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Asia is  going to account for an increas ing share of fashion sales . Image credit: Michael Kors

 
By SARAH JONES

Emerging markets are going to be the key drivers of growth in fashion next year, according to a new collaborative
report from Business of Fashion and McKinsey.

2018 will mark the first time that more than half of apparel and footwear sales will come from countries outside of
Europe and North America. Luxury fashion in particular is projected to grow between 4 and 5 percent, largely in line
with the expected increase for the overall industry.

"In 2018, more than half of revenues in the global fashion industry will come from new markets in the East than long
established markets in Western Europe and North America," said Imran Amed, founder and editor-in-chief of the
Business of Fashion (BoF), London.

"This is an important symbolic tipping point as business leaders across the industry continue to gear themselves up
for growth, amidst a backdrop of rapid flux where new technologies, new consumers and an unpredictable macro-
economic environment continue to challenge leaders to rapidly shift their strategies and operating models," he said.

Fashion forecast
"The State of Fashion 2018" surveyed industry executives, and found that volatility and uncertainty was their top
concern. However, when the researchers analyzed the responses, they found that the third most-used word was
"optimism."

Despite challenges such as competition from online sellers and falling foot traffic to stores, the overall fashion
industry is set for a growth of 3.5 to 4.5 percent next year.
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Fashion executives are positive about next year. Image credit: Neiman Marcus

Looking to position themselves for growth, the top category fashion sellers are investing in is digital, including
upgrades to ecommerce, omnichannel retail and marketing. Others are focused on increasing their cost efficiency,
whether through worker productivity or adjustments to their product assortment.

Combatting the unpredictable geopolitical and economic environment, brands will need to be nimble and able to
react.

Additionally, the report notes that while there has been a growing embrace of nationalism, digital connectivity will
pave the way for more cross-border fashion activities in the coming year. From online retail transactions to hiring
talent, brands are able to be more easily find international footing.

Asian consumers are remaining a growth driver in fashion. Image credit: Value Retail

One key region fueling fashion retail will be Asia, which McKinsey projects will account for almost 40 percent of
apparel sales by 2018. Asia's online apparel sales are estimated to reach $1.4 trillion by 2020.

Along with providing a customer base for fashion retail, Asia also boasts two-thirds of "ecommerce unicorns,"
feeding the needs of the region's digital native consumers.

Asia's outbound influence has been seen in digital innovations like WeChat, which other social platforms have
based features on.

The report also anticipates further investment from China into Western companies, such as JD.com's Farfetch stake
(see story).

One trend that is crossing continents is the growing embrace of off-price retail. U.S. shoppers have embraced the
format, and a number of luxury retail chains have obliged with rapid expansion of their discount brand footprints.

Europe and Asia are expected to see their off-price presence grow, which could harm brands and lower margins.

Trend report
With social media driving consumers' desires to be original, exclusive products and personalization are going to be
popular. This could mean a customized garment or individualized marketing outreach facilitated by data.

The culture of sharing and self expression has also led to lessened acceptance of less-than-transparent
communications.
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While upwards of 60 percent of luxury consumers already turn to digital channels to research a purchase, McKinsey
and BoF predict that online platforms will become even more important in the coming year.

For instance, JD and Tmall combined own 80 percent of the Chinese online apparel market. These retailers have
been making inroads into luxury, launching verticals that present labels in a more curated space or creating elevated
delivery programs aimed at the luxury buyer.

JD launched a white glove delivery service. Image credit: JD

Amazon has been less successful at wooing luxury fashion brands, but it is  set to unseat Macy's as the top apparel
retailer in the U.S.

"Mastering digitalization across the entire value chain will be  critical for players in most of the segments, not only
luxury," said Achim Berg, senior partner at McKinsey, Frankfurt.

"However, luxury...has been a somewhat late adopter of the digitalization and hence has some gaps to fill," he said.
"On the other hand, the in-store experience is important in all segments but likely even more important in the luxury
segment and they have therefore managed to stay attractive even if a late adopter."

While fashion has not yet tapped into the full potential of artificial intelligence, the report anticipates that next year
will bring more adoption of the technology.

While artificial intelligence has been thought of as computerized solution lacking creativity, a report from Fashionbi
explains that AI-powered creativity will be a new frontier for fashion.

Through the use of data, fashion brands are now looking into creative solutions that build a unique strategy for
streamlining trends as well as personalization. AI is now also powering three facets of fashion, according to
Fashionbi's Artificial Intelligence in Retail report, such as customer service, product design and within the shopping
experience (see story).

Another trend expected to drive the industry next year is sustainability, which the report anticipates will be at the core
of brands' operations. Rather than one-off corporate social responsibility efforts, a desire to do good will drive
innovation, with initiatives thinking beyond selling one more piece.

British label Stella McCartney is joining forces with The RealReal to market the reusability of luxury fashions,
prompting consumers to get on board with the circular economy.

To celebrate the first edition of National Consignment Day, an official holiday founded by The RealReal, Stella
McCartney will be promoting the resale of clothing through its boutiques. With concerns about the environmental
impact of the apparel business rising, secondhand sales are one tactic to combat the fashion's footprint (see story).

The report points out that there is now a winner-takes-all environment in the fashion industry, separating successful
brands from those that fall behind. This calls for bold and brave tactics to come out ahead.

"Ensure to already now focus heavily on managing the seismic shift in the industry," Mr. Berg said. "The one
managing that shift in a great way will the be winner, the one that doesn't won't."
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