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Deep Dive:
Luxury
E-Commerce
Portals—
LVMH, Alibaba
and JD.com Take
on Net-A-Porter
and Farfetch

1) E-commerce still represents only a small share of total luxury
goods sales, but the channel is a key growth opportunity and
luxury goods companies have recognized that market share gains
and online sales will be their main growth drivers going forward.
2) We have witnessed tremendous growth among online
multibrand retailers and fashion platforms such as Yoox Net-APorter, Farfetch, Mytheresa.com and Matchesfashion.com.
Regardless of their specific business model, online pure play
luxury goods retailers have seen robust growth in sales and other
key performance indicators.
3) China’s largest e-commerce retailers, Alibaba and JD.com, are
fiercely competing to emerge as key shopping destinations in
China’s massive luxury goods market. This summer, Alibaba
announced the launch of a Luxury Pavilion, a separate portal for
luxury products, and JD.com invested $397 million in Farfetch.
4) LVMH has launched its own multibrand e-commerce site, too.
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5) The already intense competition in the space is increasing and
the market is becoming crowded with luxury goods e-commerce
sites. There is also increasing product and brand overlap in the
different online distribution channels.
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Executive Summary

E-commerce still represents only a small share of total luxury goods sales,
but the channel is a key growth opportunity and luxury goods companies
have recognized that market share gains and online sales will be their main
growth drivers going forward.
Luxury brands traditionally have been wary of third-party e-commerce sites
due to both the lack of control brands have over the selling environment,
pricing and quality on such platforms and concerns about counterfeits.
However, a number of luxury brands that were slow to embrace ecommerce have dramatically reversed course in the past year and are now
plowing ahead full steam.
We have witnessed tremendous
growth among online
multibrand retailers and
marketplaces.

We have witnessed tremendous growth among online multibrand retailers
and marketplaces such as Net-A-Porter, Farfetch, Mytheresa.com and
Matchesfashion.com. Regardless of their specific business model, online
luxury goods pure plays have seen robust growth in sales and other key
performance indicators.
China’s largest e-commerce retailers, Alibaba and JD.com, are fiercely
competing to emerge as key shopping destinations in China’s massive luxury
goods market. According to Bain & Company, Chinese consumers represent
about one-third of the global luxury goods market and they are increasingly
purchasing luxury goods in their home market rather than while traveling.
The Chinese marketplace operators have long struggled to attract luxury
brands, as their platforms have been plagued by the presence of luxury
goods counterfeits. Luxury brands have also harbored concerns that the
main marketplace portals do not adequately portray the exclusive image
that the companies depend on. The marketplaces’ mass-market image
remains an issue that needs to be overcome in order for them to attract
more luxury brands.
In August 2017, Alibaba announced the launch of a Luxury Pavilion, a
separate portal for luxury products on the Tmall marketplace site that is
viewable only by a selected group of customers who have been invited to
use the portal. In June 2017, Alibaba’s main competitor, JD.com, invested
$397 million in Farfetch, a London-based online platform operator for
luxury goods boutiques. And in May 2017, LVMH launched its own
multibrand e-commerce portal, called 24 Sèvres. The site features all 70
LVMH luxury brands as well as labels that are not owned by LVMH. The site
also features online-exclusive products, including capsule collaborations
with well-known brands such as Loewe, Chloé and Salvatore Ferragamo as
well as collaborations with some lesser-known labels.
Online luxury groups are increasingly competing with each other for
valuable customer wallet share. Apart from delivery service, we have
identified nine key challenges for luxury marketplaces and online
multibrand aggregators that also represent opportunity in terms of
differentiation: content and curation, exclusive product and customization,
hard luxury and fine jewelry categories, extremely important person (EIP)
clientele services, artificial intelligence (AI) and personalization, tapping
millennials and hidden luxers, emerging markets excluding China, brick-andmortar showroom stores, and mobile.
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The already intense competition in the space is increasing, and the market
is becoming crowded with luxury goods e-commerce sites. There is
increasing product and brand overlap in the different online distribution
channels, and competition from luxury brands’ own website stores is also
increasing. In the future, we are likely to see some luxury brands internalize
their e-commerce platforms at the expense of multibrand online pure plays.

