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Es te Lauder Cos . has  had a number of high-profile, s trategic mergers  & acquis itions  in recent years

 
By JEN KING

LISBON, Portugal Personal luxury goods are the most attractive sector for mergers and acquisitions, according to
Deloitte.

Deloitte's head of merger and acquisition advisory, speaking during the "Investment and Private Equity in the
Fashion & Luxury World" session at FT's Business of Luxury Summit May 16, shared new findings on M&A trends
between 2015 and 2016, and looking forward to 2018. Forecasting the investment habits of luxury conglomerates and
private equity underscores the health of the market.

"In 2016, there were several global economic and geographical trends that had significant impact on the fashion and
luxury industry, such as the rise of commodity pricing, market stagnation and monetary policies," said Elio
Milantoni, partner, head of M&A advisory at Deloitte.

When two become one
When examining global market trends, Deloitte hones its focus on three clusters. The first is  Fashion and Luxury
Business Performance.

Deloitte's other two clusters are the M&A Deal Monitor and the Private Equity & Investor Survey.

Within Fashion and Luxury Business Performance is the personal goods category, the most attractive sector for
mergers and acquisitions.

The CAGR of personal luxury goods is about 8 percent, while other luxury sectors are expected to see growth of 6
percent between 2015 and 2018.

Per Deloitte's research, merger and acquisition deals by sector are most often brands in apparel and accessories,
watches and jewelry and cosmetics and fragrance.

With 211 inked deals, the sector saw +62 PLG year-over-year for 2015-16.
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Deloitte's Elio Milantoni sat for a portrait at FT Business of Luxury Summit May 16

In 2016, Deloitte found that there was an increase in North American and Asia Pacific mergers and acquisitions. For
the year, North America saw 24 deals while the Asia Pacific region had 22 mergers or acquisitions.

For the North American market most of the deals were in apparel and accessories. Asia Pacific deals dealt mostly
with watches and jewelry brands.

The hospitality industry is also a boisterous sector that has seen high-priced mergers.

For example, in the United States in September 2016, Marriott International acquired Starwood Hotels & Resorts, and
all hotelier under its umbrella, such as St. Regis and W Hotels, for approximately $12.2 billion, a deal which formed
the largest hotel conglomerate in the world (see story).

Also, in only a few short years, China's Anbang Insurance Group Co. has purchased more than a dozen high-end
hotels located in the United States (see story) and last July, AccorHotels finalized its acquisition of FRHI Hotels &
Resorts, owner of the Fairmont, Raffles and Swisstel brands, for $2.7 billion (see story).

Fairmont's The Savoy in London

Deloitte's research also examines who is investing in fashion and luxury brands. In 2016, for instance, strategic
investors made 68 percent of completed deals and financial investors inked 32 percent of merger and acquisitions.

Seventy-five percent of investors take a majority stake in a brand while only a quarter take a minority stake.

Sectors of success

After a relatively quiet 2016, mergers and acquisitions have picked up the pace this year, but is this environment a
way to cope with the current luxury market going forward?

Commonly, larger conglomerates, such as Kering Group and LVMH, or private equity firms, purchase smaller, often
family-owned, brands that have remained independent and may not have the resources to grow any further in terms
of production or market reach. At Financial T imes's Business of Luxury Summit on May 15, panelists during the
"Europe's Next Big Deals" session discussed what has driven merger and acquisition in the luxury space (see story).

Deloitte's research, now in its second year, also forecasts the expected investment trends for 2017 by sector
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attractiveness.

In order of attraction, Deloitte considers apparel and accessories, cosmetics and fragrance, selective retailer,
furniture, watches and jewelry and digital luxury as viable investment options.

Sectors with expected performance growth are cosmetics and fragrance and digital luxury.

Per Deloitte, the cosmetics and fragrance sector is forecasted to grow by 1 percent by the end of the year. Mr.
Milantoni's noted that South Korean beauty is subcategory for investors to watch.

For example, beauty marketer Este Lauder Cos. strengthened its presence in South Korea by purchasing an interest in
Have & Be Co. Ltd in 2015.

The deal brought Este Lauder closer to skincare brands Dr. Jart+  and Do The Right Thing, popular South Korean
personal care brands. The purchase helped the company increase its presence in Asia and capitalize on a growing
South Korean beauty wave ahead of a potential global flourish.

Skincare, cosmetics and beauty products are especially popular among South Korean audiences, and the country is
seen as a trendsetter in the industry. Thanks to its new partners, Este Lauder has an opportunity to be associated with
that trendsetting (see story).

Most promising is digital luxury, which Deloitte expects to see an 18 percent in performance growth.

"Apparel and accessories remains the main target for the investors, then the cosmetics sectors," Deloitte's Mr.
Milantoni said.

"Target investors such as those interested in digital luxury are attracted to digitalization and innovation," he said. "
[Deloitte's data] shows potential for future investment."
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