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In 2005, it was first announced that Rose Marie Bravo would be stepping down from her position as
Burberry’s chief executive officer (CEO) and Angela Ahrendts would be named as her replacement.
Ahrendts had many years of experience within the fashion industry. She previously held various senior
positions, including executive vice president at Liz Claiborne Inc., executive vice president of Henri
Bendel and president of Donna Karan International.” Though Burberry had enjoyed continued year over
year growth, the sales growth at Burberry was not on par with the growth seen within the personal luxury
industry. Big changes within Burberry were expected to come as Ahrendts took the reins in July 2006.
What were the transformations and changes that Burberry would need to make in order to successfully
adapt to the dynamic and innovative global business environment of the luxury industry?

BURBERRY’'S HISTORY
The Beginning

In 1856, Burberry was opened in a small outfitter’s shop in Basingstoke Hampshire, England by Thomas
Burberry, a 21-year-old draper’s apprentice.® Burberry’s customer base grew throughout the 1800s;
however, it was the invention of gabardine — a breathable, waterproof and tear-proof fabric — in 1880*
that later proved to be a key development for Burberry, putting the company on the world map within the
appare! industry. “By the turn of the century, Burberry offered an extensive line of outerwear for both
men and women. The company designed hats, jackets, pants and gaiters especially for hunting, fishing,
golf, tennis, skiing, archery and mountaineering.”> The business continued to grow with the pioneering of
the Burberry trench coat when, in 1901, Burberry was commissioned by the War Office — a department
of the British Government — to design a new uniform for the British Officers. There had been much
debate over the actual first trench coat designer, with both Burberry and Aquascutum — another British
apparel company — claiming to have spearheaded the design of the garment;® nevertheless, this conflict
did not hurt Burberry’s position and the brand grew in popularity.

Over the years, Burberry continued to gain public fame through both its quality design and celebrity
status. Burberry developed a reputation for quality through the involvement and use of Burberry products
in various expeditions, sporting events and excursions. For example, Roald Amundsen and his team wore
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Burberry gabardine clothes and used Burberry gabardine tents during their 1911 excursion when they
became the first people to reach the South Pole. Ernest Shackelton completed his !mperial Trans-
Antarctic Expedition in 1915 also wearing Burberry. In 1919, Captain John Alcock and Lieutenant Arthur
Whitten Brown completed the first non-stop transatlantic flight wearing Burberry aviator suits.”

On another front, the Burberry trench coat’s iconic fashion status was strengthened through its popularity
among famous actors. For example, Humphrey Bogart wore Burberry in 1942 in the Academy Award-
winning film Casablanca. Audrey Hepburn was also dressed in a Burberry trench in her role as Holly
Golightly in the 1961 blockbuster Breakfast at Tiffany’s.®

While the company established its reputation and its name, it also developed the Burberry logo and, with
it, the Burberry dream. The firm registered the ‘Equestrian Knight’ trademark in 1909.° In 1920, the now
iconic Burberry check was registered as a trademark and added as a lining to the trench coats.*® The check
was incorporated into accessories in the late 1960s.™

Company Ownership Changes

In 1966, the company became a wholly owned subsidiary of Great Universal Stores (GUS), a holding
company of a large group of mail order, retail, manufacturing and related businesses.* In 2002, GUS
arranged a partial IPO for Burberry.™ It was not until 2005 that the majority shareholder announced it
planned to sell its 66 per cent stake — worth more than £1 billion — in order to concentrate on its other
businesses.'* GUS was the beneficial owner until the sale of approximately 65 per cent of Burberry
Ordinary Shares in December of 2005.%

More Recent History

Over the years, Burberry’s public image began to change as the luxury status of the Burberry brand began
to diminish. Rose Marie Bravo was hrought in as CEO to restore the brand’s image. Her leadership
proved to be successful, with sales increasing from £250 million'® in 1997 to over £675 million in
2004."® Included in her transformation was the launching of the Prorsum collection — the Burberry’s
fashion forward runway line — as well as the expansion into the perfume business.