Introduction

Online luxury sales are forecast
to total $82 billion by 2025,
constituting 18% of total luxury
sales that year, up from 8% in
2017.

E-commerce is still a relatively small part of the luxury goods market, but it
represents the fastest-growing distribution channel globally for the
category. McKinsey & Company forecasts that online luxury sales will total
$82 billion by 2025, constituting 18% of total luxury sales that year, up from
8% in 2017. Bain forecasts that the figure could be as high as 25% by 2025.
According to Farfetch founder and CEO José Neves, around 90% of luxury
goods are still sold in brick-and-mortar stores, but he believes that online
sales will eventually account for 25%–35% of total luxury goods sales.

Source: iStockphoto

The Boston Consulting Group (BCG) forecasts that global luxury goods sales
will grow at just 2%–3% annually through 2020, implying that a large
portion of sector growth will come from the online channel. A number of
luxury brands have been slow to embrace e-commerce, but have
dramatically changed course in the past year and are now plowing ahead
full steam, as they have realized that sales growth in the overall luxury
goods sector will mainly be achieved through market share gains and online
sales.
In this report, we examine the continued rapid growth of online luxury
goods marketplaces and retailers. These sites act as aggregating platforms,
allowing shoppers to browse hundreds of styles from a variety of brands
and third-party stores. We examine online luxury goods retailers and
marketplaces such as Net-A-Porter (and its parent company Yoox Net-APorter), Farfetch, Matchesfashion.com, Moda Operandi and Secoo.
We also analyze the recent entrance of Chinese online marketplaces into
the luxury goods space. The two Chinese e-commerce giants, Alibaba and
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JD.com, are competing to emerge as dominant luxury goods shopping
destinations in the massive Chinese luxury goods market.
Finally, we discuss the competitive industry dynamics and identify nine key
factors that represent both challenges and differentiating opportunities for
the marketplaces and multibrand aggregators:

1. Content and Curation
2. Exclusive Product and Customization
3. Hard Luxury and Fine Jewelry Categories
4. Extremely Important Person (EIP) Clientele Services

5. Artificial Intelligence (AI) and Personalization
6. Tapping Millennials and Hidden Luxers
7. Emerging Markets Excluding China
8. Brick-and-Mortar Showroom Stores
9. Mobile

Luxury Online Pure Plays’ Sales Are on Fire

We have witnessed tremendous growth among online multibrand retailers
and fashion platforms such as Net-A-Porter, Farfetch, Matchesfashion.com
and Secoo. Regardless of their specific business model, online pure play
luxury goods retailers have seen robust growth in sales and other key
performance indicators:
Online luxury pioneer Yoox NetA-Porter reported that sales
passed $1.19 billion in the first
half of 2017, its most recent
reporting period, marking a halfyear record.

• Online luxury pioneer Yoox Net-A-Porter which operates platforms
Net-A-Porter, Mr Porter, Yoox and The Outnet, reported that sales
passed $1.19 billion (€1 billion) in the first half of 2017, its most
recent reporting period, marking record half-year sales. Revenues
during the period increased by 15.3% year over year. The company’s
user numbers increased by 15% year over year, to 394.1 million, in
the first half, and orders increased by 15.4%, to 4.5 million. Analysts
have a bullish sales outlook for the company for the next few years,
as illustrated below.
Figure 1. Yoox Net-A-Porter: Consensus Revenue Growth Estimates (%)
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• Farfetch launched in October 2008 with 25 partner boutiques, and
the company currently works with 700 boutiques. Farfetch’s gross
sales increased by 60% year over year, to $800 million, in 2016. The
company had previously been rumored to be exploring a $5 billion
IPO listing in New York.
• London-based online luxury goods retailer Matchesfashion.com
reported that its online sales increased by 61% year over year, to
$277 million (£204 million), in its fiscal year ended January 31, 2017.
The company reported that revenues could exceed $407 million
(£300 million) in fiscal year 2017, which would represent 50% yearover-year growth. On September 1, 2017, it was announced that
private equity firm Apax Partners had acquired a majority stake in
Matchesfashion.com following a bidding battle among multiple
private equity firms. The deal valuation agreed to was reported to be
$1,086 million (£800 million) following the bidding war, up from
$883 million (£650 million) previously. The deal is expected to be
completed by the end of 2017.
• Chinese luxury e-commerce company Secoo reported a 49% yearover-year increase in revenue, to $391 million, in 2016. Secoo offers
more than 3,000 international and domestic brands and is the
exclusive online retailer in China for Tod’s, Versace and Salvatore
Ferragamo. Secoo had 15.1 million registered users as of June 30,
2017, and filed IPO documents in the US on August 25, planning to
raise up to $100 million.

