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Selling luxury goods online

The chic learn to click

BERLIN AND PARIS

Luxury firms are digital laggards, but some are catching up

HEN Oscar de la Renta, an American
fashion house, launched a transac-
tional website some years ago, it expected
people to buy mostly smaller items such as
belts and perfume. The firm was stunned
when it received an online order last
spring for an $80,000 sable coat from a
new customer in New Hampshire. He
couldn’t get to New York, apparently. On-
line customers have been snapping up the
firm’s core product: $4,000 cocktail
dresses. “We could not have been more
wrong in our expectations of the internet,”
says Alex Bolen, the firm’s chief executive.
Online purchases are still a small propor-
tion of total sales, but growing rapidly.

Most luxury-goods firms are less open-
minded. Many scorn the internet as a play-
thing for plebs. A product sold online,
wrote Jean-Noél Kapferer, a French brand-
ing gury, in “The Luxury Strategy”, pub-
lished last year, ceases to be a luxury item.
In early 2008, of 178 luxury firms around
the world surveyed by Forrester Re-
search, only a third sold their pro-
ducts on the internet. That figure has
risen, but still about half of firms
don’t sell online at all, estimates
Federico Marchetti, the founder of
Yoox Group, owner of Yoox.com,
aluxury-goods website.

Prada, an Italian design
house, had no website until 2007.
It did not start selling products on-
line until last year. Several Ameri-
can companies, such as Tiffany & Co,
have thriving web businesses, but
European firms, especially the old
French houses, such as Chanel and
Hermes, are still afraid of mice.

Luxury executives explain that
the internet is too impersonal for
their products, which need the
human touch. Allowing anyone
to buy online can mean a loss of ca-
chet. Luxury firms like to dazzle cus-
tomers with plush stores and sleek
ads, so that they think only about
beauty and not at all about price. The
web, by contrast, shines a clear light on
price. “That’s the last thing I want peo-
ple to think about,” wails an execu-
tive from the watch industry.

1t is largely the industry’s
own fault that the internet is
associated with lower prices
for its products. For years, firms

discreetly disposed of end-of-season stock
at deep discounts via websites such as
Yoox.com. Some fashion houses make
clothing exclusively for Yoox.com as a way
to use up left-over fabric. Also, by shun-
ning the internet in its early days, legiti-
mate firms helped to create a vacuum that
counterfeiters were happy to fill, says Uché
Okonkwo, the author of “Luxury Online”.

There is every sign, however, that buy-
ers of full-price luxury goods crave the con-
venience of online shopping, so compa-
nies are being forced to adapt. In April
Richemont, a Swiss luxury-goods giant,
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bought Net-a-Porter, a specialist fashion
online retailer founded in 2000, in a deal
valuing it at £350m ($535m).

Net-a-Porter’s appeal is not price, says
Danny Rimer of Index Ventures, a venture-
capital fund which backed the firm, but the
convenience of getting items delivered to
your door before they sell out. Executives
are now watching to see whether Riche-
mont will allow Net-a-Porter to sell its
many other brands, including Cartier
watches. Most luxury-watch firms, such as
Hublot, do not sell online. This seems per-
verse: watches fit easily and buyers are
usually collectors who know the models
well. The main problem, explains Jean-
Claude Biver, chief executive of Hublot, is
that watch firms have long-standing agree-
ments withindependentretailers, and sell-
ing online would disrupt the system.

Another sign of change is a new ven-
ture by a former Richemont executive,

Mark Dunbhill, to revive Fabergé, a jewel-
lery-maker (one of whose baubles is

2 } pictured here), using the internet as its

chief global distribution channel. Fa-
bergé, owned by Pallinghurst Re-
sources, a mining firm, launched last
September with a single shop in Ge-
neva and a sophisticated, interactive
website. The industry is watching
%%, the experiment closely. If a luxury
% - brand can thrive without a vast in-
vestment in retail space, says Luca

Solca of Bernstein Research, barri-

ers to entry will fall.

A person close to Fabergé says it
has reached its nine-month target of
hooking 50 new clients, each spending
on average $100,000. Even Prada now
says that within five years, some 40% of
its revenues in America will come
from the internet. Observers, how-
ever, doubt that such an aggressive
targetisrealistic, noting that Prada cur-
rently sells only bags, wallets and oth-
er accessories online, notits main cloth-
ing and footwear collections.

Luxury firms may atlast be waking up
to the internet, but they have a long way to
catch up. Carmakers have been innovating

online for nearly a decade, observes Ms
Okonkwo. With exceptions, luxu-
ry websites tend to be showy but
unoriginal, since firms often use
the same web designers. Few are
properly interactive: customers »»
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Media’s analogue holdouts

Digitisation and its discontents

Why some media outfits still refuse to go online

HAT do the Beatles, Harry Potter,

Bellamagazine and the grizzled
crew of the Northwestern, an Alaskan
crab-fishing boat, have in common? They
are scarcely available digitally. Whereas
most media firms scramble to create iPad
applications or fret about whether to
chase online advertisers or build pay-
walls, a few digital resisters refuse to
distribute over the internet atall.

