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State of Luxury Consumers




Today, I'll share 7
themes that you

will hear
throughout
the day

Increasing consumer confidence, despite tumultuous
times; and for the first time in a while, increased
spending in the US

Spend shifts toward "new status currency” of health
and wellness and experiences continues, but less so
with Gen Z

Acceleration of trading up and trading down, with
Millennials doing the most

As luxury prices outpace inflation, consumers perceive a
luxury value gap, resulting in lost sales and trading down

Key online categories approaching 50% online
penetration

In luxury and premium, digitally influenced purchases
are now most purchases

Role of purpose-driven brands evolving, less clear
with Gen Z as well as in luxury
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First, a few definitions

E 'ﬂ“"’ 8 &
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Gen Z Mlllenmals

Current ages

(years old) gl AR

1982 -

Birth years >~2002 1996

Gen Xers Boomers

36 - 51 52 - 71

1966 - 1947 -
1981 1965

Silents

72 - 84

1932 -
1946



Despite tumultuous times,
consumer sentiment
continuing to improve




Context: Global True Luxury consumers up from ~29% to ~32% of global market

2016 2023
# (M) Bn(€)" # (M) Bn(€)"
60K A Beyond money 0.4 20 0.5 40
25k [ Top majority 1.3 30 2.0 53
USD [ "
1% . Majority 4.5 93 6 141
USD Entry/emerging 11 107 14 147
USD Total True-Luxury 1 725|0223$1
2.5K / \ Top Aspirational 21 61 28 92
T

Other Aspirational

Total Luxury
Consumers'
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1. Including Experiential and Personal luxury, excluding cars and yachts

Note: rounded numbers Fondazione 4
Source: BCG Luxury Market model tltagamma
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17 million True Luxury global consumers (4% of total) today

2016 2023
# (M) Bn(€)! # (M) Bn(€)!
60K A Beyond money 0.4 0.5
25K Zi Top majority 1.3 2.0
usD [ . .
12K . Majority 4.5 6
USD Entry/emerging 11 14
USD Total True-Luxury 1 7=22 """"""""
2.5K Top Aspirational 21 28
usD

Total Luxury @ @
Consumers'

1. Including Experiential and Personal luxury, excluding cars and yachts

Note: rounded numbers Fasbrshms
Source: BCG Luxury Market model tltagamma
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True Luxury consumers 4%, account for ~29% growing to 32%, and more of the
category growth
Projected 5-year CAGR

60K A | Personal Experiential Total
25K AR i
usD [ True i
12 K . Luxury 4-5% | 7-8% 6-7%

o R

6K
usD /—\ ;
2.5K Aspirational 1-2% 5-6% ~4%

UsD §
2-3% 5-6% 4-5%

1. Excluding cars and yachts

Note: rounded numbers Fasbrshms
Source: BCG Luxury Market model 4Eagamims
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Different contributions to luxury growth by nationality: Chinese and Americans
driving the net appetite for luxury

True Luxury consumers net appetite for luxury by country

(Net appetite = people increasing spend in the future >+20% minus people decreasing spend in the future >-20%)

”%
1 1 ™ K IO

. T | Lz
Overall ' — 6 - 2SS
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1. Share of nationalities in terms of luxury market value Fondazione
Source: BCG Luxury Market model; BCG ad hoc study (12,000 luxury consumers respondents in 10 countries) 4ltagamima


http://upload.wikimedia.org/wikipedia/commons/0/09/Flag_of_South_Korea.svg
http://upload.wikimedia.org/wikipedia/commons/0/09/Flag_of_South_Korea.svg
/upload.wikimedia.org/wikipedia/commons/9/9e/Flag_of_Japan.svg
/upload.wikimedia.org/wikipedia/commons/9/9e/Flag_of_Japan.svg
http://upload.wikimedia.org/wikipedia/commons/f/f3/Flag_of_Russia.svg
http://upload.wikimedia.org/wikipedia/commons/f/f3/Flag_of_Russia.svg

Millennials and Gen Z overtaking Boomers in size and

spend; Millennials typically 20-25% of country population

Estimated US population by current generation in 2030’

US population (M)

100

82 34 83
e PraDvE 75

50 -

0 _
2015 2030 2015 2030 2015 2030 2015 2030 2015 2030
GenZ Millennials Gen X Boomers Silents
(<21) (21-35/39) (36-51) (52-71) (72-84)
Percent of US
population in 23% 19-23% 12-16% 18% 3-4%

2030 (%)

1. Estimated population shown only for the generations indicated. Population ages as labeled are as of 2015. Percentages based on share of total population, and do not sum to 100% due
to inclusion of children born between 2015 and 2030
Source: UN, Dept. of Economic and Social Affairs, US Census Bureau Population Estimates and National Projections
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Versus 2016, younger generations increasingly confident
in financial situation

How much do you agree or disagree with each of the following statements?