Everyone Is Getting into the Game

Chinese consumers are
increasingly embracing online
commerce, and approximately
50% of luxury goods sales in
China will be made online by
2020.

China’s largest e-commerce retailers, Alibaba and JD.com, are fiercely
competing to emerge as key shopping destinations in China’s massive luxury
goods market. According to Bain, Chinese consumers represent about onethird of the global luxury goods market, and they are increasingly
purchasing luxury goods in their home market rather than while traveling.
Chinese consumers are also increasingly embracing online commerce, and
KPMG estimates that approximately 50% of luxury goods sales in China will
be made online by 2020. Furthermore, the Chinese online marketplaces
have huge levels of customer traffic that can be leveraged by luxury goods
companies.

Source: iStockphoto
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Luxury goods sales represent a lucrative and relatively untapped
opportunity for the marketplaces. According to market research firm L2,
nearly 100% of international consumer goods brands have an official
presence on Tmall and 98% have a presence on JD.com. But only 24% of
luxury goods brands have a presence on Tmall and only 10% have a
presence on JD.com. Furthermore, Yoox Net-A-Porter management stated
on the company’s first-half 2017 earnings call that the Asia-Pacific region is
maintaining strong momentum and that China represents one of the
company’s fastest-growing regions.
The Chinese marketplace operators have long struggled to attract luxury
brands, as their platforms have been plagued by the presence of luxury
goods counterfeits. Luxury brands have also harbored concerns that the
main marketplace portals do not adequately portray the exclusive image
that the companies depend on. The marketplaces’ mass-market image
remains an issue that needs to be overcome in order for them to attract
more luxury brands.
Alibaba
Alibaba serves more than half a billion Chinese customers.
• In August 2017, Alibaba announced the launch of a Luxury Pavilion, a
separate portal for luxury products on the Tmall marketplace site
that will be viewable only by a selected group of invited customers.
These customers will be either exceedingly affluent or members of a
Tmall club consisting of the highest-spending online shoppers. The
site will feature apparel, footwear and accessories brands such as
Burberry and Hugo Boss and is due to launch by the end of 2017.

Source: Alizila.com

• Alibaba is also staging events, such as see-now, buy-now fashion
shows, to promote its new retail strategy of featuring luxury brands
on its website.
• LVMH-owned Spanish brand Loewe announced in August 2017 that it
will hold a flash sale of one of its iconic handbags on Alibaba’s Tmall
platform, marking the luxury conglomerate’s first foray into China’s
e-commerce market.
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• Alibaba invested more than $100 million in the luxury fashion private
sales company Mei.com in July 2015 and the partnership included
the development of a luxury platform. Part of the Mei.com team
worked with Alibaba on the launch of the latter’s Luxury Pavilion.
• There were even rumors in June 2017 that Alibaba was considering
taking an investment stake in luxury fashion e-tailer Yoox Net-APorter.
JD.com
In July 2017, Alibaba’s main competitor, JD.com, invested $397 million in
Farfetch, a London-based online platform operator of luxury goods
boutiques, and launched a high-end delivery service for Farfetch products.

