury CEOs are worried about the state of the industry,
according to the Luxury Institute.
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Issues ranging from the economy to the weather and internal service problems have contributed to a world in which
nine of 10 would-be clients leave a store without a purchase and only 20 percent of the buyers return. Although the

global economy and the weather are hard to control or predict, every brand has a chance to empower its sales
associates to convert and retain sales.

"In the second half [of 2015] things turned ugly," said Milton Pedraza, founder and CEO of Luxury Institute. "l had a
CEO tell me she hasn'tseen so many negative factors working against the luxury industry since we recovered.

"Remember, after 2008, China decided it was going to go on a growth spurtand [ say decided' because they are a
communist countryand that made up for all the other things in the rest of the world," he said. "So it helped countries
like the United States and it helped Europe to start recovering, but now all those things turned negative.

"There's a dramatic slowdown in China; the dollar has strengthened so you are getting fewer tourists and exporting
less out of the U.S.; Europe never recovered fully; you have luxury shifting toward experiences rather than goods;
traffic is down in stores even in the U.S., and while stores are moving into online buying there is no way online
buying is making it up, so a lot of companies are now discounting."

Changing the game

In addition to complex economic issues rooted in global relations, a transition toward a digital economy and the
buying patterns and behavior of both aging boomers and emerging millennials, uncontrollable factors such as
weather are also capable of hurting stores. An unseasonably warm winter has made it so coats and other seasonal
apparel is notselling as well this year.
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Luxury shoppers

However, brands still have a chance to generate their own sales and ensure that those who do walk through the door
make a purchase and return. Despite the hard emphasis on "selling," sales and retention are a factor of relationship
building first and foremost.

"There is a lack of empathy when you enter the store, a lack of trust when you enter the store and a lack of generosity
you feel coming to you when [ say generosity [ don't mean discounts,' | mean Champagne,' Mr. Pedraza said. "We
haven't empowered our people. We are training them to be robots instead of being the good human beings they are
and making connections in a good human way rather than saying, ['m going to sell you stuff!' Expertise is not being
delivered with empathy.

"That's not the sales associates faults, that's an education thing," he said. "It's not training' these are not puppies you
educate them and you empower them to reach out and retain those clients.

"Sometimes you don't try to make a sale atall, you just say thank you. But if you have 20 sales associates and maybe
three or five are doing very good outreach with genuine emails, thank you cards and calling the client with
something relevant, that's not enough."
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In addition to empowering sales associates to build relationships first and then let sales arise naturally rather than
push hard for sales right away, brands need to put ego aside. Employees at all levels cannot keep up with or
recognize the best practices and innovations because of internal politics and relationships and the responsibilities
of their own jobs. As a result, independent, trustworthy outsiders need to become a part of the service model.

When sales associates are trained in workshops, the share of associates that use the best practices after six months
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is a mere 10 percent. With ongoing support and weekly training sessions of half an hour to an hour, the number
jumps to 95 percent.

This extends to high-performing sales associates. Although top performers or their supervisors may feel like their
performance means they would not benefit from training compared to others, this is not the case. On the contrary,
the return from training and continuous coaching is often best with these employees, because a 20 percent boost for
an employee who sells $1 million of merchandise per year is a bigger gain in revenue than a 20 percent increase for

an employee who sells half as much per year.
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Even with the introduction of continuous coaching, CEOs note that a sizable 40 percent of success depends on this
kind of relationship-building expertise, but that leaves 60 percent for products, and many brands are stumbling on
that front as well.

"I think that right now there's a feeling there's no compelling product," Mr. Pedraza said. "There's notan itbag' no it
product,' just a lot of me too' and very little innovation.

"A lot of people are redesigning their stores, and that's great, or trying to innovate, and that's great, but very few have
gotten there Gucci on the women's side, but not much," he said. "Not many have had the courage that makes people
say | need this, | gotta have it,' and brands need to create the things that people say they want."

Getting younger
Brands must also keep in mind the habits of their consumers, as baby boomers and millennials do not have the
same priorities and concerns.

Understanding demographics is the first step to effective marketing, according to a report by Unity Marketing.

Affluent consumers, defined in the study as those who make over $100,000 a year, slightly more than a fifth of
households, are the fastest growing income bracket. Although economic factors are often foregrounded when
discussing changes in wealth and buying patterns, understanding shifts in generations and the ratios of different
age groups over time can help brands build long-term strategies without the uncertainties related to predicting the
economy (see story).
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Affluent consumer with a Rolls-Royce

In addition to how to reach consumers, some of those changes might include rethinking of what it means to be a
"luxury" brand.

For millennials, the "luxury" label does not carry the same mystique as it has in the past or that it might for older
consumers. Instead, the word connotes over-priced and unaffordable goods even more than it defines
craftsmanship or value. For these consumers, the values associated with the brand as well as the relative value in
cost-per-use are more important.

Indeed, millennials do not abide to the traditional hallmarks of luxury. Rather than marking themselves by wearing
the most expensive brands they can afford, they look to brands that reflect who they are, opting, for example, for an
Ironman Triathlon watch instead of a Rolex and preferring to foster their own identity through their clothing,
accessories and other goods rather than harnessing the brand's (see story).

"Clients are less loyal, which means they have a lot more options, and they are being bribed by lots of discounting so
they are going to where they find the best deal," Mr. Pedraza said.

"Baby boomers are today far less interested in goods as they were before, and less interested with consumption in
general," he said. "As they get older they're more concerned with what experiences do [ need in what's left of my
life, what legacy do I leave in the world, what do I leave my children, what contributions have [ made?'

"Luxury brands have to contend with all those factors and I don't think there's ever been a period where we need to
contend with so many factors. The luxury industry is going to need to go through transformation and needs to adapt
but nobody is exactly sure how. How do you get the traffic back in the store so you can convert them? How do you
capture relationships online?"
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