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Abstract

Leaving behind years of astonishing growth, China was expected to become the world’s largest
luxury market by 2025. These dynamics changed as the Chinese luxury sector declined in 2022
for the first time in five years. This thesis investigates the opportunities and threats in the
Chinese luxury sector in the post-Covid-19 environment. For this purpose, the study comprises
a thorough review of relevant literature complemented by an empirical investigation using a
mixed-method research approach to deliver qualitative and quantitative findings. Drawing on
the research findings, this paper outlines opportunities and threats within the Chinese luxury

sector in the post-Covid-19 setting.
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1 Introduction

1.1 Topic Introduction

The luxury sector in China has been on a growth streak since 2018, with its market size
doubling between 2019 and 2021 (Lannes and Xing 2023). Even the worldwide outbreak of
the Covid-19 pandemic in 2020 at first did not interrupt the Chinese luxury sector growth.
Thus, in 2021, mainland China accounted for 21% of the worldwide luxury market. This
immense growth put China in place to become the world’s largest luxury goods market by
2025, expected to surpass the industry-leading regions of Europe and the Americas (Lannes
and Xing 2022). These dynamics changed in 2022, as China’s luxury market declined by 10%

year-over-year in nearly every luxury category, setting an end to its five-year growth streak.

The ongoing rigorous pandemic control measures such as the zero Covid-19 policy and the
resulting sudden multi-month lockdowns of the Chinese government posed a challenging
setting for China’s economy and society (Ding and Zhang 2022). Thus, growing obstacles to
purchasing emerged and weakened consumer confidence spread. This severely impacted
China’s economic development, with a growth rate of just 3% in 2022, the country’s second
slowest in nearly fifty years, which fell short of the government’s target by 2.5%. Next to this,
changing consumer trends among Chinese customers pose difficulties and require a necessity
for luxury firms to adapt. Chinese consumers increasingly differ from other luxury consumers
around the world (Lannes and Xing 2022). Thereby the luxury market in China is influenced

by its own dynamics which firms must embrace to be successful.

However, a crisis and the resulting challenging environment can be seen as both a danger and

an opportunity that firms must be aware of and react to. (Wang, et al. 2020).



1.2 Research Gap and Research Question

Over the past year, various market reports and studies have been conducted concerning the
luxury sector in China, emphasizing its rising importance as a promising market with
substantial growth potential. Forecasts project China’s luxury market to surpass Europe and
the Americas, making it a key market for the future of the sector. Regardless of the Chinese
luxury market decline in 2022, industry experts remain optimistic, expecting China to become
the world’s largest luxury market by 2030. Nevertheless, reports do point out potential threats
that the Chinese luxury sector is faced with. However, the academic literature lacks an outline
of the key opportunities and threats the Chinese luxury sector is confronted with considering
the latest industry and market developments as well as the current consumer trends in China.
Thus, with the dynamism of the Chinese market, external challenges resulting from a
worldwide pandemic, and dynamic consumer trends, the question arises:

“What are the opportunities and threats of the luxury sector in China post-Covid-19?”

1.3 Research Procedure
This thesis consists of five main chapters:

e Following the introduction, a literature review is given, diving into the luxury sector in
China, examining Chinese consumer trends, and outlining opportunities and threats for
the luxury sector in China that can be found in existing reports and articles.

e Subsequently, in the methodology, a quantitative as well as a qualitative research
method is utilized, and the data collection and the method of analysis are explained.

¢ Inthe next chapter, the findings of the quantitative and qualitative data will be surveyed.

e Next, in the discussion, the above-presented findings will be examined, the limitations
of this paper will be evaluated, and future research implications will be outlined.

e Lastly, a conclusion will summarize the key findings of this thesis.



2 Literature Review

2.1 The Luxury Sector in China

Already back in 2009, China was forecasted to become the number one luxury market in the
world, because of the country’s large population and the increasing buying power of the
Chinese (Chevalier and Lu 2009). Thus, China has a strong market, especially for European

luxury brands, and represents the heart of their Asian expansion.