Source: Farfetch.com

Farfetch is an aggregator that has been described as the Deliveroo of luxury
goods, linking more than 700 exclusive boutiques and 200 brands in 40
countries. The company provides delivery services and takes care of
customs and duties. Farfetch was founded in 2008 in order to create an
online marketplace for independent luxury boutiques. It also operates a
division called Black & White, which enables third-party brands and
monobrand designer stores to create their own e-tail sites using Farfetch’s
platform and expertise. The platform currently provides eight client brands
with tools that include international payments and logistics, as well as with
omnichannel services such as click-and-collect and return in-store.
Farfetch generated $800 million of gross merchandise value in 2016,
according to news website The Business of Fashion. The partnership with
JD.com enables Farfetch to access JD’s logistics network in China:
About 270 million Chinese
customers shop on JD.com and
900 million use the instant
messaging and shopping service
of WeChat.

• Prior to the investment by JD.com, Farfetch derived 10% of its sales
from China, but the company needed a local partner to continue
growing in the market. About 270 million Chinese customers shop on
JD.com and 900 million use the instant messaging and shopping
service of WeChat, which is owned by JD.com’s majority shareholder,
Tencent.
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• Through the partnership, the Kering-owned Saint Laurent label will
integrate collections from its Chinese stores on the Farfetch platform
and will become the first luxury label to offer 90-minute delivery in
China as of October 2017.

In May, LVMH launched its own
multibrand e-commerce portal,
24 Sèvres, which features all 70
LVMH luxury brands as well as
labels owned by other brands.

LVMH
In May 2017, luxury goods giant LVMH launched its own multibrand ecommerce portal, which is called 24 Sèvres. The site offers all 70 LVMH
luxury brands as well as labels that are not owned by LVMH. 24 Sèvres
features online-exclusive product, including capsule collaborations with
well-known brands such as Loewe, Chloé and Salvatore Ferragamo as well
as collaborations with some lesser-known labels. The site will collaborate
with LVMH-owned portfolio brands several times a year to feature exclusive
product.

Source: 24sevres.com

Multibrand Online Luxury Retailers’ Next Challenges

Online luxury groups are increasingly competing with each other—not just
with offline players—for valuable customer wallet share. Apart from
delivery service, we have identified nine key challenges for luxury
marketplaces and online multibrand aggregators that also represent
opportunity in terms of differentiation:
1. Content and Curation
Luxury customers are seeking unique products, and e-commerce sites are
trying to differentiate themselves from competitors by offering curated
merchandise and a magazine-style editorial point of view.
• Aggregators are increasingly featuring curated and edited product
content, with the best pieces handpicked from brand collections and
design houses.
• Many platforms feature strong content such as style
recommendations and the advice that consumers are seeking online.
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The online channel enables new avenues of storytelling and digital
media campaigns using video and microfilm, which represent an
evolution from static text and photo-driven editorial content.
• In June 2017, Condé Nast closed down Style.com and Farfetch
acquired the Style.com trademark, inventory and customer
database. This will likely result in GQ and Vogue sending shoppers to
Farfetch via direct links from their websites in the future.
• Matchesfashion.com is planning to expand its photography, video
and editorial teams into a new creative hub in East London, where
they will explore new ways of presenting product online and increase
the amount of product uploaded to the site weekly.

