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Key trends observed in 2013

Lackluster year for mainland China luxury market; further slow down in 2013,
overall year-on-year growth expected to be ~2%06 (vs. 7% in 2012)
-Strong variations by category, with watches and men’s wear more severely impacted

-Like-For-Like (LFL) store sales & traffic down for most brands; brands more conservative
In new store openings, focusing on renovation projects and strengthening footprint

eMany of the 2012 trends amplified in 2013
-Overseas purchasing continues to grow, mainland Chinese spending 67%b6 outside China
-Chinese continue to be #1 nationality buying luxury worldwide: 29%b6 of global luxury spend
-Gifting still relevant in China market, however business gifting lower especially in tier 1 cities
-Concentration of top 5 brands in each category, representing ~50% of category value

-Consumers gaining sophistication and perfectly informed, moving from “In the Show” to
“In the Know”

-Some brands spend up to 20%26—25%0 on digital of total marketing and plan to grow

eNeW/ Emerging trends changing market landscape

-Women oriented categories and fashion lines show strong momentum despite overall market
slow down; market evolving from male-dominated categories to female, like in Europe

-Polarization of consumer attitude towards both high-end and accessible luxury segments

-Parallel market fast growing, partly undermining brand equity, and representing 5%—~25%
of brands’ revenues

QOutlook for 2014

-Macro environment expected to remain similar (growth, exchange rates, etc); government
policy on frugality and anti-gifting expected to continue

-Most brands plan for similar growth in 2014 as in 2013 for the sector
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q_uxury market in mainland China further slowed
down in 2013

2013 Mainland China luxury
market by category (RMB,B) CAGR KEY HIGHLIGHTS
0-11)  @1-12) { (12-13F) e Chinese luxury market expected to
100%- RMB116B 30% 7% ~2% grow at —2%b only, even slower
a6 1% W than 2012

% o1s%  10% - - -
~—OMEN S wear 35% oY% 0% - Anti-corruption and frugality
20%  10% 8% : :
campaign had large impact on

807 20% o% o% “gifting luxury”; watches and
30% 12% 1% men’s wear mostly impacted
- The higher the price for watches, the
60+ 20% 10% 50 higher the decline
e Shoes and women'’s apparel

showed strong momentum although
40+ Watches 40% 5% 11% growing from smaller bases
e Cosmetics growth slowed down but

still healthy, driven by relatively

20- inelastic demand

Cosmetics, Perfume
and Personal care

22% 15% 10%

China iuxury
market

Note: Only premium cosmetics are considered luxury goods in the “Cosmetics” category
Source: Expert interviews; Literature search; Bain analysis
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0Anti—gifting and frugality campaigns in China while
spending Increasing overseas

Luxury brand stores in China suffered While Chinese consumers continue to
from traffic decline travel and spend big tickets overseas

Hangzhou Tower used to be crowded during
holidays but situation is different this year

= Department stores and shopping malls
suffered from lower traffic esp. during
holiday seasons due to anti-corruption
and frugality campaigns

o Several provinces asked their gov’t officials
to return the gift cards they had received

o0 Gov’t sent people to shopping malls and
department stores at the cashier to check
for gift card consumption during Moon
Festival and National Day holidays in 2013

Chinese shoppers in UK department stores during
National Day holiday

“Wealthier Chinese continue to shop
tremendously during their overseas travels,
with luxury goods (esp. handbags, shoes,
watches and accessories) on top of their
shopping list.”