THE ENVIRONMENT AND CHARACTERISTICS OF THE LUXURY INDUSTRY
The Industry

Burberry competed in the personal luxury market and, specifically, the global apparel, accessories and
luxury goods market which included clothing, jewelry, watches, leather goods and cosmetics. This
industry was a subset of the larger luxury industry which included apparel, accessories, cosmetics, wine
and spirits, cars, hotels, in-home food, out-of-home food, home furnishings and yachts.*® A new part of
the luxury industry — experience-based luxury — was a growing segment of the luxury market. “People
[were] enjoying much more material comfort in comparison with previous generations, resulting in a
trend of a cultural shift for personal fulfilment and aspiration through experience.”?® With this cultural
shift also came a growing demand for a luxury experience as an aspect of shopping in-store for personal
luxury goods.
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The personal luxury market, valued at €147 billion and €159 billion® in 2005 and 20086,
respectively,? the market was predicted to grow at an anticipated Compound Annual Growth Rate
(CAGR) of 4.5 per cent for the five-year period 2006 to 2011.% Considering that the major personal
luxury industry players were based in Europe and coupled with the fact that the European market made up
28.8 per cent® of the market, the euro exchange rates played a significant role in the industry financial
results and growth forecasts.

In line with the increase in household purchasing power over the last few decades, prices of top-of-the-
line luxury goods experienced an upward trend (see Exhibit 1). Premium mass consumption goods
(trading up) — not previously considered as a part of the luxury industry — experienced a similar trend in
price as the top-of-range luxury sector, while the luxury entry products experienced a slight downward
trend in price throughout the decades. These trends caused the premium sector to overlap luxury entrants
in price and showed a growing lack of separation between luxury and premium goods.?

The luxury industry, as a whole, operated quite differently from ather industries, including the premium
goods industry and the fashion industry (see Exhibit 2). In luxury sectors, mystery, aura, rarity, elegance,
craftsmanship, mystique and exclusivity were key success factors. The industry had a long history and
many of its key players (including Burberry, Louis Vuitton and Chanel) had done business in the luxury
sector for over a century. The luxury sector was hard to break into by new entrants, and was dominated by
a couple of brands, defined by Bernard Arnault, CEO of LVMH, as ‘star brands’:

Star brands should be timeless, modern, fast-growing, and highly profitable . . . . There are fewer
than 10 star brands in the luxury world, because it is very hard to balance all four characteristics
at once — after all, fast growth is often at odds with high profitability — but that is what makes
them stars. If you have a star brand, then basically you can be sure you have mastered a
paradox.?

Customer dreams, particularly concerning lifestyle trends and status symbols, played a large part in the
marketing and sales of luxury goods. It was an industry centered on indulgence, and customers were not
willing to give up indulgent items, even when times got tough. Many consumers were willing to trade
down products and services that they considered less important for the ability to continue to trade up on
aspirational luxury goods.?” For example, “consumers [would] shop at Wal-Mart or Asda, but drive a
Mercedes.”?

The growing trend of online shopping at the expense of traditional mall shopping in the United States and
Europe created a new demand stream. The online luxury goods market value increased drastically, from
£€1.7 billion in 2005 to €2.2 billion in 2006.% Any luxury brand that wanted to stay competitive needed to
recognize this trend and incorporate online sales into the brand’s future sales strategy.

Ahrendts needed to consider if Burberry’s strategy was in line with these industry trends. What did
Burberry have to do to align its strategy with the industry trends in order to be competitive within the
personal luxury market?