Source: Matchesfashion.com

2. Exclusive Product and Customization
Marketplaces and aggregators will need to offer exclusive product to
differentiate their propositions from those of their competitors.
• In early 2016, Farfetch formed an exclusive partnership with Gucci,
enabling 90-minute delivery in 10 cities worldwide.
• Yoox Net-A-Porter has launched exclusive jewelry and watch
collections with Cartier and Montblanc. Richemont launched its
Panthère de Cartier watch range exclusively on the Net-A-Porter
platform.
• To commemorate Chinese Valentine’s Day in August 2017, LVMHowned Loewe designed an exclusive version of a popular bag for
China’s online shoppers. The bag was launched on Alibaba’s Tmall
platform.
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• TrueFacet, an online marketplace for preowned luxury watches and
jewelry, is expanding into full-price merchandise. The company
stated that it is planning to add new brands as well as limited-edition
products.
• Matchesfashion.com offers exclusive designer capsule collections as
well as its own private label, Raey.
• 24 Sèvres features online-exclusive product, including capsule
collaborations with well-known brands such as Loewe, Chloé and
Salvatore Ferragamo as well as collaborations with some lesserknown labels. The site will also collaborate with LVMH-owned
portfolio brands several times a year to feature exclusive product.
• Moda Operandi’s strategy is to focus on exclusive product and a
narrow band of brands. The company features exclusive designer
capsule collections, including Christian Louboutin shoes, which
customers can even have embroidered with their own names. The
platform is also working with Prada on an exclusive shoe and
handbag capsule collection.
3. Hard Luxury and Fine Jewelry Categories
Even the luxury watch and fine prestige jewelry brands have started to
move online. Initially, many of these brands harbored concerns that their
typical customer would not be willing to purchase very high-value goods
online, but that has not appeared to be the case.

Source: iStockphoto

• Alibaba’s luxury platform offers high-end watches, and Tag Heuer
launched on Alibaba’s Tmall platform in February 2017.
Yoox Net-A-Porter is targeting
$136 million in hard luxury
category sales in 2020.

• Yoox Net-A-Porter is expanding its product range into hard luxury
and has launched new partnerships with Buccellatti and Piaget.
Chanel has sold a jewelry range through a pop-up store on Net-APorter. The company is targeting $136 million (€100 million) in hard
luxury category sales in 2020.
• Moda Operandi introduced a “salon” on its website for fine jewelry.
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• As mentioned above, TrueFacet is expanding to sell full-price
merchandise in response to customer demand. Product prices on the
site range from $1,000 up to $250,000, and 16 brands are offered,
including Fabergé and Fendi. According to the company’s CEO,
consignment data indicate that in five years, more than 65% of
jewelry and watch purchases will be made online.

About 40% of Yoox Net-APorter’s higher-margin, inseason business sales are
derived from just 2% of the
company’s highest-spending
customers.

4. Extremely Important Person (EIP) Clientele Services
Marketplaces and aggregators are increasingly devising strategies to cater
to an exclusive group of the highest-spending customers. The services are
by invitation only for “extremely important persons” (EIPs). About 40% of
Yoox Net-A-Porter’s higher-margin, in-season business sales are derived
from just 2% of the company EIP customers.
• JD.com has launched a “white glove” delivery service, whereby
purchases are home delivered by a white-gloved delivery staff
dressed in black suits with dark gray ties.

Source: Youtube

• Alibaba’s Luxury Pavilion is available by invitation only to the
company’s EIP customers, based on purchase history. The group will
have exclusive access to limited-edition and customized items, and
the biggest spenders will receive special promotions. The portal will
also offer a customized shopping experience, product
recommendations, exclusive VIP awards and individualized customer
service.
• Net-A-Porter launched a same-day delivery service in September
2017 for top customers in London that allows the customers to try
on orders at their home or office while the delivery vehicle waits
outside. The company also provides a service through which personal
shoppers visit customers’ homes. Product and outfit
recommendations are exchanged in person or through WhatsApp or
WeChat.
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• Matchesfashion.com operates an elite customer service that includes
invitations to special events and private sales, which often take place
in its private London townhouse.
5. Artificial Intelligence (AI) and Personalization
Marketplaces and aggregators operate big-data operations that allow them
to gather and analyze detailed customer purchasing data and use predictive
analytics to tailor branding messages and product and styling
recommendations. They also use the data for product creation. As ecommerce gains further share of sales and companies collect more
customer data, the next stage is the incorporation of machine-learning and
AI technologies. Luxury marketplaces focus on personalization, offering
customers content based on their purchasing and browsing history and
even nearby weather patterns.