Gen Z Millennials Gen Xers Boomers Silents

28

d.

| will be better

offinancialy s 20%  33%  26%  15% 9%

year from now

Change from (A~ (A~ (A~ Q Q
2016 (ppt) 4% 14% 4% -2% -7%

Consulting Group, Inc. All rights reserve
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Top 4% consumers are not “typical”

Happy with my life

+49%_l

— 458

Below Affluent
median

Source: BCG 2017 (N=3994)

More financially

secure

FmO%—l
———— - €47

More things out of

Loved and cared for

+11%_l

-475

my control

Feel more stress

-_
o
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New status currency" 1s

Inuing

cont




Top 4% of US consumers expect to increase spending on
savings, travel, and fresh food in the coming year

Top 10 categories by affluent consumers' planned increase in spending next year

Away from home food /

Savings
restaurants

Vacation/leisure travel Mobile electronics

Fresh fruits and vegetables Fresh fish and seafood

Luxury leisure travel Bottled water

Entertainment (e.g., tickets,

Home furnishing and decor reservations)

Note: Affluent defined as annual income >$150K TOp'1 0 Category for overall population
Source: BCG, 2017 (4045 “n")
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N
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In a slower personal goods luxury market, expected to be winners and losers
also among categories

True Luxury consumers net appetite for luxury by category

(Net appetite = people increasing spend in the future >+20% minus people decreasing spend in the future >-20% by category)

7%
-25%
B S g l
N O & RR e E
Shoes Fragrancgs & RS & Handbags Clothing Sunglasses il [ty Silk goods
Cosmetics Jewelry goods

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.
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Fondazione 13
Source: BCG ad hoc study (12,000 luxury consumers in 10 countries) tltagamma


https://thenounproject.com/term/wallet/715664
https://thenounproject.com/term/wallet/715664
https://thenounproject.com/term/sunglasses/556143
https://thenounproject.com/term/sunglasses/556143
https://www.google.it/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjLu_fWn87QAhXFWxoKHUEjCgoQjRwIBw&url=https://www.iconfinder.com/icons/529689/fashion_watch_hand_watch_luxury_watch_timer_watch_wrist_watch_icon&bvm=bv.139782543,d.d2s&psig=AFQjCNFGY5xJh1vKhsjX_yLsxIEOkZ2z3g&ust=1480518558958515
https://www.google.it/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjLu_fWn87QAhXFWxoKHUEjCgoQjRwIBw&url=https://www.iconfinder.com/icons/529689/fashion_watch_hand_watch_luxury_watch_timer_watch_wrist_watch_icon&bvm=bv.139782543,d.d2s&psig=AFQjCNFGY5xJh1vKhsjX_yLsxIEOkZ2z3g&ust=1480518558958515
https://www.google.it/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjsn-LKns7QAhVD1xoKHXZvD3UQjRwIBw&url=https://www.iconfinder.com/icons/497097/accessory_engagemen_jewelry_ring_icon&bvm=bv.139782543,d.d2s&psig=AFQjCNEO6HEnpDnAFOeOCjMnCRNBfYR0Tg&ust=1480518287603442
https://www.google.it/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjsn-LKns7QAhVD1xoKHXZvD3UQjRwIBw&url=https://www.iconfinder.com/icons/497097/accessory_engagemen_jewelry_ring_icon&bvm=bv.139782543,d.d2s&psig=AFQjCNEO6HEnpDnAFOeOCjMnCRNBfYR0Tg&ust=1480518287603442
https://thenounproject.com/term/perfume-bottle/575334
https://thenounproject.com/term/perfume-bottle/575334
https://thenounproject.com/term/lipstick/546050
https://thenounproject.com/term/lipstick/546050
https://thenounproject.com/term/purse/129125
https://thenounproject.com/term/purse/129125
https://thenounproject.com/term/tie/409
https://thenounproject.com/term/tie/409
https://www.google.it/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwj0i4junc7QAhUGWhoKHd4dAAUQjRwIBw&url=https://www.iconfinder.com/icons/497081/cloth_clothing_costume_dress_fashion_icon&psig=AFQjCNF-gZT3vkYrllAAuOji9AV1QQBylg&ust=1480518088491363
https://www.google.it/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwj0i4junc7QAhUGWhoKHd4dAAUQjRwIBw&url=https://www.iconfinder.com/icons/497081/cloth_clothing_costume_dress_fashion_icon&psig=AFQjCNF-gZT3vkYrllAAuOji9AV1QQBylg&ust=1480518088491363
https://thenounproject.com/term/pants/673667
https://thenounproject.com/term/pants/673667

Appetite driven by Millennials with shoes and Beauty; handbags polarizing

l -25%

Overall

40%

33%

21%

15%

7% |

0%

10%

Net appetite by category

Millennials

43%
36%
B 24%
23%
B 4%
B
-3% |

-22% [N

Source: BCG ad hoc study (12,000 respondents in 10 countries)

By generation
Gen X Boomer & "Silents"

B +3% B 3%
B 2% 22%
B 8% B 13%
B 10% -16%
B 10% -10% |
0% -16% IR
-11% |} -14% |}
-27% N -33% [N

BC(} @ !

