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Louis  Vuitton is  among the luxury brands  that have cut prices  in China. Image credit: Louis  Vuitton

 
By SARAH RAMIREZ

With cuts in China's value-added tax now in effect, luxury brands are reportedly responding by lowering their prices
as the government hopes to reinvigorate the world's second-largest economy.

While the Chinese economy is still growing, its  pace has slowed considerably amid a drawn-out trade war with
United States. The Chinese ecommerce market is the world's most valuable, making an economic slowdown a
major concern for luxury houses.

"Luxury brands are passing on the VAT savings to Chinese consumers," said Marie Driscoll, managing director for
luxury and fashion at Coresight Research. "By lowering prices in China, this will likely spur local luxury demand and
support the shift to domestic Chinese luxury purchases, a trend that has been growing in the past 12-plus months.

"This move by luxury brands will aid in their attempts to equalize pricing around the world," she said.

China cuts
China announced a large-scale tax cut in March to stimulate the slowing economy.

As of April 1, the VAT has been reduced by up to 3 percent for import companies, based on industry. The VAT rate in
manufacturing fell from 16 to 13 percent, and the transportation industry saw a reduction of 1 percent to 9 percent.

In response to the VAT cuts, luxury automakers including Audi, BMW and Mercedes-Benz were among the first to
reduce their prices.
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Kering's Gucci has lowered prices in China to reflect VAT cuts. Image credit: Gucci

Luxury fashion labels Louis Vuitton and Gucci have also reduced suggested retail prices. High-end watchmakers
Piaget and Montblanc have followed suit with their own cuts.

Technology giant Apple also cut prices on its iPhones, iPads and other products listed on its Chinese ecommerce
site. The cost of a iPhone XR dropped by 4.6 percent, even steeper than the VAT cut.

Previously, Apple announced that its $84 billion in revenues for the quarter ending Dec. 31 would fall short of the
company's original projections. CEO Tim Cook specifically mentioned slumping sales of its  high-priced
smartphones in China as a contributing factor to its missed revenues (see story).

China also reduced its cross-border tax, impacting shopping platforms such as Tmall's Luxury Pavilion.

Earlier this year, China also introduced new regulations to protect online shoppers and encourage transparency in
the ecommerce industry.

China has the world's largest ecommerce market. Image credit: Tmall

Starting Jan. 1, all companies selling online goods in China have been forced to have a China entity, pay taxes,
provide customer service and have a compliant return policy. Up to 70 percent of Daigou might stop selling,
resulting in a drop in retailers' or brands' U.S. or European divisions where the sales occur instead of their China
divisions (see story).

"Purchases that had occurred outside of China will increasingly occur within China which holding everything else
constant creates jobs and supports economic growth," Ms. Driscoll said.

Chinese affluents
In recent years, China has positioned itself as a crucial luxury market.

Luxury sales in mainland China alone grew 18 percent in 2018, according to the 17th edition of Bain & Company's
Luxury Study. Mainland China's share of global luxury spend is now at 9 percent (see story).

The value of the market makes an economic downturn ominous for both brands and consumers.

With China's economic growth rate slowing to a record low, the number of Chinese ultra-affluents who are "very
confident" in the economy dropped more than 10 percent in 2018. While one-third of respondents in Hurun Research
Institute's "Hurun Chinese Luxury Consumer Survey 2019" still have great confidence in the economy, it represents
the lowest percentage in the report's history (see story).
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Nonetheless, luxury share prices continued to rebound in February, after taking a hit due to worries that Chinese
consumers would be cutting back on their spending.

Some of the business' biggest companies reported record results driven by Chinese consumption, helping to
assuage some concerns about the market's outlook. As a result, the Savigny Luxury Index that measures the average
stock price of 18 of the biggest luxury firms grew 7 percent (see story).

© 2020 Napean LLC.  All rights reserved.

Luxury Daily is published each business day.  Thank you for reading us.  Your feedback is welcome.

https://www.luxurydaily.com/luxury-stocks-grow-as-chinese-slowdown-fears-subside/
mailto:feedback@luxurydaily.com

	Luxury brands lower prices as China tries to stimulate economy

