
What’s in a brand? 
Brands have the recurring power to fulfil the need to ‘express ourselves’. In a pivotal year, 2018 is 
the first time more than half of apparel and footwear sales will originate outside of Europe and North 
America. As consumer markets globalise, our equity analysts take a closer look at luxury and apparel 
and those companies which can meet the growing needs of the global consumer. 

What we see from our research is that established and sizeable luxury and apparel businesses like 
LVMH, Richemont or Nike enjoy clear advantages. In summary, leading names in these sectors with 
ownership of dominant brands and a global platform for growth are able to drive superior earnings 
growth and cash generation vis-a-vis smaller competitors. These businesses will also be better 
positioned against future market disruption. 

The winners take it all
The future sees dominant brands reaping greater rewards for their parent companies as the gap 
between leaders and laggards widens. Size allows leaders to tap into global demand for their 
products whilst smaller, second tier brands increasingly fall behind. This is the case for both the 
luxury goods and apparel sectors. In luxury goods, age also matters and we have identified a select 
number of brands with a distinct heritage and strong brand equity which affords them pricing power, 
namely Louis Vuitton, Hermes, Cartier (controlled by Richemont), Rolex and Chanel (both not listed). 
In the apparel sector, we think Nike still rules supreme with Adidas the only potential challenger.
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Operating margins
The pricing power of dominant brands results in attractive operating margins.

Source data from this chart is taken from company financial statements as well as Rothschild & Co Bank AG equity research estimates
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Keeping customers satisfied
Traditional brand owners face a myriad of 
challenges given the rise of online retail, 
increased price transparency in the digital age 
and rising consumer expectations in terms of 
time, convenience and innovation. In order to 
meet these challenges and succeed, we think 
leading companies need to deliver: 

•	�seamless, integrated off- and on-line 
distribution to customers; and 

•	�a unique and differentiated shopping experience. 

By getting the above right, companies can 
increase customer loyalty, maximize sales at full 
price and strengthen their brand equity. 

As part of this trend, luxury and apparel 
businesses will continue to integrate their 
business models, rejecting sales to wholesalers 
in exchange for greater direct sales to 
consumers either via physical stores or their own 
online platforms. 

It is important to remember that wholesalers 
often negatively impact brand equity and the 
ability to sell at full price to the end customer. 

Integrated business models require physical 
and technological infrastructure which smaller 
players will struggle to finance. Large brands will 
also be able to leverage big data, to gain granular 
customer insights which helps them develop new 
products and increase sales penetration.

A positive growth outlook
Consumer spending looks set to continue 
to outpace GDP growth, driven by greater 
disposable income, particularly in emerging 
markets. We therefore expect growth in the mid-
single digits for providers of luxury goods and 
apparel. 

Luxury goods will benefit from an increasing 
number of high income consumers as well as 
stronger pricing power for its most dominant 
brands. 

The apparel sector is also well positioned to 
capture the benefits from the shift towards 
healthier lifestyles and increased participation 
in sports. In addition, we think the threat from a 
shift in consumer spending from material goods 
to experiences is exaggerated as up-and-coming 
and aspirational consumers initially focus their 
spending on material goods to showcase their 
growing status. 

“The rise of big data can be leveraged by 
large brands”

Share of direct sales
Leading brands are growing their share of direct (both physical and online) sales.

Source data from this chart is taken from company financial statements as well as Rothschild & Co Bank AG equity research estimates
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Seeking superior growth
The internet age is acting as a great equalizer 
with product information and prices just a click 
away whilst social media has reduced barriers to 
entry for new competitors. In this environment, 
leading players can focus and invest in 
innovation and serving customers with quality 
products. As a result, we think it is increasingly 
important that we invest in larger luxury and 
apparel players as they will be able to deliver 
superior growth over the medium- to long-term 
vis-a-vis smaller competitors. In particular we 
look for two characteristics:

•	�Global reach: A company’s global presence 
drives volumes given stronger pricing power. 
This should produce mid-to high single revenue 
growth;

•	�Leveraging powerful brand equity: Economies 
of scale help to generate even higher earnings 
growth whilst maintaining attractive returns on 
capital.

