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Lockdowns may have been lifted but China's luxury consumers seem hesitant to fully embrace their freedom and spend on luxury. Image credit:
Herms
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There have been conflicting reports about China's luxury prospects in recent weeks. Either they were heralding a
major correction for spending, or that demand was on its way back. In fact, both are on the cards.

Sharply-rising COVID cases from mid-March had started to negatively impact first-quarter results from the likes of
Herms, LVMH and Kering, but the lifting of strict city lockdowns means that spending appetites should return.

The full force of Beijing's tough health restrictions will hit luxury houses in the quarter ending June.
As we wait for those results to trickle in, there are signs that the market is ready for a revival.

For example, online searches for holiday and duty-free shopping destinations such as Hainan from Shanghai
surged last week, a sign of shortterm pent-up demand, as well as frustration from confined residents.

Oshore duty-free shopping in Hainan is one of three drivers that global consultancy Bain & Company identified in a
report on China luxury. The other two are digitalization and the continued repatriation of spending.

Micheal Jones, director at Beijing-based Create Consulting, told Jing Daily. "With the very recent lifting of domestic
travel restrictions for major Chinese cities there will, no doubt, be strong growth for domestic luxury travel and
tourism. Luxury river and sea cruises are setting sail, and five-star resorts are welcoming Shanghai and Beijing
residents back."

Younger shoppers with different expectations
That is not to say that luxury players can get complacent.

There have been changes during the pandemic, which mean brands who think they know their consumers probably
do not.

Recent research from Oliver Wyman shows that about half of the 5.4 million of the country's shoppers looking for
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luxury accessories and fashion only entered the market in the past 12 months.
"More significantly, they are expected to drive more than 80 percent of market growth," per the business consultancy.

The market segments in question are leather goods, ready-to-wear fashion items, accessories and fine jewelry. Of
these newbies, 40 percent are under the age of 25 i.e. Gen Z with very different preferences and behavior compared
to traditional buyers.

These shoppers are also not necessarily looking for the typical range of labels or products.

Lavinia Fasano, foresight analyst at strategic consultancy The Future Laboratory, commented: "In Shanghai, strict
COVID policies may have dampened appetites for luxury goods, but even before the most recent lockdowns, there
were signs of change. Late last year, the government announced it would be intensifying efforts to achieve its
'‘common prosperity' goals of narrowing the wealth gap.

"While such policies might stimulate luxury demand from an ascendant middle class, they are accompanied by a
drive to stigmatize overt displays of affluence," she said. "The Guochao trend that has taken hold puts renewed focus
on the nation's cultural heritage, and has created favorable conditions for homegrown luxury brands to steal market
share from Western conglomerates."

One reason perhaps, why the Jing Daily KraneShares Luxury Index is currently led by local firms Anta and Li-Ning.
Trending downwards

The index assesses the most influential company stocks affecting the Chinese luxury market and it has been on a
general downward trend since Nov. 17. Itis currently at the same level as in October 2020, a reflection of wider
worries about the economy.

The mainland's GDP slowed slightly to 1.3 percent in the first quarter versus the previous quarter's 1.5 percent, but the
nation is braced for a bigger hitin the second quarter. This has prompted ratings agency S&P to cut its annual GDP
growth forecast here to 3.3 percent, after a May revision to 4.2 percent, from 4.9 percent in March.

At marketing consultancy China i2i Group, which supports international brands in the domestic marketplace, CEO
Alexander Glos commented: "China's GDP has certainly slowed in the first half, but the real challenge for luxury and
premium sales may be more complex. Luxury shoppers tend to be more affluent HNWIs as well as the aspirational
middle class. But they are presently afraid of the overall economic situation in China. Anyone who runs a business
in China today is cautious [because] consumer spending is the first to take the hit.

"If you look deeper atsales in China, itis not really high-end products that are moving," he said. "Watches or high
jewelry have not been big sellers. These segments remain depressed. Do I need to buy a new watch this week?
Probably not."

But Mr. Glos thinks that this situation might change through the summer, as conditions improve.
Luxury's future also lies with demand in tier 2 and tier 3 cities.

"These cities have been the big story in China for luxury brands and will continue to be their savior," Mr. Glos said.
"Customers in these locations have higher disposable incomes, and economic growth is better compared to Tier 1.
This will also continue once borders reopen, as consumers from tiers 2 and 3 will lead the global resurgence."

Published with permission from Jing Daily. Adapted for clarity and style.
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