
Business at its best

LEGAL AND PRIVACY

Parl iament's say on Brexit is welcome newsPar l iament's say on Brexit is welcome news
for  Br i tish luxuryfor  Br i tish luxury
November 14, 2016

Leave.EU played a key role in the British public's  his toric vote on June 23, 2016 to leave the European Union. Image courtesy of Leave. EU

 
By James Gurling

A High Court ruling earlier this month in London meant that the British Parliament, and not the executive function of
government, will commence the United Kingdom's withdrawal from the European Union.

Viewed as controversial by some, it will at least ensure a more public debate. And it is  this prospect that could
provide just the opportunity that the luxury good sector needs to make its case.

Sterling reasons
Valued at $40.4 billion, the luxury goods sector is a significant player in the U.K.'s economy and is an important
indicator of the country's international attractiveness.

According to Bain & Company's Global Luxury Report 2015, London is one of the top three world cities for luxury
goods sales, alone accounting for $14 billion of luxury goods sales in 2015.

In the context of a global luxury goods market that posted solid growth last year generating revenue of more than
$1.1 trillion it is  a critical moment for the sector in the U.K.

Having a voice and being understood could be crucial as, given its strong international focus, the stakes are perhaps
higher than for other parts of the economy.

Growth in mature markets such as the U.K. is increasingly dependent on spending by tourists, with Europe the top
destination for Chinese consumers of luxury goods last year.

Indeed, tourists from elsewhere in the world now account for a majority of personal luxury goods spending in
Europe. If London loses its allure, the U.K. luxury sector could suffer sooner and harder than others.

But it has not thus far happened. And the reason is the declining value of the pound sterling falling by more than 15
percent against the Chinese yuan and 18 percent against the U.S. dollar since the Brexit vote on June 23.

A recent Deloitte report found that the U.K. has become the most affordable luxury market in the world: a "Speedy 30"
Louis Vuitton handbag bought in London reportedly costs $802, but retailed for $970 in New York.
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Louis Vuitton handbag bought in London reportedly costs $802, but retailed for $970 in New York.

The strong reliance of the U.K. luxury market on foreign consumers may therefore dampen any immediate decline
in domestic consumption resulting from the pound's recent falls.

But a cheaper currency may not all be good news for the sector, particularly if increased costs for brands with global
supply chains pass increased costs on to consumers.

The posture that the government adopts in its exit negotiations with the E.U. will have a long-lasting effect on the
sector.

Britain's  High Court ruled Nov. 3 that Parliament mus t vote on whether the United Kingdom can s tart the process  to leave the European Union.
What it means  is  that the government on its  own cannot trigger Article 50 of the Lisbon Treaty commencing formal exit negotiations  with the E.U.,
further infuriating Leave campaigners . Image of the House of Commons  courtesy of Leave.EU

Engine of economy
A tariff-free access to the single market will need to be a priority, particularly given that Britain's luxury products are
strongly export-oriented, with 78 percent of production, in value terms, destined for overseas markets.

The imposition of tariffs could inflict significant economic harm on the U.K. fashion industry, whose exports to the
E.U. are currently worth $7.3 billion. Dependent on raw materials sourced abroad, the sector has particularly strong
E.U. links where many of fashions' top brands are based.

Meanwhile, the luxury car sector has already expressed worries over facing the E.U.'s 10 percent external tariff on
car imports if a preferential trade deal with the U.K. is not agreed.

The wider U.K. automotive sector recorded record turnover and growth of 7.3 percent in 2015, with 80 percent of the
1.7 million cars rolling off production lines destined abroad.

But it was the value of motor manufacturing, not the luxury aspect of it, that prompted the British government to make
its alleged sweetheart deal with Japanese automaker Nissan. It points strongly at an opportunity for those luxury
brands providing high-skilled employment and training outside the south of England.

But restrictions on the flow of people as much as goods should give the luxury sector most cause for concern.

With government positioning suggesting that control on migration from the E.U. is non-negotiable, the flow of
workers to the U.K. could be severely restricted.

While pressure to reduce low-skilled labour is the government's key priority, securing a more liberal regime for high-
skilled workers and students at the U.K.'s world-beating fashion colleges, for example, offers greater hope,
particularly if the U.K. remains committed to being open for business.

RECENT HEADLINES trumpeting record sales and an influx of wealthy consumers from overseas may suggest a
luxury sector in great health.

Leaving the E.U. poses significant challenges for the luxury sector that will need to be addressed if it is  to maintain
its success in this growing global market.

The challenge is to ensure that those negotiating the deal appreciate the potential consequences and act
accordingly. Taking their eye off the ball is  not a luxury that legislators can afford.
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