“The digital age is acting as a great equalizer”

Conclusion
We have increased our conviction in luxury 
and apparel businesses held in our equity 
universe. LVMH, Richemont and Nike are all 
stocks that should continue to compound in 
the double digits whilst investors in smaller, 
sub-scale and less differentiated businesses 
put themselves at the risk of permanent 
capital loss.

08.18



Important information
This document is strictly confidential and produced by Rothschild 
& Co Bank AG for information purposes only and for the sole use of 
the recipient. Save as specifically agreed in writing by Rothschild 
& Co Bank AG, this document must not be copied, reproduced, 
distributed or passed, in whole or part, to any other person. This 
document does not constitute a personal recommendation or an 
offer or invitation to buy or sell securities or any other banking or 
investment product. Nothing in this document constitutes legal, 
accounting or tax advice. 

The value of investments, and the income from them, can go 
down as well as up, and you may not recover the amount of your 
original investment. Past performance should not be taken as 
a guide to future performance. Investing for return involves the 
acceptance of risk: performance aspirations are not and cannot 
be guaranteed. Should you change your outlook concerning your 
investment objectives and / or your risk and return tolerance(s), 
please contact your client adviser. Where an investment involves 
exposure to a foreign currency, changes in rates of exchange may 
cause the value of the investment, and the income from it, to go 
up or down. Income may be produced at the expense of capital 
returns. Portfolio returns will be considered on a “total return” 
basis meaning returns are derived from both capital appreciation 
or depreciation as reflected in the prices of your portfolio’s 
investments and from income received from them by wayof 
dividends and coupons. Holdings in example or real discretionary 
portfolios shown herein are detailed for illustrative purposes 
only and are subject to change without notice. As with the rest of 
this document, they must not be considered as a solicitation or 
recommendation for separate investment.

Although the information and data herein are obtained from 
sources believed to be reliable, no representation or warranty, 
expressed or implied, is or will be made and, save in the case 
of fraud, no responsibility or liability is or will be accepted by 
Rothschild & Co Bank AG as to or in relation to the fairness, 
accuracy or completeness of this document or the information 
forming the basis of this document or for any reliance placed 
on this document by any person whatsoever. In particular, no 
representation or warranty is given as to the achievement or 
reasonableness of any future projections, targets, estimates or 

forecasts contained in this document. Furthermore, all opinions 
and data used in this document are subject to change without 
prior notice. 

This document is distributed in Switzerland by Rothschild & Co 
Bank AG and in the UK by Rothschild & Co Wealth Management 
UK Limited. Law or other regulation may restrict the distribution 
of this document in certain jurisdictions. Accordingly, recipients 
of this document should inform themselves about and observe all 
applicable legal and regulatory requirements. For the avoidance of 
doubt, neither this document nor any copy thereof may be sent to 
or taken into the United States or distributed in the United States 
or to a US person. 

References in this document to Rothschild & Co are to any of the 
various companies in the Rothschild & Co Continuation Holdings 
AG group operating / trading under the name “Rothschild & Co” 
and not necessarily to any specific Rothschild & Co company. None 
of the Rothschild & Co companies outside the UK are authorised 
under the UK Financial Services and Markets Act 2000 and 
accordingly, in the event that services are provided by any of these 
companies, the protections provided by the UK regulatory system 
for private customers will not apply, nor will compensation be 
available under the UK Financial Services Compensation Scheme. 
If you have any questions on this document, your portfolio or any 
elements of our services, please contact your client adviser.  

The Rothschild & Co group includes the following wealth 
management businesses (amongst others): Rothschild & Co 
Wealth Management UK Limited. Registered in England No 
04416252. Registered office: New Court, St Swithin’s Lane, 
London, EC4N 8AL. Authorised and regulated by the Financial 
Conduct Authority. Rothschild & Co Bank International Limited. 
Registered Office: St Julian’s Court, St Julian’s Avenue, St 
Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the 
Guernsey Financial Services Commission for the provision of 
Banking and Investment Services. Rothschild & Co Bank AG. 
Registered Office: Zollikerstrasse 181, 8034 Zurich, Switzerland. 
Authorised and regulated by the Swiss Financial Market 
Supervisory Authority (FINMA).
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For more information
Please contact Beat Keiser at  
beat.keiser@ch.rothschildandco.com 