Catherine Ostler, Daily Mail

Note: 2013 outbound travels increased 14% vs. 2012

(11% increase to HK/Macau; 23% increase to US
and major European countries)

Source: Expert interviews; Literature search
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Store openings conservative in 2013 for most brands,
more focusing on renovation or upgrade projects

Store Count of Select Luxury Brands by Nov. 2013

 New stores opened for
select brands

KEY DRIVERS

1501 _2011: ~150 ] Opened in 2013 (by
132 134 -2012: ~160 end of Nov.) = New store openings
1 -2013 (by end of Nov): B opened in 2012 -
. 100 _ noticeably slowed
I D Opened in 2011 down in 2013
— 106 .
Opened in 2010 and
100- ] = I e - Most brands are
conservative about
5 future expansion and
I 69 focusing more on store
= 2 58 gg renovation, relocation
] -
50 L] . — and operational
iImprovement
e Some brands continued
to expand fast in 2013,
— like Coach, Prada and
0 » , Bottega Veneta
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*Cartier and Bulgari store data excludes watch counters, only include boutiques; Chanel store includes fashion boutiques only
Note: Different series in one store are counted as one (eg. Hugo Boss); Armani brand includes Giorgio Armani, Emporio Armani and Armani
Collezioni (same location regarded as one store); Underwear Zegna not included; Children’s wear and outlet stores not included for all brands
Source: Analyst reports; Brands’ official websites; Literature search; Brand interviews
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@ hinese consumers remain the No. 1 nationality In
terms of luxury spending worldwide

LUXURY GOODS MARKET BY CONSUMER NATIONALITY (1995-2013E)

Nationality Market
breakdown breakdown

RoW
Asion

3% ; p 8%0o

7%

1995 2000 2005 2010 2013E

Note: Chinese includes mainland Chinese, Hong Kong, Macau and Taiwan Chinese; Other Asian countries include South Korea, South East Asia
etc; RoW includes Middle East, Australia and Africa, etc
Source: Bain Global Luxury Report 2013

31%
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%rowing luxury spend outside of mainland China, up
to 67% of total spend in 2013

Total mainland Chinese
luxury spending (RMB B)

266 306
100%o1 - -

80+

601

2011

2012

350

Overseas

HK/
Macau/
Taiwan

2013E

CAGR CAGR

__ (11-12)(12-13F)

1 15%0

14%0

67%

12% 11%

7% 2%

PRELIMINARY

KEY HIGHLIGHTS

e Increasing growth of
overseas spending
- Continued wide price

gap due to Chinese tax
and tariff policy

- RMB continue to be
strong, with favorable
exchange rates when
buying abroad

- Continued growth of
overseas travels

- More extensive product
offering outside of
mainland China

e HK growth slows down
while Macau maintained
high growth

Source: Bain Survey of Luxury Goods Consumers in Mainland China 2013 (N=1,400); Bain analysis
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84 each luxury category, the top 5 brands still account

for —50% of sales
]

2013 China domestic luxury spend (RMB B) Total = RMB ~116B

31.8 26.7 16.4 12.5 8.1 6.7 6.1 7.8
100%
80+
60- (‘ - BVLCARI
artier ARMANI
-':'.' OACH ' "AH\ l "‘l.\l ffyﬁw'
40- LONGINEB— BUSS GUCC | BURBENRY
CHANEL OME A G U {': {'ﬁ I ' @ LOUIS YUITION Guccl
Dior G BURBERRY & * & CHANEL | I
PRAIA
204 ESTEE LAUDER ROLEX HERMES | 5
LANCOME TiE LOUIS VUITTON clwnu TURANY i, Dior HERMES
J LOUIS VUITTON
SHI/EIDO TISSOT PRADA  ErmencgildoZegnt s v TODS MoMirs  MONT®
0
Cosmetics Watches Leather goods Men's | Shoes | Accessory
wear Jewellery Women's
wear

Top 5 brands by category in alphabetical order

Note: Market value is composed of sales at retail value; “Accessories” includes stationary, scarves, sunglasses, etc; “Leather goods” includes
suitcases & handbags, and smaller items such as wallet; Armani brand includes Giorgio Armani, Emporio Armani and Armani Collezioni
Source: Experts interviews; Brand interviews; Dept store interviews; Analyst reports; Company reports and websites; Bain analysis
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qvlultiple consumer segments: Aspirants fast growing,
fashion addicts also developing

65 18 65 18
Age | | | | I
» Male & female * Mostly female - Mostly male » Male & female
e Annual income: ~RMB e Annual income: ~RMB e Annual income: >RMB e Annual income: >RMB
100-300K 150-500K 500K 800K
. = Middle class; White = White collars; House = Wealthy individuals; = Executives, rich Taitai,

