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After double-digit growth in 2015, the luxury fashion industry is expected to see stability rather than increases in its
2016 financial results, according to a new report by Mediobanca.

In the half of 2016, Italian fashion brands had mixed financial outcomes, with Moncler's revenue growing close to
17 percent and Prada's declining 14.8 percent. Despite a challenging market in 2016, the Italian fashion industry can
look to bright spots such as shopping tourism and online retail in the year ahead.

"Based on the main trends of the worldwide industry, it is  wise to expect a steady 2017 for Italian fashion, more or
less on the same levels as of 2015 and 2016," said Gabriele Barbaresco, director of Area Studi Mediobanca.

"The most moving factor is the international geopolitical safety that is likely to impact onto the willingness of people
to travel for tourism," he said. "International touristic presence in Italy is currently growing due to the political
turmoil in many Mediterranean touristic destinations, especially North Africa.

"Tax free shopping in airports and city shops is one of the main drivers of the Italian fashion industry, as luxury
goods are heavily taxed in many new rich' countries, for example China and others. Chinese, Russian and US
people are among the most frequent buyers of Italian fashion.

"Another important channel to boost further is online shopping, currently covering some 10 percent of the total
turnover. This channel avoids physical moving and can offset at some extent possible reductions in tourism or
freedom of traveling."

Mediobanca's report looks at 15 Italian fashion companies: Armani, Benetton, Calzedonia, Dolce & Gabbana, Geox,
Luxottica, Max Mara, Moncler, OTB Group, Prada, Safilo, Salvatore Ferragamo, Tod's, Valentino and Zegna.

Steady ahead
The personal luxury goods business in 2015 was valued at 251 billion euro, or about $265.5 million at current
exchange. The 12 percent growth in the market was driven largely by currency fluctuations, as the increase was
merely 1 percent when measured in constant exchange.
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One example of the effect of currency fluctuations was the Americas, which in 2015 surpassed Europe as the largest
personal luxury goods market thanks to a strong dollar. Without the difference of the euro to the dollar, this region's
18 percent growth over 2014 would instead have been flat.

In comparison, 2016 is expected to see a 1 percent decrease when measured in current rates, with steady results
when taking currency shifts out of the equation, with total sales of 249 billion euro, or about $263.4 billion at current
rates.

In 2015, tourist spending offset declining expenditures by locals in Europe. Chinese consumers were the main
driver of tax-free shopping, representing 36 percent of Europe's total tourist spending on luxury goods.
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The growth in spending by Chinese tourists also made up for declining sales from Russians due to the ruble's
collapse. Russian consumers are still the second largest nationality spending in Europe, followed by Americans.

In Italy, these same trends appear. Within the country, Milan sees about a third of tourist sales, with Rome in second
place.

European duty-free sales are concentrated in France, Great Britain, Italy and Germany. The shopping tourism market
in Europe, valued at 50 billion euro last year, saw a decline of 12 percent in the first nine months of 2016, but
Mediobanca projects a recovery between 2 to 4 percent in 2017.

While only about 7 percent of luxury sales currently come through online channels, this part of the market has the
strongest projected growth. In 2016, digital sales are expected to rise 26 percent.

However, despite online's potential, more than half of sales still come from traditional retail stores. The report notes
the continued benefit of having direct-operated stores that goes beyond sales, pointing to the possibilities for
branding that come from having retail outposts in key locations.

Moncler recently opened its first U.S. flagship

With consumers slowing their purchases of hard luxury in favor of experiences, BCG advised a revamped bricks-
and-mortar strategy that optimizes efficiency of square footage in a recent report.
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The researchers anticipate 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 (see story)

Stacking up
Mediobanca found that Italy's fashion companies outperformed the country's craftsmanship-focused firms in 2015,
with a growth rate of 9.4 percent in turnover to manufacturing's 4.8 percent.

The research attributes these results to fashion firms' tendency toward capital, with less than a third of their holdings
related to debt.

From 2011 to 2015, the 15 companies featured in the report grew their collective revenues by 30.1 percent. Valentino
saw the greatest increase over this time period, with a growth rate of 102 percent.

While the top 15 fashion companies had steeper revenue growth, their sales increased at a lesser rate than the
aggregate of all of Italy's fashion companies, with respective rises of 8.9 percent and 9.4 percent. However,
Valentino, Moncler, Luxottica and Dolce & Gabbana all saw double-digit sales increases.

Valentino's fall/winter 2016 ad campaign

Sales growth was partly due to an expanded workforce. However, when comparing available data, the report found
that the share of employees in Italy compared to elsewhere had declined.

Despite increases in productivity, the labor cost per unit produced also rose, making added employees less of a
competitive advantage. 

What is an advantage is capital.

Versace's then CEO Gian Giacomo Ferraris spoke at the 2016 Cond Nast International Luxury Conference about its
own infusion of funding from Blackstone, which took a 20 percent stake in the company in 2014. This has allowed it
to remain competitive against larger conglomerates, particularly in the digital space (see story).

Financing has also made a difference for Valentino.

"Valentino was taken over by the the Qatari investment fund in 2002 and since then the new owner injected a huge
amount of liquidity into the firms," Mr. Barbaresco said. "Capex, that is investments expenses, have surged about
three times, in order to finance new shop openings all over the world and in the Emirates area as well.

"Employees headcount has almost doubled, and sales have accordingly grown by 20 percent, 30 percent and 40
percent in the last three years," he said. "So, in a nutshell, the strong recent performance is due to the deep growing
strategy brought about by the new Arabian controlling group."
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