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By Doug Gollan

NEW YORK Acquisition of new ultra-high-net-worth (UHNW) consumers will be key to building sales for luxury
brands as they adapt to the new normal of annual growth in the 3-5 percent range, down from 8-10 percent during the
halcyon days of the past.

The fastest-growing demographic for buying luxury is at the top of the pyramid, according to a presentation by The
Boston Consulting Group held last month for Luxury Marketing Council members held in New York.

Households with a net worth of $20 million or more are expected to increase purchases of luxury goods and
services by a whopping 80 percent by 2022.

At the same time, aspirational consumers, defined as having a net worth of less than $5 million, will only grow
buying by 4 percent per annum in that same period.

"The top of the pyramid will be the driver of luxury growth over the next five years as aspirational consumers take a
back seat and marketers come to understand there's no new China," BCG managing director Robbin Mitchell told the
audience of marketers.

Over-investment in current customers
To increase sales, brands will have to look for new super-rich clients.

Ms. Mitchell said during the past five years brands over-invested in existing customers at the expense of spending to
acquire new UHNW customers.

"After 2008, a lot of luxury retailers focused on the top of their files [of big spending customers]," Ms. Mitchell said.

That tack by luxury marketers had some reasoning behind it.

"They tried to expand share under the logic that they had behavioral history, and there was a higher ROI," said
Christine Barton, senior partner at BCG.

"They underinvested in acquiring new [UHNW] customers [allowing the newly minted super rich to] leak into
accessible luxury," she said. "You can get into a place where you are investing too much into current customers."

Ms. Barton said that "the rich are the ones who are going to be buying more, and they are going to be driving a
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Ms. Barton said that "the rich are the ones who are going to be buying more, and they are going to be driving a
disproportionate share."

At all levels of wealth, brands are faced with "demand for experiences and personalization," she said, and even
selling to the super rich, "omnichannel pathways are preferred."

Luxury spending by sector
While consumers want instant gratification such as same-day delivery, they are willing to wait for personalized
products.

The personal and experiential luxury market is currently valued at $930 billion.

Personal luxury, which includes accessories, apparel, watches and jewelry, perfume and cosmetics accounts for
$355 billion in purchases.

Experiential luxury, which covers furniture, food and wide and vacations is $574 billion.

Cars and yachts account for an additional $445 billion in spending, while technology, arts and other luxury
purchases add $321 million in spending.

In terms of personal luxury, watches and jewelry account for $141 billion in annual global spending, according to
BCG.

Accessories are $85 billion and apparel $77 billion, followed by perfume and cosmetics at $51 billion.

Luxury hotels and vacations account for $439 billion in experiential spending, with food and wine at $76 billion and
furniture at $59 billion.

While demand in emerging markets accounted for 35 percent of growth in the past decade, BCG estimates it will
only be 10 percent in the next 10 years.

Overall, the share of sales to the top of the pyramid will increase from 29 percent today to 32 percent and $402
billion across personal and experiential luxury.

AMONG THE OTHER important takeaways, six in 10 luxury purchases are now digitally influenced, and word of
mouth has supplanted traditional magazines in influencing luxury purchases, mainly through blogs, social media
and digital.

The BCG consultants said luxury marketers have to do a better job of understanding the customer journey.

For example, UHNW consumers are now more global. But many luxury brands are still structured with most
marketing done at a country level.

"They need to adapt," Ms. Mitchell said.

As marketing focus goes online, it raises a key question.

"Are you measuring the right metrics for digital? What are the KPIs?" Ms. Mitchell said. "Measuring ROI is not
particularly clear."
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