Typical . : nd .

profile collars wives entrepreneurs rich 2"d generation,

* From tier 1/2/3 cities e Tier 1/2 cities; Like to * Mostly from tier 2/3/4 en'_cr.epreneurs, 90\_/"[
travel and explore new cities officials and socialites
things e Tier 1 cities; Often

travel around the world

Purchase <© Self-use = Self-use = Self-use » Self-use

occasion - Gifting - Gifting

Fashion “To stand out “Afraid to be outdated “Love logos” “Enjoy sophisticated

motto from crowd” on fashion” luxury life style”

Average

spending @ O Q ‘

N N

Group size ~50% ( ~5% ( ~30% ~15%

Note: Group size for aspirants and fashion addicts expected to grow in the next few years based on interviews ‘ Highest consumption
Source: Brand interviews; Dept store interviews; Bain Survey of Luxury Goods Consumers in Mainland China 2013 (n=1,400)
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%/Iost Chinese consumers are price sensitive and perfectly
Informed; either go overseas or to outlets for better deals

OUTSIDE CHINA OUTLETS IN CHINA
“Why do you purchase from “Have you ever purchased luxury products
HK/Macau/Taiwan or overseas?” from outlets in China?”
% of mentions . isi
. Experience % of mentions Most visited
<+—— Price —» «— Product —» < & others <«—— outletsin —»
51%
47%
401 40+
33%
2506 26%
22% 19%
i | (0]
20 20 15%
o == . 0-
Price \ More More Earlier Better Frequent Yes SH BJ BJ
gap RMB discount product new shopping travel Qingpu Yansha Scitech
exchange choices arrival experience
rate adv.
“We have —20K people traffic during workdays and
@ ~40K-50K daily during weekends.”

General manager of Yansha Outlet
~70%b of consumers mentioned price,

and —55% mentioned product offering “I like outlets since you can get a good brand at
much bigger discount!”

Consumer, Tianjin

Source: Bain Survey of Luxury Goods Consumers in Mainland China 2013 (N=1,400), Literature search, Bain analysis
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& rand preference show bigger difference in tier 1 cities

vs. 2012

“What are the 3 brands that you desire most?”

% of mentions

45% New BJ/SH ONLY
40 top 3 New
top 3
30 24% 24, New
20% 19% top 10 New
20 159, top 10
o 12% 0
‘0 11% 10% 9% 294
Chanel Hermes Prada Louis Vuitton Gucci Armani Burberry Dior Cartier Bottega
Veneta
2012 #2 #7 #9 #1 #3 #5 #14 #4 #8 #22
ranking
% of mentions
45%, 43% 41% NON BJ/SH
401
301 25% 0
247 20% 0 INew
201 18% top 10
12% 12%
101 8% 8%
0 . , , , ,
Louis Chanel Gucci Dior Hermes Armani Prada Cartier Rolex Burberry
Vuitton
2012
ranking #1 #2 #3 H7 #5 #6 #10 #8 #H4 #14

Source: Bain Survey of Luxury Goods Consumers in Mainland China 2013 (N=1,400)
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9w(ounger generation have distinctive characteristics
and needs regarding luxury