Source: iStockphoto

• Farfetch’s technology tracks what items boutiques in its network are
selling both online and in stores. The company is also working on
bringing AI, personalization and real-time product suggestions to the
websites it operates for third-party luxury brands.
• Alibaba uses machine learning to provide customers who are likely to
make a luxury goods purchase with exclusive access to its special
luxury platform. Alibaba is also working on virtual-reality (VR) fashion
shows and developing a mobile payments VR infrastructure that will
enable customers to purchase items by simply nodding their head.
• Matchesfashion.com has been investing heavily in technology and
now uses algorithms to collect and analyze customer behavior data,
enabling the company to refine product suggestions.
• Yoox Net-A-Porter employs 1,000 digital innovators in the UK and
Italy and will add hundreds more tech jobs in the near future. The
company operates a new tech hub in London that focuses on mobile
technology and AI innovations in the luxury space. According to the
company, algorithms will act as virtual shopping assistants in the
future.
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6. Tapping Millennials and Hidden Luxers
Luxury brands and marketplaces are seeking to drive business-model
innovation by introducing new technologies to connect with millennials and
more diverse consumers, referred to as “hidden luxers.” Luxury brands and
aggregators are finally recognizing that millennials and hidden luxers
represent one of the few growth areas left for luxury goods and, therefore,
a significant opportunity.
• Today’s new luxury buyers, the hidden luxers, are increasingly
diverse in terms of household income, race, ethnicity and age,
resulting in a consumer base that is less affluent, less white and
younger than in the past, according to consumer research and insight
provider CEB Iconoculture.
• A January 2017 luxury consumer study from CEB Iconoculture found
that 28% of hidden luxers fall into a lower-middle-income bracket
and that 49% of them are African-American, Asian, Latino and/or
LGBT. The study also found that these consumers are, on average, six
years younger than the average “visible luxer.”
By 2025, US millennials and Gen
Zers will represent 45% of luxury
spending, up from 27% in 2016.

• By 2025, US millennials and Gen Zers will represent 45% of luxury
spending, up from 27% in 2016, according to Bain. (Bain defines
millennials as those born between 1980 and 1995.)
• More than 65% of Chinese luxury buyers have purchased luxury
goods online—and millennials are particularly comfortable buying
such goods online—according to China’s largest online luxury
retailer, Mei.com.

Source: Mei.com

• TrueFacet, an online marketplace for preowned luxury watches and
jewelry, reported that many of its buyers are millennials and that
consumers under age 30 account for 28% of its site traffic.
• Fashion brand Brunello Cucinelli stated on its most recent earnings
call (for the first half of 2017) that part of the company’s sales
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growth could be attributed to purchases made by “young new
customers,” who are playing an increasingly important role in the
company’s success.
• Recent collaborations between luxury brands and high-end
streetwear labels, such the one between Louis Vuitton and Supreme,
are a testament to luxury brands’ efforts to appeal to millennials and
hidden luxers.
Luxury goods companies are now focusing their business models to tap
younger and more diverse customers through digital campaigns,
celebrity endorsements, blogs, online influencers and social media
platforms such as Instagram. However, full-price marketplaces are
competing with luxury resellers such as Poshmark, Vestiaire Collective,
The RealReal and Secoo as well as with other secondhand platforms
and consignment and rental sites. Another challenge is that millennials
tend to prefer spending more on experiences over material
possessions, which makes it difficult for the luxury goods industry to
attract them.
In response to the market environment, luxury goods companies are
seeking to add digitally savvy, upper-level managers to their teams to
lead the shift toward more e-commerce-focused operations. These
leaders will also be charged with overseeing the development of
product, social media and digital marketing strategies that successfully
engage with younger consumers and hidden luxers.
7. Emerging Markets Excluding China
In many very populous emerging markets, retail store distribution is limited,
so e-commerce operations in these regions enable much greater consumer
access to luxury products. The majority of luxury marketplaces and
aggregators ship goods to most countries around the globe. Some Western
luxury players are becoming acutely aware of the importance of providing
last-mile delivery outside their traditional home markets.