—_
N
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Acceleration of trading up &
trading down continues —
with Millennials doing most




Affluent consumers of
any age, especially

Millennials, are
trading up more than
average consumers

Likely to spend more
on product/service

Change from
2016 (ppt)

Max trading up
by category

Source: BCG, 2017 (4045 “n")

All ages

Average Affluent

25% 27%

A~ /]
+2% -4%
33% 47%

Millennials
Average  Affluent
30% 41%
+3% 0%
43% 73%

16
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On average,
consumers nearly 2x
more likely to trade

down than to trade up B » & -
...and affluent . chd .
consumers are All ages Millennials
less l]kely to e Average Affluent Average  Affluent

trade down

Likely to spend less

on product/service 43% 31 % 44% 33%
Change from 6 0 » »

2016 (ppt) +2% +3% 1% 1%

Max trading down 56% 44% 53% 52%
by category

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.
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Top 4% of consumers much more likely to spend money on and trade-up in
travel, entertainment, luxury, wine & spirits, fine dining, whole foods / proteins

Affluent trade up % minus overall trade up %
([ J
Fresh meat ® Away-from-home food

Kitchen appliances 4

Athletic adult clothing

Luxury leisure travel o
Leisure travel ®

10 Fresh fruits/vegetables o Fresh fish ® Oute.rwear ® Luxury goods
Facial skin care ° _—" ®e Wine & beer
o o . Cosmetic procedures °
° ® ° y Spirits
. . .
; Hair care\. . Handbags ° L cor ® Entertainment
Pet food ® e . s ° °
Body skin care Fashion Jev‘elry Home renpvations . o®
Cosmetics Tabletop ® . . °
® o Children’s clothing ® e °®
0 i . N .
Baby/children’s food Vitamins/supplements
[ J
Baby products e ® Online credit and Identity security ® Gym
Toys and non-electronic games
-5
-10 -5 0 5 10 15

1. Defined as individuals with annual income over $150K (total n=394)
Note: Delta are the different between affluent and avg. consumers
Source: Consumer survey (n=4045)

% of affluent consumers who buy in category minus % of overall population who buy in category

20
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Only 17% of luxury consumers declaring less luxury spend versus last year,
mostly for reasons related to the sector versus exogenous ones

“This year have you spent more or
less on luxury products vs. last year?”

» Economic instability
» Travel less frequently

43%  External .« | gwer confidence in future income
* Fear of terror attacks

More *

(+20%)

 Luxury prices increase

Luxury * Personal luxury saturation

sector * Less special occasions to attend

related . ) Gwer interest in luxury brands
« Partial shift to premium / fast fashion brands
» Brands selling too much non core categories

Mostly Millennial,

Less
mostly European

(-20%) ***

I':L':lll EICHTE 19
Source: BCG ad hoc study (12,000 respondents in 10 countries) w;' @ 'L|I:|_':’|1II.II|I|:|
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As luxury prices outpace inflation, most luxury consumers perceive lack of
value, and ~1 out of 2 trade between “luxury” brands or trade down

% of respondents perceiving a price-value discrepancy with luxury goods

45%

Lost sales

100 %
25%
17%

13%

Perceived No reaction Reaction Buy other Look for  Look for Go to
misalignment luxury discounts discounts brand’s
brand online offline outlets

(multibrand) to find
discounts

Source: BCG ad hoc study (12,000 respondents in 10 countries)

BUG @ Ahigan

ed.

10% 10% 9%

ulting Group, Inc. All rights reserv:
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True luxury consumers are spending between luxury and premium brands;
65% trading down to premium, mostly in accessories, and 35% to Fast Fashion

“Do you have the feeling that you have partially shifted your spending from
luxury brands to premium and / or fast fashion brands?”

% of respondents By luxury spend By nationality

41% 37% 43% 44%

-1’11

Total 6-24.9K USD 25-60K USD >$60K UDS *:

d.
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Key online categories nearing
~50% penetration




Top 4% of consumers are even more important to online

Share of all purchases made online (%)

c0% - +11%l +21%l
{ Average

41% A1% Bl Affluents
34%

40% -

36%  36% 37%

30%

|

20% 19% _19%

|

36% 34%

|

10% 19%

0% - —

Source: BCG, 2017 (4045 “n") 23



More than half of Gen
Z, Millennials, and
Gen Xers report

Amazon Prime
memberships, even
higher for Affluents

Do you have Amazon Prime LTM?

84

Gen Z Millenials Gen Xers

Note: Internet participants; not representative of overall population
Source: BCG, 2017 (2057 “n”)

-3

= -

Boomers Silents

2 -

R|ii Q!

All B Affluents

N
N
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What percent of your total annual online purchases are from Amazon.com?

Respondents(%)
[ | ﬂ:‘luents 41 .
However, ’ 38 .
Amazon less of

27

Affluents’ total v r
online purchases

10

Gen Z Millenials Gen Xers Boomers Silents
/“‘ E\"ﬂe B B "..g‘ g !T

Note: Internet participants; not representative of overall population
Source: BCG, 2017 (2057 “n”) 25
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After a plateau of “predicting” future online category spend at 33-45%,
consumers are signaling online/mobile could capture even higher levels

Top online categories

Perceived % spend online of
category spend today (gross)

% anticipated spend online
eventually (gross)

[+ Vacation/leisure travel

@ Luxury leisure travel

® |ldentity security services

(4] Entertainment

® Mobile electronics

(6 Toys and non-electronic games
@ Education/books

(8 Non-mobile consumer electronics
© Pharmacy drugs

@ Pet food

Note: Only includes responses where consumer purchases in category
Source: BCG, 2017 (2057 “n”)

47%
38%
38%
38%
37%
35%
35%
34%
31%
31%

57%
51%
46%
50%
47%
46%
42%
39%
43%
44%

N
o
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Millennials project increased online spend in 2018 in the Beauty categories,