Age 25-35 Age 35-45

Overseas If FashionMobile F ———
"*a“,:?:';,;::s::ﬁ‘sewusese “USE || - Remypendng i
Persona Ityu!:aShIUanxgﬁMQFCh Gifting Comfort[]hmgsg Lu;u Llfestyle
Mobﬂe e~ (VErseas In-storeExperience s comfon
wie()FilIn 0o " @ Svomidonsicaly Shoppngo mestically
Unlque Unique Prlceﬁmque Tlgggrmmﬁlftlng ﬂStBOuaht
S_E]f‘USE L U‘fmﬂﬂiswle — h PeerHemrnran&hnn y
QIJEI|Ity aobao
Wechat
|
Inﬂ?hﬁnt Quality
Swlgﬂﬂpﬁm . | utIImjﬂﬂﬂPﬂgrsnnr.-ll Helatfaﬁ?h%mmfmﬁfﬁfﬁwm
Uverseasmn;;gjﬂm Gl || o In-store EXpriencescuy
Style []-..,rerseasL s []uahty PWEEhﬂt | | A wmaStams&Successqualg |
Vet ifring’ LUt Personalty Statiis & ouccessQuality
5”" MOb I Gifting' hnppmg Domestically meL
In Grflmg[} | I I “Conserative
Fersnr{l]ahltr: Outlet“DaiC Conservative lﬁn;;ﬂl}ﬁ;mwlow-proflle
MobileQnling™== "¢ aibou” | | e pao EXCIUSIVIEY | ifestyle
Mobile :r Utilitarianism

Source: Bain Survey of Luxury Goods Consumers in Mainland China 2013 (n=1,400); Brand interviews; Literature search; Bain analysis
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9I'here IS also a growing customer group who value culture,
heritage and craftsmanship about luxury brands

C}] L. D - “Esprit Dior”, Shanghai, Sep 2013

ristiani Jior - First time outside Paris to show in China

- Estimated over 130,000 people visited the exhibition in
2 months, extended for 10 days because of the huge

popularity
- Exhibition room of Dior handwork was most
successful
@ e “The Little Black Jacket” by Chanel, Beijing &
Shanghai, Jul 2013

- First time of this series exhibited in China, launched
both offline and online

- Display how to wear and match Chanel little black

jacket
THE

LITTLE o~

BLABK L “l spent at least half an hour taking ‘sunshine shower’

JACKETg outside and waiting in the queue to view the exhibition.”
Visitor from Shanghai

ﬂﬁ}_ e “Arceau, Le Temps Suspendu” watch exhibition,

HERMES Beijing, Nov 2013

- Emphasize creation of time suspension

- Theme of the watch and exhibition: “Time can only
stop in Hermes”

“l can only say: beautiful exhibition. I love it.”
Visitor from Beijing

Source: Literature search
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q}igital media is the most popular among consumers to
get brand information

“Where do you normally get information “Where on internet do you normally get
on luxury goods?” information on luxury goods?”

- . B R W WA A W -

2 )

% of responses % of responses
80%01 80%0-
73%
68%
601 60
45% 45%
40+ 401 37%
0, 0,
26% - 25% 24% 23% 23%
201 20-
) 13%
10% 8% 8% 9%
Internet Magazine Friends In store TV ads Email Mobile Official News Weibo Wechat Mobile BBS Video
sales /APP website website app Celebrity's sharing

blog

Source: Bain Survey of Luxury Goods Consumers in Mainland China 2013 (N=1,400), Bain analysis
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QVIore brands trying to interact with consumers and
experimenting the “know-me” channel thru digital media

PRADA HERMES
L2t Dior CHANEL '

i A A

oo

e Chanel Color Cosmetics
Classroom teaches how to

e Prada Dress Gatsby show on
make up

the official website
* Hermes silk knots app shows

» Dior Spirit Exhibition video
ways to wear scarf

series on Youku Dior district
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.
. uwwmw . ; .

= Leehom Wang has acted ad videos of - Tiffany d \ own App “Engagement

////
/////////////y//y////////// - %\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\

Coach with theme of “Modern New Yorker”, ring c_:onsultant” to promote products on
and posted on Weibo mobile channels

Source: Bain analysis; Literature search
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etonsumers gaining sophistication and starting to enjoy
fashion and style more, especially the younger people

Miranda Kerr’s mix & Match
for winter

ime luxury - 0y a9 'y » - Luxury
990’s; then

Ll

“Mix & Match is a trend.
There are many magazines,
websites and Mobile APPs
teaching you how to do a total
look with Zara clothes and
luxury bag. I also follow the
celebrities like Miranda kerr,
Olivia Palermo or Alex Chung
to learn how to dress up.”

il
n

i
RN

Luxury Addict
consumer

Source: China luxury brands executive interviews; Bain analysis
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@-emale consumers quickly emerging, driving the
growth of women’s fashion categories

Women’s segments are catching up
in China

Luxury Spending by gender

50%
2504 Il Women'<
90%

25%
.