The Customer Segments
The luxury industry consisted of three customer segments: absolute, aspirational and accessible.* The

absolute segment was the smallest in number of individuals, yet the purchasing power per individual
customer of this segment was immense. These customers were defined as ultra high-net-worth individuals
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(UHNWI); to these customers, money was not an issue. The demand from this group, as a whole, was not
strongly impacted by the economy; therefore, their demand was stable. Though their demand was stable,
their high purchasing power per person in conjunction with their higher requirements in terms of
customer service and quality goods meant their needs could not be overlooked. The market differentiated
between ‘mass luxury’ and ‘premium luxury.” “Mass luxury caters for many people through products
whereas premium luxury is for the few — a niche area of indulging in experiences.”>*

The absolute segment appreciated the brand history and heritage. They wanted to own iconic brands and
pieces that were unique and emphasized their elitism. They were interested in owning the highest end
products and shopped for ready-to-wear and bespoke (personalized or tailored) haute couture goods. This
market looked for goods that were discreet — goods that emitted quality and understated opulence.* The
beauty of the object was important to this group; high aesthetic content and extreme quality made a
luxury good more exclusive. The absolute market wanted more products and services that made them feel
above the masses; Andrew Benett, chief strategy officer at Euro RSCG, N.Y. (whose clients included
Jaguar) called this trend “the push back against ‘masstige.””*

Of the three groups, the absolute segment placed the greatest importance on the brand’s emotional
environment. Their definition of luxury fit with what Remi Krug, president of the House of Krug, stated
about luxury: "that which distinguishes the very good from the emotionally moving”.>* For this segment,
an emotional, distinctively exclusive shopping experience set iuxury brands apart from the rest. Privacy
took top precedence for this group. Luxury fashion houses had specific client service teams that catered
only to this group. Price was important as the price needed to be high enough to make it unattainable to
most. For these individuals, for the good to be a desirable luxury object, it was important that it had a
price that exceeded the value of the good’s mere functionality.*

The second customer segment was the aspirational group. This group included celebrities, professionals,
and businessmen and women with a high amount of disposable income. Though they had high spending
power, some individuals from this segment would trade down or not buy at all during an economic
downturn.

The aspirational group fathomed the lifestyle of the absolute segment, aspired to it, and looked for upward
integration. To reach this group, the brands needed to “re-create the emotional and creative world of the
brand, containing the cultural and psychological references that justify the price.”*® This segment valued
some level of exclusivity, particularly in the buying experience. At the same time, the aspirational group
was still aspiring to be recognized by others and become associated with luxury; therefore brand
recognition — particularly the recognition of the exclusivity of the brand — was important.

This greup also vaiued quality. The aspirational segment looked for faster-changing product lines. The
style, artistry and design of the goods as well as their performance and quality were important to the
aspirational segment.

The third group of luxury shoppers was the accessible segment. This group was made up of the middle
and upper middle class customers. The emergence of this group proved that “luxury [was] no longer the
embrace of the kings and queens of France but the mass marketing phenomenon of everyday life.”* The
members of this market segment still wanted to differentiate themselves through the status of the brands
they wore, although their income level limited their accessibility to the luxury goods they could purchase.
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To this market segment, a luxury good symbolized a membership badge and the ability to show status and
wealth by association with the affluent class; therefore, the accessible segment often chose goods that
explicitly showed the brands, be it through distinct brand designs, monograms, logos or brand symbaois.

Due to the minimum spending power per individual of the accessible group, price was an important
consideration when they purchased luxury goods. The desire to be associated with the affluent class
coupled with the inability to afford many luxury goods had some members of the accessible market turn
to counterfeit goods to fill their void.

Over the years, the aspirational and the accessible classes grew at a faster rate than the absolute group.
The aspirational segment grew at the fastest rate of all three groups.*® This change in overall market
demand impacted how luxury brands needed to market their goods in order to secure the highest sales
while simultaneously ensuring they did not to hurt their brand image. In conjunction with this, “[t]he
average consumer [was] also far more educated and well-travelled than a generation ago and [had]
developed a taste for the finer things in life.”*® Each customer segment was more knowledgeable about
luxury brands, their quality, where they were produced and the image the brands portrayed.

Burberry’s key markets, in line with industry trends, were spiit between three regions: the United States,
Europe and Non-Japan Asia Pacific. Over the 2005/06 fiscal year, the European market growth was flat,
while the U.S.-sourced revenue increased by 5 per cent underiying and 9 per cent reported, with strong
retail growth. The Non-Japan Asia Pacific region experienced revenue growth of 6 per cent underlying
and 13 per cent reported and also reported strong retail sales.*

Ahrendts needed to consider which customer segments should be targeted. Should all three segments be
targeted: absolute, aspirational and accessible? Were there any other changes Ahrendts should consider?

