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By SARAH JONES

Despite China's continued position as the top spender for luxury goods, brands should consider scaling back their
store footprint in the market, according to a new report from Boston Consulting Group.

In the changing luxury market, the retail expansion that drove 60 percent of the growth in previous years will be
replaced by organic growth, which will now account for 70 percent of the market's development. With consumers
slowing their purchases of hard luxury in favor of experiences, BCG advises a revamped bricks-and-mortar strategy
that optimizes efficiency of square footage.

"Chinese luxury consumption grew dramatically in the last decade. Now one out of three luxury items in the world is
bought by a Chinese national," said Olivier Abtan, a partner and managing director in BCG's Paris office and the
global leader of the firm's luxury topic area. "In this environment, developing presence, for example stores in China,
has been key to serve Chinese consumers and grow share.

"Luxury brands who have been early in developing stores in China, have been the winners in terms of share of
Chinese consumption," he said. "In 2016, we have seen consumption in mainland China grow significantly, due to
foreign exchange market effects and the willingness of the government to repatriate consumption in China."

Revised strategy
BCG's "Metroluxe: Countering Complexity in the Business of Luxury" compares its Metroluxe Index of the luxury
potential in the most affluent global cities with the Bernstein Proprietary Luxury Store Count database, which uses
public information to assess a brand's number of stores in a particular city.

When compiled, these data sources reveal that many Chinese cities are oversaturated, with a store count that is not
backed by their potential. With Chinese spending slowing, the firm suggests scaling back the number of stores in the
country, particularly in second tier cities such as Chengdu and Tianjin.
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Graph from BCG's report

In general, BCG sees opportunities for brands to adopt a more efficient store network in Asia.

On the opposite end is the United States, where the potential largely outweighs brands' store presence. Cities such as
Washington, Dallas, Chicago, Boston and even New York may still warrant more doors to cater to the local clientele.

Burberry store in Chicago

The same is true for certain European cities, including Rome and Milan.

BCG anticipates that locales that see heavy tourist traffic and strong demand from local shoppers, such as Milan,
Paris, New York, Tokyo, Seoul and London will retain multiple stores for the same brand, while other markets will
see their store counts reduce.

Going forward, luxury is facing a "new normal," in which the 8-10 percent compound annual growth rate of the last
10 years makes way for a growth of only 2-5 percent per year.

Online opportunity
Retail real estate in prime areas is a significant investment (see story). BCG points out that rather than opening stores
in new locales, brands will be focused on raising the efficiency of the boutiques they already have.

This may mean renegotiating a lease to reduce rent or reconfiguring the store layout. Another way to optimize for
sales is to create an experience for shoppers, drawing them in-store with activities or interactive touchpoints.
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Others may choose to stay in the same city but move to a more desirable location.

Ecommerce is also making it easier for brands to either opt out of opening a store or to close an underperforming
location. For instance, the U.S. may have plenty of opportunity for more luxury stores, but it may never reach the
number of stores seen in other markets thanks to a strong ecommerce environment.

Across all regions, luxury ecommerce is growing at a faster rate than total sales, according to a senior analyst from
Euromonitor International speaking at Luxury Interactive 2016.

Speaking on "Divergence in the Digital Landscape," Ayako Homma noted that while the entire luxury market is
expected to see a compound annual growth rate of 2 percent through 2021, luxury online sales are expected to rise at
a CAGR of 7 percent in the same timeframe. To capture this growing piece of the luxury pie, brands will need to
improve their omnichannel, ecommerce and mobile experiences (see story).

"In mature markets, such as selected cities in the US and Europe, there is a potential for new luxury stores," Mr. Abtan
said. "Especially in tier-2 U.S. cities. Yet, development has to be thought as an omnichannel development, combining
physical presence and digital/ecommerce capabilities.

"Indeed, luxury ecommerce will grow at more than 15 percent per year in the years to come," he said. "With the cost
of rent increasing for top locations, the role of a physical luxury store will have to change. It must become an
experience place, where brands make their clients dream and where brands convey the right luxury messages to
clients while transactions will happen both online and offline."
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