Source: iStockphoto
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Yoox Net-A-Porter operates
seven distribution centers
globally, serving more than 180
countries with same-day or nextday delivery service.

• Yoox Net-A-Porter operates seven distribution centers globally,
serving more than 180 countries with same-day or next-day delivery
service.
• Matchesfashion.com ships to 176 countries.
• As marketplaces such as Amazon continue to push into lessdeveloped online markets, online adoption and familiarity with ecommerce in those countries will increase.
• A challenge for e-commerce platforms in emerging markets such as
India, Africa and the Middle East is last-mile delivery. At times, it can
take up to several weeks for a parcel to arrive at a customer’s home
after the customer makes a purchase from a luxury e-tailer. Some
emerging markets present delivery challenges such as poor signage,
missing zip codes, and lack of street names and numbers. These
issues can be addressed through technological tools such as realtime geolocators.
8. Brick-and-Mortar Showroom Stores
In addition to online platforms, some players see the benefit of operating
brick-and-mortar stores to promote their businesses and attract a greater
client base.
• Yoox Net-A-Porter unveiled a new, 70,000-square-foot store in
London that incorporates mobile, AI, big data and image recognition
technologies.
• In 2016, Farfetch acquired brick-and-mortar retailer Browns, and the
company has since launched a “store of the future” in London that
uses sophisticated technology.
• Matchesfashion.com was initially established as a physical store in
London in 1987. The company launched its online presence in 2007
and currently also operates three physical stores as well as a private
townhouse in London.
• Moda Operandi operates physical showrooms in London and New
York.
9. Mobile
The mobile channel now represents a significant portion of sales for
marketplaces and aggregators, and that share is likely to increase even
further.

Mobile sales exceeded 50% of
total sales for Yoox Net-A-Porter
for the first time in July 2017.
The company’s mobile
customers place more than
double the number of orders as
desktop users, and mobile orders
are about twice as valuable, on
average.

• In July 2017, Yoox Net-A-Porter
group sales from mobile
exceeded 50% of total sales for
the first time ever. The
company’s mobile customers
place more than double the
number of orders as desktop
users, and mobile orders are
about twice as valuable, on
average.
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• Yoox Net-A-Porter was one of the first companies to use WhatsApp
to sell directly to customers. In China, the Tencent-owned WeChat
app has more than 900 million users, many of whom have linked
their bank accounts to the service.
• Burberry, Cartier, Longchamp and IWC already sell products on
WeChat, and Givenchy and Dior are testing product demand through
flash sales on WeChat.
• Moda Operandi will relaunch its mobile app at the end of 2019.

What Does the Future Hold?

Brand and Product Overlap
Luxury retailers were slow to expand
into e-commerce, but they are now
vying for share of the fast-growing
online market. Sales growth in the
luxury goods sector will mainly be
achieved through market share gains,
as past revenue drivers—such as store
expansion, price increases and new
developing-market penetration—now
present only limited opportunity.
However, competition is increasing,
and the market is becoming crowded
with luxury goods e-commerce sites.
There is also increasing product and
brand overlap in the different online
distribution channels. For example,
LVMH’s newly launched multibrand e- Source: iStockphoto
commerce portal, 24 Sèvres, features
all 70 of its own brands as well as labels that it does not own, and it
competes directly with Net-A-Porter, Matchesfashion.com and Farfetch.
Competition from luxury brands’ own websites is also increasing. We are
likely to see some luxury brands internalize their e-commerce platforms in
the future at the expense of multibrand online pure plays.
• In July, Louis Vuitton joined Gucci and Burberry in launching a
monobrand e-commerce site in China.
• Alibaba’s Luxury Pavilion platform features LVMH-owned brands
Guerlain and Zenith, labels that already had flagship stores on Tmall.
• Bally opened its Chinese e-commerce platform this past summer.
• On Brunello Cucinelli’s latest earnings call, management stated that
the company is striving to safeguard its brand from “massification”
through online exposure, even if it means giving up revenues. The
company has moved its online platform operations in-house after
having previously partnered with Net-A-Porter.
• Hermès is launching its new website in the US in October 2017. The
US represents the brand’s largest online market.
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In the future, luxury brands could choose to limit their partnerships to one
or a few marketplace operators or online distribution formats. However,
marketplaces and aggregators are mainly taking share from brick-andmortar stores, especially US department stores, as continues to be evident
from the department stores’ declining operating and financial results. Yoox
Net-A-Porter, Farfetch and Matchesfashion.com all reported that the US
was their largest market by sales.
There is also a question of achieving profitability and maintaining growth
while enduring losses or thin profit margins:
• Farfetch is not yet profitable.
For its fiscal year ended January
31, 2017, Matchesfashion.com
posted an EBITDA of only $26
million, representing a low
EBITDA margin of 9.3%.