THE EMERGING CHINESE MARKET

Europe and the United States were the largest and most established markets for the personal luxury
industry, accounting for 28.8 per cent and 21 per cent of the market’s value over 2006, respectively.*
These established markets were overpowered in size by the Asia-Pacific region, which accounted for 35.3
per cent of the global market’s value during this same period.*

Though not as established as the European and U.S. markets, the Asian market, specifically the China
region, was the largest and the fastest growing market for the personal luxury industry. Chinese
consumers alone were expected to account for 29 per cent of all global luxury goods purchases by 2015.%

China’s developing country status together with its quick but steady economic growth over the last few
years made the market quite unique from those of Europe and the United States. The past 25 years
experienced gross domestic product (GDP) growth at an average annual rate of about 9 per cent, the
fastest sustained growth for a large economy. This economic boom lead to the growth in the size of the
wealthier Chinese population and, consequently, the growth in luxury sales followed the growth of
China's economy.*

Though the stereotypical Chinese luxury shopper was a middle-aged official who could afford to buy
many luxury goods, the growing Chinese economy gave rise to a different customer group — the young
Chinese professional. These educated white-collar workers saved to splurge. They understood trends,
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focused on key luxury purchases and mixed and matched their luxury pieces with local goods as well as
with fake, counterfeit pieces.*

Though the Chinese market experienced steep growth, the luxury sales to this market were not necessarily
taking place within China for two main reasons: taxes and perception. Due to taxes of 20 to 30 per cent on
luxury goods, many wealthy Chinese customers used domestic stores as showrooms to view the items and
try them on before they made their ultimate purchases during trips abroad.“® In addition, the perception of
luxury goods purchased in China was different from those goods purchased abroad, particularly in
Europe:

Affluent Chinese are willing and able to afford the high costs for top-line merchandise with
brands analogous to status and prestige; historically, though, luxury consumption is often
suggestive of corruption in Chinese culture. The well-off group frequently shop overseas and seek
eagerly for foreign name brands such as Gucci, Louis Vuitton and Prada.*’

Ahrendt had to consider, what was the magnitude of the Chinese market and what role would the market
play in the future on trends within the personal luxury industry? How important were the trends of this
market on the decisions she had to make?

BURBERRY'’S STATUS
The Chavs

Though the company was enjoying financial growth, the luxury status and quality image associated with
Burberry was changing as Burberry — particuiariy Burberry’s iconic check — gained popularity among a
new customer market in Britain. Burberry’s “distinctive beige check, once associated with A-listers,
[became] the uniform of a rather different social group: the so-called Chav.”*

In Britain a few years ago, a working-class subculture emerged called Chavs, a term derived from
the Romany traveilers’ word chavi, meaning “child.” Young and usually with only a high school
education, Chavs hang out at small-town shopping centres, smoke cigarettes, and intimidate
passersby. Their uniform is a baggy tracksuit, clunky gold jewelry, and anything and everything
with the Burberry check, much to the chagrin of Burberry executives . . . . They are proud of their
Chavness and have their own set of celebrity idols, the tops being Victoria Beckham, former
Spice Girl and wife of soccer star David Beckham, and Daniella Westbrook, a working-class
British TV actress who starred in the popular soap EastEnders. Westbook was named the Queen
of Chavs when she was snapped shopping in London dressed head-to-toe in Burberry check and
pushing her Burberry check-clad baby in a Burberry check stroller.*®

For luxury goods, a key aspect to their aura was the perception. It was important that many people were
famiiiar with the brand, but it was equally important that there were more people familiar with the brand
than people who could afford it. Association with the Chavs was negatively impacting the luxury image
of Burberry.