VMHS, and some life-stage categories like kids clothing

Top projected online

Lowest projected online

Rank increase spend categories for millennials increase spend categories for millennials
1 Entertainment (tickets, reservations) Juices
2 Non-athletic adult clothing Away-from-home food / restaurants
3 Body skin care Candy and other sweets
4 Vitamins, minerals, herbs, or supplements Chocolate
5 Cosmetics / makeup Carbonated soft drinks
6 At-home food Over-the-counter drugs
7 Non-athletic shoes / footwear Fresh meat
8 Children’s clothing Bottled water
9 Facial skin care Fresh fruits and vegetables
10 Bath and bedding At-home food

Note: Only includes those who indicated purchase in product category within past 11 months
Source: BCG, 2017 (2057 “n” for ‘online’ section, with sample varying by spend category)

Also in overall top 10

N
~N

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.



Consumers don't perceive online purchases as cannibalizing in store, in part
due to return-in-stores traffic

“Do you have the feeling that your spending online is in addition to or
cannibalizing (instead of) your luxury spending in physical stores? “

% of respondents! Overall By nationality
o -
Online purchases 17% 15%

In addition
to physical

Canniba-
9 s 44% 9 0
lization Pk 6% S4% 239%

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx
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1. Considering the online channel among the top 3 channels used over the last 12 months Fimalaxime
Source: BCG ad hoc study (12,000 respondents in 10 countries) tltagamma



However, economics of stores are fragile to small changes in traffic or price

Changes in traffic or price realization (-10ppt) magnified in contribution impacts

National DIY Traditional National Premium
National Grocer Department Store
Actual  Under pressure Actual  Under pressure Actual  Under pressure

Store sales 100 90 100 90 100 90
COGS 66 59 77 69 65 59
Gross Margin 34 31 23 21 35 31
Labor 15 15 10 10 15 15
D&A 2 2 2 2 4 4
Rent 1 1 1 1 1 1
Taxes & other 3 3 7 7 7 7
ii?\rt?'ibution 14 10 3 1 8 4

29% decline 67% decline 50% decline

29
Source: S&P Capital 1Q; 10K; BCG ValueScience® Center, Forbes




In luxury and premium,
digitally influenced
purchases are now most
purchases




Consumer journey in apparel today

V@@

Be inspired Compare and

. : Service
and motivated consider

o Pre-purchase

Refer

. Connect
and recruit

Post-purchase

w
—_
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In luxury, digital-influence growth fuelled by Americans, future growth
by Chinese

“"Where have you bought the last item purchased? Where have you researched it?"

Overall By nationality
Digitally influenced *; e
purchases — =
(%) 64% 72% 54%
22 pp
Trend since 2016 9 pp 8 pp

(A pp) 6 pp

I':L'.lll CICHIE 32
Source: BCG ad hoc study (12,000 respondents in 10 countries) w;' @ 'L|I:|_':’|1II.II|I|:|
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Divide seen between generations, with premium and luxury Gen-Z, Millennials
most engaged pre-purchase and "Silents” least engaged
Share of respondents doing pre-purchase research prior to last shopping trip

—6 =7

7 5
18 17
10 8
14 22
6 6
12 9
15 8

- 22

—22

6
12
10

13

Gen-Z Millennials Gen-X Boomers "Silents”
Consult physical magazines B Look for a promotion / sale Visit the online site of the brand
I Consult fraditional video B Consult digital magazines B visit the online site of a department store (e.g. Macy'’s)
Il Visit the physical store of the brand B Consult online videos Il Visit an online retailer (e.g. Amazon)

Bl Resecarched/compared similar products B Consult social media or blogs Il Read product reviews

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.
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Millennials’ personal goods purchases influenced by more people, and more

likely from non-experts

Top influencers of personal goods categories for each age group

Respondents who said they are most influenced by other people (%)

100 7 p

75

|

50

|

25

|

Average number of
influences for
purchase decision

Source: BCG, 2016

Other
I Parents

I oOther family members

I Spouse or partner
Children

I Friends

I strangers

I Celebrities

B Expert advisors

w
N
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Word of Mouth surpassed print media as top recalled influencer, largely due to
digital, one-to-many interactions
“"Which of these levers has an impact on how you develop opinions or purchase decisions?”

1

Magazines

WoM

Store
windows

Brand

websites |

TV &

Movies |

Tailored

offers |
Events

Celebrities

Seen
Worn

2016

Overall
2013
50% WoM _ 57%
Magazines |
webli.liﬁtaensd - 33%
windows | 26%
wovies I 23%
Events = 17%
Ta:)l?freercsl 17%
Celebrities | 16%

Worn

Seen l 129

Source: BCG ad hoc study (10'000 respondents in 10 countries)

39%

61%

BOG @

Fondazione
Atagmima

3
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Top 4% of consumers confident of their outsized
influence and taste-making

People seek me out for my knowledge and opinions

Likelihood of selecting
statement (%)

—

o

Strongly disagree (bottom 3 box) Strongly agree (top 3 box)

Below median [ Affluent

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx
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Gen-Z the most active premium and luxury consumers post-purchase

[12% .
5% -13%
10% 15%
8%

3%
2%

All
respondents

~30-40%
of post-
purchase
behavior
involves
spreading
word about
the brand

Share of respondents engaging in post-purchase behavior after last shopping trip

4%

12%

0 2%
18% 12%
1%

7% 17%

9%

13%
14%

2%

Gen-Z Millennials Boomers

e

Called the customer service line I Consulted social media Il Reviewed the product online
I Referred others to the brand

Il Talked o others about the product [l Visited the online site of the retailer Il Posted on a blog

Source: BCG 2017 premium and luxury consumer survey

"Silents”

Visited the online site of the brand [l Posted/shared a photo or video on social media

37
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72% of true luxury consumers use social media to interact with their favourite
luxury brands

“Do you use social media to interact with luxury brands?"