They have some good reasons. Online
advertising is worth much less than
television or print advertising. Itis hard to
persuade people to pay much (if any-
thing) for digital content. Technology
firms such as Amazon and Apple can
often set retail prices. Digital products can
be less beautiful than physical ones.

But such gripes are widespread in the
media industry. They must be set against
the fact that digital distribution is a low-
cost way of reaching huge audiences.
Whatis more, refusing to go onlineisa
sure way to alienate many potential
customers. So why do the analogue
holdouts hold out?

Simple technophobia is not usually
the reason. Discovery Communications,
whose “Deadliest Catch” television
show follows those crab fishermen, has
been a keen early adopter of high-defini-
tion television and 3-D. Yet Discovery is
conservative when it comes to putting
shows online. “Take a Break”, Britain’s
fourth-biggest magazine according to the
Audit Bureau of Circulations, putsnone
of its stories (mostly real-life family dra-
mas) online. It nonetheless runs internet
discussion groups and expects readers to

Stuckin a time warp

apply online to enter competitions.

One thing many of the analogue
holdouts have in common s that they
sell few subsidiary products. Discovery is
arare American example of a pure televi-
sion firm that derives little income from
merchandising or other spin-offs. The
Beatles, who no longer tour, do notregard
music sales as loss leaders for more prof-
itable concerts, as many bands do. Wom-
en’s weekly magazines tend to rely utter-
ly on news-stand sales. One of the chief
advantages of a website, selling sub-
scriptions, holds no appeal to them.

The great thing about the internet s
that it makes content universally avail-
able. But many of the holdouts are al-
ready ubiquitous. The Beatles’“1” is
America’s best-selling album so far this
century, according to Nielsen SoundScan.
The Harry Potter books have sold more
than 400m copies worldwide. At their
peak they were sold in chemists and
petrol stations.

The band of analogue holdoutsis
gradually dwindling. Because they are so
few and so large, the holdouts are valu-
able: any technology firm that can per-
suade the Beatles to go digital will reap
fat rewards. Theft provides another stim-
ulus. All the analogue holdouts are wide-
ly available online—just notlegally. That
seems to be persuading even Harry
Potter to look more closely at digital
distribution. As Neil Blair of the Christo-
pherLittle agency, which represents ].K.
Rowling, admits, holding the books back
from e-readers “is not the best strategy for
combating piracy”.
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» usually cannot view products from differ-
entangles, or try on clothes virtually.

The most innovative online luxury
firms are typically small start-ups, such as
Net-a-Porter, Yoox (which went public late
last year) or Gilt Groupe, a website which
runs exclusive sales formembers. All these
companies have built successful new busi-
ness models. The industry’s ageing giants
have been caught with their elegant trou-
sers down.

Louis Vuitton, a maker of leather goods
and clothes, is one of the few luxury
brands to have prospered online. Unlike
many of its peers, it offers nearly all its pro-
ducts on the web. The internet brings in as
much money as one of its biggest bricks-
and-mortar shops, says Antoine Arnault,
the firm’s communications director. But
Louis Vuitton’s parent, LvMH, was last
year forced to shut down eLuxury, a web-
site founded in 2000 which sold a wide
variety of luxury brands, because it lost
money by the suitcasefull. According to in-
siders, it failed mainly because it lacked fo-
cus: it sold expensive products alongside
relatively cheap ones. It is odd that an in-
dustry that would not be seen dead in last
season’s colour is wedded to the last cen-
tury’s technology. Divorce beckons. m

BP and the gulf

After the leak

The gusher in the gulf may soon be
sealed. BP’s woes will be harder to cap

N JULY 15th a 75-tonne cap closed off

the Macondo well at the bottom of
the Gulf of Mexico. The flow of oil ceased,
for the first time in the three months since a
blowout in the well doomed the rig which
had drilled it, Deepwater Horizon. The cap
isnotnecessarily permanent. It sits there at
the government’s pleasure, and the admin-
istration is giving BP, the well’s operator,
permission to keep itin place only one day
at a time. But the chances of BP going on to
seal the well permanently by mid-August,
with little or no oil seeping out in the
meantime, look good.

This may not mark a turning-point in
BP’s fortunes:itstill faces payouts of tens of
billions of dollars, and reports and inqui-
ries that could damage its reputation and
finances yet further. But it will make it
clearer that the company’s wounds are un-
likely to be fatal.

The centrepiece of BP’s plan to stop the
leak permanently is a relief well, which is
now drilled to 12,000 feet (3.7km) below
the sea floor and about four feet from the
Macondo well. Some 100 feet below

where it is now, the relief well will cut into »
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