The affiliation with the Chavs not only impacted the aura and historical dream appearance of the luxury
brand, the Chavs also began buying counterfeit versions, which impacted the brand’s quality image. “The
Chavs became most obsessed with the Burberry check baseball cap. When Burberry stopped producing
the caps, Chavs started buying counterfeit versions.”*

This document is authorized for educator review use only by Leon Zurawicki, at HE OTHER until February 2015. Copying or posting is an infringement of copyright.
Permissions@hbsp.harvard.edu or 617.783.7860



Page 7 9B14A014

The fact that the Chavs embraced the Burberry check definitely changed the image of Burberry from the
image the brand had refined and coveted for decades. Could the damage to Burberry’s image be reversed?
Ahrendts needed to investigate the amplitude of the undesired popularity of the brand brought on by the
Chavs.

Financial Performance

Burberry operated with positive revenue growth over the last four years (see Exhibit 3). Apart from the
Atlas project costs in 2006 (a program for the full redesign of Burberry's sourcing, supply chain and
business processes and systems), the company enjoyed steady growth in revenue and profitability over
this time period.

Other Operations

In addition to the strong negative impact of the Chavs on Burberry’s image in Britain, the brand’s global
strategy was also not aligned with Burberry’s desired image. A customer’s experience in a Burberry store
in Tokyo might be very different from that in a store in Chicago. Furthermore, with 23 licensees around
the world, it was hard for Burberry to control the image portrayed by the licensees. Licensing was a big
part of Burberry’s business; 11 per cent and 10 per cent of total revenues came from licensing in 2005 and
2006, respectively.® In addition, though the head office was based in London, the design team members
were based all over the world.*

Ahrendts needed to consider if the company’s strategy required any other changes in order to ensure the
business strategy was in alignment with the image that Burberry wanted to project going forward.

Product Lines

Burberry had its products split among four product lines: Prorsum, womenswear, menswear and
accessories.

The Prorsum line, launched in 1999, was the Burberry’s fashion forward runway line. The line carried
both haute couture and ready-to-wear pieces (see Exhibit 4). Shown four times per year in Milan, the
Prorsum lines runway show helped to validate the brand's credentials, offered a focal point for media
coverage and provided design leadership to all Burberry collections.*

The womenswear and menswear lines were the core collections for Burberry. They offered a range of
products in modern but classic styles. The lines carried both tailored and casual items for each of the
genders. These lines were of a lower scale than the Prorsum line; thus, they consequently operated as
diffusion lines (see Exhibit 3).%*

Burberry accessories included scarves, handbags, shoes, silks and umbrellas. The line also contained
products that required specific expertise. Burberry teamed up with licensing partners on its glasses,
fragrances and children’s clothing lines.*

Ahrendts needed to consider if the product lines were appropriate for the company’s strategy going
forward.
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Distribution

Burberry had a multi-channel distribution strategy that consisted of retail, wholesale and licensing
(Exhibit 5).

Burberry’s directly operated retail stores made up the company’s largest distribution channel and
contributed 43 per cent of the revenues over the 2005/06 fiscal year.*® The retail channel not only gave
Burberry full control of the brand presentation and direct access to the customers, it was also a source of
marketing for the brand. Large flagship stores in key shopping destinations around the world, next door to
other large luxury players, kept Burberry’s name prevalent.

Within the wholesale channel, Burberry products were distributed through a network of leading
department stores, duty-free retailers and specialty stores. The whoiesale channel also included franchise
stores run by Burberry’s wholesale partners; these franchises were located in regions where Burberry
chose not to invest directly. The wholesale channel allowed Burberry to extend its reach to customers
who preferred to shop in multi-brand channels or who did not have a Burberry store nearby.>’ At the same
time, the wholesale segment brought about risk by giving away some of Burberry’s power and control
over the delivery of the brand image and the display of the products.

The licensing channel made 70 per cent of its revenue in Japan. This licensing channel included a broad
range of licensing on apparel, accessories and home products through licensing partners. By using
licensing, Burberry minimized its input in the production process while, simultaneously, it took a cut of
the profits from the sale of the licensed goods. On the cther hand, through licensing, Burberry gave away
a level of control over production to the licensee. If not established and monitored properly, licensee
agreements could lead to poor quality, unattractive design and distribution channels that did not fit with
the brand’s overall image. If a licensee made a severe error during production, distribution, marketing or
sales, it could consequently hinder the overall brand’s positioning.