Overall By generation By nationality

% of respondents W m

»*

No

Yes, @

occasionally

i 9 70%
Yes, @ 57% i 02% 51%

frequently 29Y% 32%

w
co

X . Fondazione
Source: BCG ad hoc study (12,000 respondents in 10 countries) tltagamma
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Role of purpose-driven

brands evolving, less clear
with Gen Z?




Relative to Millennials, Gen Z may have less affiliation
with new brands, although in line with life-stage

Brands say something about who | am, my values

Respondents (%)
20 19

10

Millennials Gen Xers Boomers Silents

Glii q!

Source: BCG, 2017 (4045 “n”) 40




Gen Z appear less influenced by brand purpose/social responsibility than
Millennials at their life-stage

Gen Z Millennials Gen Xers Boomers Silents

> af o

I’m more likely to buy from
companies/brands that

"8

Have a purpose | 18% 23% 20% 15% 14%
beyond making a profit

Are mindfut of their 19% 26% 20% 15% 16%
social responsibilities

Are trangparent about how the 15% 249 18% 15% 16%
product is made and transported

Show concern for the 17% 249 16% 15% 16%
environment and sustainability

Source: BCG, 2017 (4045 “n”) 41
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While overall market moving towards more conscious consumption,
Top 4% report less belief /needs in brands as agents of social good

-

Important for companies to control their manufacturing processes —m

More likely to buy services of a company with a purpose

Knowing a company is mindful of its social responsibilities m
makes me more likely to buy their products or services —7
| try to buy products from companies that show
concern for the environment and sustainability —
| try to buy products from companies that are transparent (m
about how the product is made and transported ——
— s
I Affluent consumers (%) Respondents stating agree (8, 9 and 10) as percent people answering

Brands should help those in need —( @

42
=Source: BCG survey (n=3374)




Brand purpose continues to be most important for food, health, and
education; lowest for fragrance, luxury, travel, home, & alcohol

Health insurance
Personal care

G TESS

Important of brand purpose by product/service category

=1

bt

@

Pharmaceutlcal
Medical supplies

OoTC

Cars
Technology

%8

Education

Fresh food
Restaurants

MEDIUM

Consumer electronics
Appliances

Entertainment
Media

Retall/ Apparel
Footwear
Outerwear

Credit cards
Insurance
Banking

Bever “
Pet supplies

LOW

Q
n
o
(o
—
-
o
O
c
©
—
0
Y
o
Q
9
c
4]
)
—
o
Q.
E
-
o
=
-
n
o
O

Fragrances
Cosmetics
Luxury

uoor
Hunting/fishing
Sporting goods

Home decor
Furniture

0or ®

ALY

Alcohol
Non-alcoholic
beverages

N

/

Source: BCG, 2017 (4045 “n”)
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In summary

Increasing consumer confidence, despite tumultuous
times; and for the first time in a while, increased
spending in the US

Spend shifts toward "new status currency” of health
and wellness and experiences continues, but less so
with Gen Z

Acceleration of trading up and trading down, with
Millennials doing the most

As luxury prices outpace inflation, consumers perceive a
luxury value gap, resulting in lost sales and trading down

Key online categories approaching 50% online
penetration

In luxury and premium, digitally influenced purchases
are now most purchases

Role of purpose-driven brands evolving, less clear
with Gen Z as well as in luxury

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx
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Thank you



And drop in anxiety—(or rise in resilience)—across
generations, except Gen Z

How much do you agree or disagree with each of the following statements?
Gen Z Millennials Gen Xers Boomers Silents
- ée > o 2 \ 8 a
| feel anxious o) o) o) o) o)
o nervoLs 30% 19% 11% 5% 2%

Change from ° Q Q 0 Q
2016 (ppt) 1% -8% 7% -15% -16%

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx

N
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Source: BCG, 2016 (5380 “n”); BCG, 2017 (4045 “n”)
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Millennials are most willing to trade up and down; trade

down is consistent; trade up typically 2 of trade down

Please indicate whether you are likely to spend more for the
product/service because it is important to you to get a better, higher quality product/service

Likely to spend less on a product/service Likely to spend more on a product/service

Trade down Trade up
Gen Z 44% 26%
Millennials 45% 30%
Gen Xers 43% 24%
Boomers 44% 17%
Silents 43% 19%
-60% -40% -20% 0% 20% 40%
Note: % change measured as absolute difference in percentage points between 17 and '16 survey % of respondents

Source: BCG, 2017 (4045 “n”)

N
~N
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Younger generations trading up more year-over-yeat,
while older generations trending slightly down

Please indicate whether you are likely to spend more for the product/service
because it is important to you to get a better, higher quality product/service

Millennials Gen Xers Boomers Silents!