In 2018, the global luxury market grew to an estimated value of $1.3 trillion USD, led by
Chinese consumers, with a share of 33% of the global luxury spending (D" Arpizio, et al. 2019).
The desire of Chinese consumers for luxury goods remains unrivaled, powering the growth of
Western luxury brands for more than a decade, as two-thirds of the Chinese luxury sales are
made abroad (Stern and Reuter 2023, Paton 2022). This concentration on international luxury
purchases of Chinese consumers is due to the price gap of around 15-30% between China and
the rest of the world regarding luxury goods (Stern and Reuter 2023). The global consumption

of luxury goods by Chinese customers experienced a clear upward trend from 2015 to 2019.

In 2020 the global luxury market went down to its 2015 levels of roughly $1.1 trillion USD
globally (D'Arpizio, Levato, et al. 2020). As the pandemic spread, the global economy was
heavily affected and China was no exception (Wang, et al. 2020). The pandemic threatened
people’s economic and social well-being with repetitive pandemic waves (Ding and Zhang
2022). As a countermeasure, China designed a strategic plan including the controversial zero-
case policy. Travel restrictions urged Chinese consumers to purchase domestically, which led
to a 48% growth in China's luxury sector. Nevertheless, the Chinese consumers’ total luxury
spent overall decreased by 35%. The growth in mainland China did not recompense for the

international Chinese consumption (D'Arpizio, Levato, et al. 2020).



Graph 1: Geographic Analysis of Chinese Luxury Goods Spending (Lannes and Xing 2022)
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However, due to China’s strong development despite the overall market decline, it is expected
that the country’s growth will persist in the long run. Four trends drove China’s luxury market
in 2020 (Lannes and Zhang 2020): repatriation, due to Covid-19-related travel restrictions; the
increasing share of Gen Z shoppers in the luxury market; continuing digitalization driven by
the younger target groups, leading to booming online sales; and the Hainan Island duty-free
stores, that experienced increased demand due to travel restrictions. 2020 forecasts project

China to claim the biggest share of the luxury market by 2025 (D'Arpizio, Levato, et al. 2020).

2022 marks a turning point, as the Chinese luxury market experienced its first decline in 5
years, due to ongoing Covid-19 restrictions and economic uncertainty (Lannes and Xing 2023).
The zero-Covid policies slowed economic and social activities in China. The decline in the real
estate sector, higher unemployment, and concerns regarding the pandemic destabilized
consumer sentiments leading to a 30%-35% decline in shopping mall traffic. By the end of
2022, the global ranking of luxury sales by region changed as the Americas regained its top

position and Asia switched to the second position (D'Arpizio, Levato, et al. 2023).



Although luxury consumption experienced a setback in 2022, the foundations are still solid,
and growth is anticipated to resume in 2023. Three key trends drive the luxury market’s
recovery (Lannes and Xing 2023): The expansion of very important clients (VICs), which
represent 2% of the global customers but account for 40% of the luxury sales. China’s luxury
market appeals to a great share of VICs, as the economic slowdown inhibited entry-level luxury
consumers more than high-net-worth individuals (HNWIs). Next, duty-free shopping in
Hainan backed China’s luxury market but was also impacted by Covid-19 in 2022. Duty-free
sales were down by 30%, due to a reduction in traffic. Hainan duty-free shopping is expected
to recover and accelerate after the restrictions are abolished. Thirdly, as borders remained
closed, global pricing strategies were maintained by only a few brands over the past two years
leading to significant price gaps. Brands will now increasingly consider their price

harmonization between China and the rest of the world.

While many reports believe that the year 2022 was a reset for the luxury sector (Lannes and
Xing 2023) and expect growth to resume in 2023, other experts point out challenging aspects
the Chinese luxury sector is faced with (Langer 2023). Optimistic outlooks expect China to
take back its position as the biggest luxury market globally, accounting for 25%-27% of the
global purchases (D'Arpizio, Levato, et al. 2023). Despite these positive prospects, factors such
as the deteriorated relations between China, the US, and Europe, the country's weakened
economy due to the Covid-19 restrictions, China’s decline in population, and the growth of

local brands pose a challenging environment for the luxury sector in China.