Were these distribution channels appropriate? Should any changes be made?

Manufacturing and Production

The majority of Burberry’s sourcing came from resources located within Europe. At the same time,
Burberry maintained an external sourcing network with resources based in Asia and the Americas used
for selected products.>®

COMPETITORS

Burberry operated in an industry with a number of key competitors. Ahrendts needed to consider their
impact when making strategic brand decisions (see Exhibit 6).

PPR (previously known as Pinault-Printemps-Redoute)

Gucci Group N.V. was owned by France-based luxury giant PPR, a world leader in the luxury and

fashion industry. The Gucci Group contributed €3.568 billion to PPR’s reported €17.931 billion sales for
the 2006 fiscal year end.*®
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The Gucci Group was a multi-brand group whose portfolio was comprised of many well-known fashion
brands including Gucci, Bottega Veneta, Yves Saint Laurent, Sergio Rossi, Alexander McQueen, Stella
McCartney and Balenciaga.®® Through its many brands, the Gucci Group designed, produced and
distributed high-quality personal luxury goods. Gucci’s brands competed in many areas of the personal
luxury goods industry including ready-to-wear, handbags, luggage, small leather gocds, shoes,
timepieces, jewelry, ties and scarves, eyewear, perfume, cosmetics and skincare products.*® This multi-
brand strategy allowed the Gucci Group to reach a large market; they were able to exploit all three luxury
customer segments though its various labels. They were also able to satisfy different fashion tastes of the
luxury customers through its various labels.

Though there were rumours that Gucci — PPR’s most comparable brand to Burberry — was looking into
potential production in China,® Gucci praised itself on its ‘Made in Italy’ label and that its production
was linked to the Tuscan region. Gucci even had a dedicated section on its website to its ‘Made in Italy’
label %

Louis Vuitton Moét Hennessy (LVMH)

LVMH was another leader in the global luxury goods industry. L\VMH operated in five different sectors:
wines and spirits, fashion and leather goods, perfumes and cosmetics, watches and jewelry and selective
retailing (including department stores, cruise shops, airport shops and Sephora cosmetic stores).

LVMH’s fashion and leather goods division included Louis Vuitton, Celine, Loewe, Kenzo, Givenchy,
Thomas Pink, Fendi, Emilio Pucci, Donna Karan, Marc Jacobs, Berluti and StefanoBi. The division also
included eLUXURY, an online luxury goods retailer.*

The Louis Vuitton label was the closest competitor to Burberry from the LVMH Group due to its
popularity — through its monogram — and due to the product categories it operated under. Louis Vuitton
was the largest label under the LVVMH fashion and leather goods division with annual sales of nearly €4
billion, Louis Vuitton made up more that half of the profits of the L\VVMH group.®

The Louis Vuitton leather goods collections were manufactured in France, Spain and the United States.
The footwear and ready-to-wear collections were produced in France and Italy. Louis Vuitton watches
were exclusively made in Switzerland and the jewelry collections were made in France, Italy and
Switzerland. The brand’s sunglasses were produced in France and Italy.®’

Armani

Giorgio Armani S.p.A. (Armani) was a privately owned company, solely owned by its founder, Giorgio
Armani.®® Headquartered in Milan, Italy, Armani was the parent company of the Armani Group, one of
the global leaders in the fashion and luxury goods market.®® During fiscal 2005 (year ending December
31, 2005), the Armani Group generated sales of €1.428 billion, an increase of 9.9 per cent over the
previous fiscal year.”

Some of the famous brands under Armani included the adult fashion brands Giorgio Armani, Emporio
Armani, Armani Collezioni, Armani Exchange and Armani Jeans. Under its many brands, the company
was engaged in designing, manufacturing, distributing and retailing lifestyle and fashion products such as
apparel, eyewear, jewelry, accessories, watches, home interiors, cosmetics and fragrances. The company
also operated within the children’s clothing and household markets. * Through these different brands and
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stores, Armani was able to cater to the various levels of the fashion pyramid, thus attracting customers of
different market segments (Exhibit 4).