Q|Ei q;!
Change in % willing to . 20
trade up vs. 16 (ppt) ° 2% 0 6%
Change in % willing to a 0% a 1Y% G 3% G 3% 6 8Y%

trade down vs. 16 (ppt)

1.0nline Silents 48

Source: BCG, 2017 (4045 “n”)
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Gen Z and Millennials trading up more than other generations & accelerating;
Gen X in the trade-up mix

Please indicate whether you are likely to spend more for the product/service
because it is important to you to get a better, higher quality product/service

Gen Z Millennials Gen Xers Boomers Silents!

(X

-3

‘ By 8 & ‘ '.
28 il s

Likely t d
S 6% 30% 4% AT% 1%

-

o©

oo @ Q@ 1% @ 1% Q

Range for trading up Min 1% 20% 12% 6% 2%

by category Max 51% 43% 36% 32% 29%

1.0nline Silents
Source: BCG, 2017 (4045 “n”) 49
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On average,
consumers nearly 2x
more likely to trade

down than to trade up

...and affluent
consumers are less All ages Millennials

llkely to » Average Affluent Average  Affluent
trade down

Likely to spend less

on product/service 43% 31 % 44% 33%
Change from 6 0 » »

2016 (ppt) +2% +3% +1% +1%

Max trading down 56% 44% 53% 52%
by category

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.
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Trading down consistent for 1/3rd of the population; continued squeeze in

middle price points from Gen X and Boomers; Silents appear vulnerable

Likely to spend less
on product/service

Change from
2016 (ppt)

Range for trading
down by category

1.0nline Silents
Source: BCG, 2017 (4045 “n”)

Please indicate whether you are likely to spend less for the
product/service because it is important to you to get a better product/service

Gen Z

Millennials

(X

Gen Xers Boomers Silents!
43% 44% 43%

@ 3% @ 3% @ 3%

30% 26% 19%
53% 59% 69%

51
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Trading up is
consistently highest in

childcare, travel,

education, children’s
food, and guns/hunting
equipment

Rank Top trade up categories for all consumers
1 Childcare
2 Luxury leisure travel
3 Education
4 Guns, hunting, and fishing gear (moving up)
5 Baby/children’s food
6 Cosmetic procedures / services
7 Vacation / leisure travel
8 Luxury personal goods (back on the list)
9 Cars / automobiles
10 Better-for-you or better-for-your-baby personal care

Was a top-10 trade up category in 2016

Source: BCG, 2017 (4045 “n”)

52
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Millennials continue to
trade up for childcare,

hunting, and are
increasingly trading up
for cosmetics

Rank Top trade up categories for Millennials

1 Childcare

Guns, hunting and fishing gear (moving up)
Ildentity security services

Luxury leisure travel

Cosmetics / makeup

Cosmetic procedures / services

Cars / automobiles

Education

Baby / children’s food

O 00 N o0 U1 »N W N

-
o

Baby gear & supplies’

Was a top-10 trade up category in 2016

1. Not an option in 16 survey
Source: BCG, 2017 (4045 “n”)

(8]
w

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.



Trading down is most
common in fashion,

kitchen goods, toys,
and portable packaged
goods

Rank Top trade down categories for all consumers
1 Fashion accessories
2 Fashion jewelry
3 Tabletop (e.g., dishes, utensils)
4 Handbags (new to the list)
5 Toys and non-electronic games
6 Travel / portable packaged products
7 Carbonated soft drinks
8 Traditional home cleaning products
9 Non-athletic adult clothing
10 Pots and cooking utensils

Was a top-10 trade down category in 2016

Source: BCG, 2017 (4045 “n”)

(8]
N
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To overall US retail, the impact of Amazon looks over-blown...

US retail distribution over the past 60 years

100%
P
Warehouse / Club
80% US Retail
Discount / Off-Price| Distribution total
in 2015 reported
60% Walmart at $2.4T; Amazon
retail sales 4
Specialty reported as $63B | ¢
Ao (2.6%)
° )
C-store <
5=
Grocery Eg
20% 2%
Dep’t stores £ ﬁ
O% | | | | | | | Pharmacy g %
>F
1950 1960 1970 1980 1990 2000 2009 2015 EZ
Source: 2015 US Census Data; Amazon 10-K reports; Note: Total retail sales excludes Restaurants, Automotive sales, and Gasoline at C-stores 38
Note: Warehouse / Club includes Target, Costco, and other 452990 "General Merchandise” retailers; Discount / Off-price includes NAICS codes 452112, for E ©
example T.J. Maxx; Walmart represents Wal-Mart and Sam's club US revenue; Specialty includes Specialty apparel retailers, home furnishings stores, = )
sporting goods and hobby stores, and electronics and appliances stores; Department stores includes traditional, non-discount department stores such as 55 2z

Sears and Belk's. $2.4 Trillion refers to all retail spending excluding restaurant, automobile purchases, and gasoline purchases.