,/
1995 2013E
European market

y
1995 2013E

Chinese market

e In mature markets, women
dominate the personal luxury
consumption

e In China, men have driven the
market growth however women’s
segments are catching up now

*Grant Thornton report in Mar 2013
Source: Bain Global Luxury Report; Literature search

Driven by increasing power and
willingness to indulge themselves

y N N 6
|_

i L
‘ .

e In China, near 70% of women
have paid work, much higher
than global average at 53%

- Chinese women also made to more
top management positions than
global average™

R

“I buy myself luxury products to make
myself happy. | work and | take care
of my family. | deserve a reward for
myself. And | can totally afford it.”

Female consumer from interview

This information is confidential and was prepared by Bain & Company solely for the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent 17 ‘ 4 )



& rands are also transitioning to cater to women’s
needs, offering more women’s fashion products

SEVERAL BRANDS STARTED TO
ENTER WOMEN'S LINES

A FEW OTHERS ARE ENHANCING
POSITION IN WOMEN’S FASHION

€To0s

First fashion show "“Sm

in Milan on Sep
20th, 2013

Will introduce
women’s wear in
China

Y,

LOUIS YUITTOM

e Upgraded stores to

allocate more space 4.

to women'’s fashion

e Increasing fashion
consultancy in
selling efforts

BOSS

HUGO BOSS

Just brought in
women’s wear
in China; to
further develop
women’s fashion
lines

CHANEL

e Chanel continues to
focus on women’s
fashion product lines
(higher prioritization
than handbags)

(CDACHJ

Newly started to
sell women’s
wear and
footwear in
China

Sefarine

e Launched jewelry line
in 2011 globally

. Introduced jewelry
series into China in
end of 2012

B

T

AT,

=

Source: Executive interviews; Literature search
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& rands are also pushing product collections into both
high-end and accessible segments HANDBAG EXAMPLE

# of models in each price range

A
""""""""""""""""""" i o)
(handbags as example e/ T=sy Lo Yo of

R models
Price
(RMB,K)
y/ e e . 33%
A :z
/ \ @ ~40
- L ~75  models models.
Z20K Il O | L
<10 <10
=70 =50 =90 ~-30 =25 3295
models models models models models
—~10K £
/models 1- models models models madels models
/4 10%
25%0
+Brand
@
katt‘S_p'ddE BURBERRY| |[PRADA| ([ GUCCI E gomeca venela| [CHANEL I)i()l’ HERMES

Sk S
Source: Literature search; Bain analysis
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Sarallel plays a significant role in mainland China
luxury market known as “DaiGou” agencies

“Have you ever purchased luxury goods “How much have you spent within
via parallel channels (‘DaiGou’)?” different ‘DaiGou’ channels in 20137?”
% of responses % of "DaiGou" spending
100%1 60%0
Decrease !
\ 53%
\
801 \
Remain
40+
60-
24%
40- 23%
20
Increase . =
50+ in the
future
0- 0 : :
“If yes, would “Have you “1f no, would Friends & Taobao  Professional
you increase bought luxury you consider relatives agencies agencies &
your spending goods via parallel from overseas websites
on parallel parallel channels in the
channels?” channels?” future?”

Source: Bain Survey of Luxury Goods Consumers in Mainland China 2013 (N=1,400), Bain analysis
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Oraobao has thousands of registered “DaiGou” agencies
for luxury brands

# of global "DaiGou" agencies on G.Taobao.com

-

G TRORAC COM o

6007 Fashion, bags &

accessories

v

<+«— Cosmetics—

4 AEERUF Y TGty 4l ,

mrpmEn ECIET T T

502

e G.Taobao.com is a
dedicated overseas
purchase agency
“DaiGou” platform within
Taobao.com system

- Usually sell at discount
compared with China full
211 price
- Taobao or G.Taobao doesn’t
148 145 really validate the
authenticity of products