Giorgio Armani openly said that, as long as quality was controlled, there was no reason why some of the
Armani brands could not be produced in China; however, he made it clear that the *‘made in Italy’ label is
very important to the top line because it shows specialization. "

Prada

Prada Group NV (Prada) owned global fashion brands Prada and Miu Miu. Based in Milan, Prada was
known for its luxury leather goods and bags.”® Prada’s sales totaled €811.5 million in 2006, which was a
23 per cent growth over the previous year.”

Though it had unsuccessfully tried an IPO in the past, it was recently in talks again about listing on the
Milan stock market in 2008. Almost all of the privately held company belonged to Prada’s CEO, Patrizio
Bertelli, his wife, designer Miuccia Prada, and their family members. "

Though Prada tried a multi-brand strategy in the past, it had recently retreated from such a strategy to
focus on the Prada and Miu Miu labels.” Instead of cutsourcing its manufacturing, Prada decided to focus
its strategy and sold off some of its labels, including the Jii Sander and Helmut Lang.”” Even with these
strategic changes, Prada revealed that it was evaluating the benefits of moving production of some less
exclusive products out of its native Italy to cheaper factories abroad in countries such as China.”

Chanel

Chanel S.A. (Chanel), a privately held company, owned and operated the Chanel label and Eres — a
lingerie and swimwear brand. The company also managed seven ateliers through Paraffection — its
artisan’s division. The company was co-owned by the Wertheimer brothers, Alain and Gerald.” The
Wertheimers owned 100 per cent of the business, including worldwide rights to the Chanel name.?’ As
Chanel was privately held, its revenues and manufacturing information were not disclosed.

Chanel began as a hat maker, later revolutionizing the sportswear industry through the use of jersey
fabrics on simple designs. Chanel was also known for the little black dress, its tailored suits and its
perfume (particularly the Chanel No. 5 fragrance).®' Chanel operated in the fashion, cosmetics, watch and
jewelry businesses. The company’s only license was for eyewear with Luxottica, the producer of 80 per
cent of the world’s major eyewear brands.®

Karl Lagerfeld took over as Chanel's head of design in 1983.% He revived the label by tapping a younger
market.

THE DILEMMA

How can Burberry restore margins while simultaneously working to improve its brand image? Should
Burberry choose to keep a luxury status or should they look to a new positioning for the iconic brand?
What is the impact of globalization on these strategic brand decisions and of what should Burberry
beware?
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EXHIBIT 1: WHY THE CONFUSION BETWEEN PREMIUM (TRADING UP) AND LUXURY
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Source: The Luxury Strategy - Break the rules of marketing to build luxury brands, op. cit., p.55.

EXHIBIT 2: LUXURY, FASHION AND PREMIUM POSITIONING TRIANGLE
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Source: The Luxury Strategy - Break the rules of marketing to build luxury brands, op. cit., p.43.
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EXHIBIT 3: BURBERRY FINANCIAL PERFORMANCE 2003 TO 2006

Burberry's Financial Performance (£ in Millions)
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Source: Burberry Group plc Annual Report and Accounts 2005/06,” op. cit.

EXHIBIT 4: THE FASHION PYRAMID
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Source: Giada Di Stefano, Gianmario Verona, “Protecting Innovation in the Fine Fashion Industry”, SDA Bocconi School of
Management, 2009.
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EXHIBIT 5: BREAKDOWN OF BURBERRY’'S DISTRIBUTION CHANNELS FOR THE 2005/06 FISCAL
YEAR

Breakdown of Burberry’s Distribution Channels for
the 2005/2006 Fiscal Year
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Source: Burberry Group plc Annual Report and Accounts 2005/06, op. cit

EXHIBIT 6: BREAKDOWN OF COMPETITION AND THEIR BRANDS IN THE FASHION AND
LEATHER GOODS CATEGORIES AND THE COMPETITION’S POSITIONING ON THE FASHION
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