In addition to changing consumer behavior reducing store
traffic, US is relatively over-stored

Retail square feet/person
30

26.7

US likely to have to
work through this

problem first

57

ed.

k 2018 vFinal.pptx
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Despite being over-stored, US still recently adding net new retail square feet,
though at slower pace post-recession

Net additional millions of retail sqft
300 -

200 -

100 -

0 -
1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.
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Too many luxury stores opened in the past verses market growth

Global retail footprint! growth vs. personal luxury market growth (2014-2016)

@ Constant Exchange Rate @

@ 5.0%

4.0%

1.9% 1 6%

0-1%
0.0%

2014 2015 2016

Bl Market growth
Retail footprint growth (# of stores)

1. # stores Fomdazione
Source: BCG Analysis, "Luxury Goods Store Wars" - Bernstein {tagamma

I

A
B

=
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O
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Travel & services continue to show greatest online
penetration, followed by electronics, toys & games

Top 10 categories by online share of category spend

Vacation / leisure travel

Toys and non-electronic games

Luxury leisure travel Education/books

o

|ldentity security services Non-mobile consumer electronics

Entertainment (tickets,

. Pharmacy drugs
reservations) y aris

Mobile electronics Pet food

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx
Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserve

(o
o

Note: Measured % of sales consumers believe to spend online within each product category
Source: BCG, 2017 (2057 “n”)



Amazon is not only a young consumers effect

Have you made any purchases from Amazon.com in the last year?

Millennials

85%

1. Online silents
Note: Internet participants; not representative of overall population
Source: BCG, 2017 (2057 “n”)

Gen Xers

82%

Boomers

80%

Silents!

68%

(~70% online today)

o
—_
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Gen Z and Millennials buying life-stage categories on Amazon, including

experiential categories like Beauty

% who buy on
Top 10 Amazon spend categories for Gen Z Amazon

Cosmetics / makeup 18%
Fashion accessories 15%
Athletic / outdoor footwear 12%
Hair care 10%
Non-athletic adult clothing 10%
Body skin care 9%
Fragrances / perfume 8%
Fashion jewelry 8%
Mobile electronics 7%
Handbags 7%

Note: Only includes those who indicated purchase in product category within past 11 months. 'n/a’ indicates weighted "n" <30

Source: BCG, 2017 (2057 “n” for 'online’ section, with sample varying by spend category)

In top 10 across all generations

| % who buy
Top 10 online spend categories for Millennials on Amazon
Toys and non-electronic games 18%
Vitamins, minerals, herbs or supplements 14%
Non-athletic adult clothing 13%
Children's clothing 13%
Cosmetics / makeup 12% %
Fashion accessories 12% fr
Mobile electronics 12% E
Hair care 11% fb
Home furnishings and decor 11% :
Body skin care 11% ;

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx

o
N



Amazon has consideration and conversion among younger consumers in even
experiential categories like Beauty

Top 5 reported online Beauty purchase channels, for each age group (past 12 months)

(Xe

Founders/Millennials 16 to 34

0 Amazon (8x median)

@ Multi-brand beauty
specialty (3x median)

General online site,
e.g., mass retailer

© Department store site

0 Single-brand online site%

Source: BCG/CEW, July 2017

Gen Xers 35 to 54

0 Amazon (7x median)

© Multi-brand beauty
specialty (2x median)

© Department store site

° eStore of arep

e General online site

Boomers 55 to 64

0 Amazon (7x median)

@ Multi-brand beauty
specialty (2x median)

'Home shopping
_channel site

o General online site

e Department store site

Pre-Boomers 65+

0 Amazon (3x median)

© Multi-brand beauty
specialty

(3] Department store site

o Home shopping
channel site

o General online site

Copyright © 2017 by The Boston Consulting Group, Inc. All rights reserved.
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Consumer reasons for shopping Amazon primarily assortment range, ease,
shipping, shipping speed and availability/access over price or value

Segment gifting

category Overall Gen Z Millennials Gen Xers Baby Boomers Silents
1. Wide range of products and 0 0 0 0 9 0
brands available 61% 53% 52% 57% 72% 75%
2. Easy to use website 61% 54% 57% 61% 64% 67%
3. Free shipping 55% 55% 48% 56% 60% 59%
4. Best value for my money 53% 56% 54% 51% 55% 52%
5. Fast shipping times 52% 53% 55% 51% 52% 47%
6. Available 24 / 7 52% 42% 50% 55% 54% 49%
7. Convenient ordering process o 0 0 0 0 0
(e.g., 1-Click Ordering) 39% 29% 34% 40% 42% 54%
8. Dependable shipping times 38% 32% 37% 36% 42% 42%
9. Dependable product quality 33% 24% 28% 33% 37% 43%
10. Easy to return 32% 24% 34% 33% 31% 33%
11. Responsive customer service 25% 18% 23% 26% 26% 31%

Note: Only includes participants who purchase from Amazon

Source: BCG, 2017 (4045 “n”)

64
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Gen Z and Millennials buy many of the same items online as other consumers,
though over-index on beauty products, pet food, furniture, essential oils

% of spend

Top 10 online spend categories for Gen Z online
Non-mobile consumer electronics 48%
Education / books 40%
Entertainment (tickets, reservations) 39%
Mobile electronics 38%
Pet food 35%
Toys and non-electronic games 34%
Cosmetics / makeup 31%
Fashion accessories 27%
Body skin care 27%
Outerwear (jackets, coats) 26%

Note: Only includes those who indicated purchase in product category within past 11 months. 'n/a’ indicates weighted "n" <30

Source: BCG, 2017 (2057 “n” for 'online’ section, with sample varying by spend category)