432

400+
350 346

200+

102 80 * |t was established in 2007

51 4o and attracted over

31 200,000 daily visits in
0- 2012
- During a holiday in Dec

<L <ok : ‘e A -\
P\\Oﬂ’ PS\Q’Q\O $Q©$\:¢_‘?‘g x\\h\ \)\(\0‘\ Q}ﬁﬁ, _"" 11 ﬂ Cﬁb \N;Bw 2011, G.Taobao single day
B ﬁ\s“ \ov .e& oV U sales revenue was RMB
& O & 148M; the biggest ticket
was a limited edition of

. . Hermes bag sold at RMB
Note: # of agencies are sellers with label of “G.TAOBAQO”, counted by 14th Nov 2013 388.000

Source: Taobao.com; Bain analysis
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%rofessional “DaiGou” platforms and websites are also
growing quickly, a potential threat to traditional channels

I

PARALLEL MARKET
3] YMatou com TS G fed T
%ﬂ* i o JUATE W ?ﬂf o O - Professional “DaiGou” agencies offer
Gﬁ:’a\‘ gull::l “". S

direct purchasing options for Chinese
shopping from China

001dais P\ @u m‘”.’;rw. m 538 ?B - These professional players usually have many
TreEm—— Bicbary international professional buyers
== SAHT :'B - 20; p:ofessional overseas “DaiGou”
¥ websites

R U L R R e TR alle sl = Professional express firms offer shipping

services from overseas for Chinese, boosting
4 ¥ o the increase of overseas “DaiGou”

= - Offer local warehouse address and transfer the

products back to China; consumers pay for
. i

SUYTONG express shipment fee

R ) - —50 express firms compete in this segment

.'5".‘-5& & 5

& or Powerme NeXT

= Professional “DaiGou” market grows
quickly, and cosmetics is the largest

( category in that channel
- Ymatou, a medium-sized “DaiGou” website, has
Shiie O xmi achieved >RMB 100M sales in 2013
# Diliramens e There are also fashion forums (e.g.
EXPRESS THUNDER - 0
ﬂ Ciii % 3 8 EXPRESS — MoGulie, MeiLiShuo) to recommend

“DaiGou” platforms

Note: Only selected websites and platforms listed
Source: Literature search
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@ hinese consumers are both global and local,
presenting unique challenges to brands

Key

challenges
to brands

Implications

for brands
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GLOBAL
CRM

S D

Chinese consumers are
spending globally,
almost everywhere

Meanwhile they still
carry many local
characteristics and shop
locally as well

Significant regional
differences in China

aSs

Develop global CRM
to better track and
serve target
customers at different
locations

PRICING
STRATEGY

& =
Y G

e Chinese consumers are
price savvy: perfectly
informed on price gaps
across channels &
geographies

e However they’re also
willing to spend on
high ticket items for
some occasions

>

» Re-evaluate global
pricing strategy;
potentially adjust
pricing locally

INCREASING
FASHION TREND

£t e

e Diverse consumer

segments, more
sophisticated

e China luxury market is

shifting towards
fashion and style

e Market becoming more

female oriented

>

» Re-consider product

collection in China

e Increase store size &

renovation to show
breadth and depth of
collection

e Training on fashion

selling skills in stores

23



O\l these factors require well-rounded management
skillset to succeed

KEY CHALLENGES FOR MANAGEMENT SKILLS
BRANDS REQUIRED
e China market more complex e Retail/ Business
and sophisticated now, with development skills not enough
well informed consumers to drive brands’ growth in the
e Store expansion slowing down future
and not enough to drive e Need broader set of
overall growth management skills covering:
- Product (fashion categories/

e Emergence of fashion
suggesting category migration
of Chinese luxury consumers

lines)
- Merchandising management
- Inventory management

= Significant regional - Digital marketing and tailored

differences across the country messaging
- City tier difference - Training/People development
- Coastal vs. inner land difference - Customer experience/ Like-

for-like growth (conversion
selling skills)
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