• For its fiscal year ended January 31, 2017, Matchesfashion.com
posted an EBITDA of only $26 million (£19 million), representing a
low EBITDA margin of 9.3%.
• After struggling to generate sales and investment financing, UKbased online luxury retailer Avenue 32 ceased operating in August
2017. The company faced steep competition, and customer
acquisition for online retailers and marketplaces is expensive.
Avenue 32 offered more than 150 brands and also offered designers
and brands a platform to create their own virtual shops.
• Chinese luxury e-commerce company Secoo just reached profitability
of $7.8 million in the first half of 2017 (ended June 30), on sales of
$391 million.
Amazon as a Marketplace for Luxury Goods?
So far, the luxury category has been untouched by Amazon, but the giant
may strive to enter the luxury goods market in the future. In the past, luxury
goods retailers have been quick to dismiss Amazon as a wholesale partner
due to discounting and counterfeiting concerns. LVMH management has
stated that the company does not believe the business of Amazon fits with
LVMH and its brands. However, Amazon could try to follow in Alibaba’s and
JD.com’s footsteps.
• Amazon is already the largest apparel retailer in the US.
• The company is already trying to target the higher-end, aspirational
goods arena. For example, it plans to sell products from beauty
company Violet Grey through its online platform.
• Amazon could also start acquiring luxury goods companies, as it
certainly has the financial means and ambition to do so.
• In time, Amazon may figure out how to make its offering work with
the luxury business.
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Key Takeaways
• The luxury sector was slow to expand into e-commerce, but now
players are vying for a share of the fast-growing online luxury goods
market.
• Investment in the online channel from marketplaces, aggregators
and luxury brands will likely increase, reflecting the market growth
opportunity represented by e-commerce.
• There is heated competition between China’s two e-commerce
giants, Alibaba and JD.com, to gain a foothold in the Chinese online
luxury goods market.
• Marketplaces and aggregators will continue to flourish, offering
consumers incredible choice and convenience, and they will continue
to take share from US department stores.

Deborah Weinswig, Managing Director, FGRT
deborahweinswig@fung1937.com US: 917.655.6790 HK: 852.6119.1779 CN: 86.186.1420.3016
Copyright © 2017 The Fung Group. All rights reserved.

19

October 9, 2017

Deborah Weinswig, CPA

Managing Director
FGRT
New York: 917.655.6790
Hong Kong: 852.6119.1779
China: 86.186.1420.3016
deborahweinswig@fung1937.com
Eva Kubicka
Senior Research Associate

Hong Kong:
2nd Floor, Hong Kong Spinners Industrial Building Phase 1&2
800 Cheung Sha Wan Road, Kowloon
Hong Kong
Tel: 852 2300 4406
London:
242-246 Marylebone Road
London, NW1 6JQ
United Kingdom
Tel: 44 (0)20 7616 8988
New York:
1359 Broadway, 18th Floor
New York, NY 10018
Tel: 646 839 7017
FungGlobalRetailTech.com

Deborah Weinswig, Managing Director, FGRT
deborahweinswig@fung1937.com US: 917.655.6790 HK: 852.6119.1779 CN: 86.186.1420.3016
Copyright © 2017 The Fung Group. All rights reserved.

20