- % of spend
Top 10 online spend categories for Millennials  online

In top 10 across all generations

Vacation / leisure travel 39%

Luxury leisure travel 34%

Mobile electronics 33% _
Entertainment (tickets, reservations) 33% U
Lawn, garden and outdoor furniture 31% g,,
Toys and non-electronic games 30% f‘
Identity security services 29% ;
Education / books 25% E”
Essential oils 25% u
Non-mobile consumer electronics 24% ;

20180115 Luxury Daily Luxury FirstLook 2018 vFinal.pptx
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Consumers plan to most increase online spending on child-related products and
identity security, with less online spend on kitchen products & junk food

Top projected online increase

Lowest projected online increase

Rank spend categories for all respondents spend categories for all respondents
1 Childcare Fresh fruits and vegetables
2 |ldentity security services Preventative healthcare/diagnostics/testing
3 Guns, hunting and fishing gear Fresh fish and seafood
4 Baby/children’s food Away-from-home food / restaurants
5 Cosmetics Home cleaning products
6 Children’s clothing Juices
7 Toys and non-electronic games Candy and other sweets
8 Luxury leisure travel Fresh meat
9 Better-for-you/baby personal care products Chocolate
10 Education Carbonated soft drinks

Note: Only includes those who indicated purchase in product category within past 11 months
Source: BCG, 2017 (2057 “n” for ‘online’ section, with sample varying by spend category)

o
(o)}
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Discrete activities for each step on the premium / luxury consumer journey

000

Pre-purchase

Be inspired Compare and Ngle]e) Service
and motivated consider and buy

Refer

and recruit

Post-purchase

Be inspired by the
brand and
application

Understand
purpose of the
product/brand

Brands, items,
technologies,
techniques, pricing
Try-on

Brands/retailers

Select channel and
place

Interact with
Associates

Select item

Pay/engage

Clothing services
(e.g., tailoring)

Post-purchase
activities and
service

Returns,
particularly online

Post online and
social media
reviews

Refer by word of
mouth

Connect with the
brand

Connect with
influencers

Most popular
channel: dept.

Most popular activity: talk to others about the product

Most popular activity: look for a
promotion / sale

store (still)

67
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Gen Z appear to be self-defining the generation in opposition to Millennial
stereotypes

How Millennials describe themselves (% frequency)

How Gen Z describe themselves (% frequency)

Tech-savvy
"'75 ® Innovative Social ®
&, o
Open-minded
R Educated Funny/ e Diverse
Millennials Over- ° . ° Modern
Index vs. Gen Z Individualistic ¢ ® Dramatic - °
o g
Spoiled Risk-taking ® ever
° ] ° ¢
Self-centered ® o ° .’ *°. . ° ¢ ® Authentic :
o : ¢ O Realistic .2
© . o % ©° oEth.Calela.nced Cynical » 3;
1 _ . . USS
. ., . ° e Trusting Self-reinventing £ 23
° ° & Real %3
® ° : 7S
® o Low-key Gen Z Over-Index B
vs. Millennials -

o
oo

Source: BCG, 2017 (4045 “n”)



While Top 4% find brand purpose inspiring, skeptical of the relationship of
commerce to motivate social good

Purpose motivates me to take actions
Company's purpose will influence other cos
To be part of a movement

Passion for purpose

Purpose’s long term relevance

Belief in the purpose

Purpose addresses a real need

Belief company prioritizes mission over profit if conflict
Presence of a clear purpose

Easy to describe company’s purpose
Purpose is inspiring

0 5 10 15

Difference between overall interest and Affluent interest (ppt)

69
1. Defined as individuals with annual income over $160K (total n=225) Source: Consumer survey (n=3374)



Disclaimer

The services and materials provided by The Boston Consulting Group (BCG) are subject to BCG's Standard Terms

(a copy of which is available upon request) or such other agreement as may have been previously executed by BCG.
BCG does not provide legal, accounting, or tax advice. The Client is responsible for obtaining independent advice
concerning these matters. This advice may affect the guidance given by BCG. Further, BCG has made no undertaking
to update these materials after the date hereof, notwithstanding that such information may become outdated

or inaccurate.

The materials contained in this presentation are designed for the sole use by the board of directors or senior
management of the Client and solely for the limited purposes described in the presentation. The materials shall not be
copied or given to any person or entity other than the Client (“Third Party”) without the prior written consent of BCG.
These materials serve only as the focus for discussion; they are incomplete without the accompanying oral commentary
and may not be relied on as a stand-alone document. Further, Third Parties may not, and it is unreasonable for any
Third Party to, rely on these materials for any purpose whatsoever. To the fullest extent permitted by law (and except
to the extent otherwise agreed in a signed writing by BCG), BCG shall have no liability whatsoever to any Third Party,
and any Third Party hereby waives any rights and claims it may have at any time against BCG with regard to the
services, this presentation, or other materials, including the accuracy or completeness thereof. Receipt and review

of this document shall be deemed agreement with and consideration for the foregoing.

BCG does not provide fairness opinions or valuations of market transactions, and these materials should not be relied

on or construed as such. Further, the financial evaluations, projected market and financial information, and conclusions
contained in these materials are based upon standard valuation methodologies, are not definitive forecasts, and are not
guaranteed by BCG. BCG has used public and/or confidential data and assumptions provided to BCG by the Client.

BCG has not independently verified the data and assumptions used in these analyses. Changes in the underlying data

or operating assumptions will clearly impact the analyses and conclusions.
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