Graph 2: Global Personal Luxury Goods Market Share by Region (Bain & Altagamma 2021)

100%
90%
80%
70% m Rest of world

60% 24% m Americas
50% 32% 27% Europe
40% m Rest of Asia
30% m Japan
m China

20%
10%

0%

2019 2022E 2030F

2.2 Chinese Consumer Trends

During the Covid-19 pandemic, Chinese consumers have changed their preferences and
purchasing behavior fundamentally (Wang, et al. 2020). The decline in the real estate market,
youth unemployment rates reaching a record of 20% (Paton 2022), and growing anxiety about
health and safety weakened consumer sentiments (Wang, et al. 2020). Thus, even after
restrictions were loosened, the trend of consumers spending after a time of restraint, generally
faded (Paton 2022), and many consumers stayed at home (Lannes and Xing 2023). Chinese
luxury consumers are known to have completely different and rapidly changing expectations
regarding luxury (Langer 2023). Chinese luxury consumers increasingly develop differences
compared to luxury consumers around the world, regarding demographics, digitalization, retail
environment, cultural references, and relationships to luxury brands (Lannes and Xing 2022).

Thus, the luxury goods market in China is heavily influenced by its own dynamics.



According to the 2023 McKinsey China Consumer Report (Zisper, et al. 2022), five key trends

will reshape China’s consumer market:

Firstly, the country’s middle class continues to rise, with the average increase of
disposable income being higher than inflation, and the national consumption levels and
wealth growths year after year (Yang 2023). Along with this, the spending power and
the purchase intention of luxury goods are expected to grow (Shukla, Rosendo-Rios, et
al. 2022) as Chinese consumers are said to be luxury goods enthusiasts (Zhang 2022).
The second trend is the consumer’s preference for premium brands over mass-
market ones. This is in line with the findings of Faschan, et al. (2020) of Chinese
consumers expressing greater brand awareness and higher purchase motivation linked
to quality, uniqueness, authenticity, and high levels of craftsmanship which can be
found in premium brands (Faschan, Chailan and Huaman-Ramirez 2020).

Third, Chinese consumers are said to switch to smarter choices without trading
down. This matches the growing concern about higher living costs and challenging
financial situations due to the economic difficulties caused by the pandemic (Yang
2023). This does not mean that consumers give up their luxury purchases in the post-
pandemic era, but rather expect the purchase of luxuries worth more (Yan 2022) and
avoid unnecessary expenses with more targeted purchases (Lannes and Xing 2023) and
a more conservative sentiment (Lannes and Xing 2022).

Fourthly, Chinese consumers are expected to be more product-centered and educate
themselves about their luxury purchases (Zisper, et al. 2022). This trend aligns with
the previously mentioned conservative and targeted luxury shopping, as Chinese
consumers evaluate their investments thoroughly and educate themselves about

potential luxury purchases. Furthermore, product centricity becomes evident in the



Chinese consumers' focus on quality, uniqueness, authenticity, and high levels of
craftsmanship (Faschan, Chailan and Huaman-Ramirez 2020).

e Lastly, local brands are preferred due to cheaper prices, a stronger sense of national
pride (Zisper, et al. 2022), and a deeper connection with the Chinese heritage (Stern
and Reuter 2023) through localized strategies (Tai 2023). Local brands better address
local trends as well as consumer sentiments and offer better experiences than other
global players (Langer 2023). A report from McKinsey found that 52% of surveyed
Chinese consumers prefer local fashion brands over foreign ones (Scalco, et al. 2023).
The higher spent on domestic luxuries is due to the Covid-19-related travel restrictions.

Chinese consumers switched from global shopping to local spending (Guyduy 2021).

Next to these trends, the Chinese luxury market is expected to be powered by younger
generations such as Gen Z (Yang 2023) with a rising disposable income, and a high affinity for
luxury goods (MarketLine 2022). These younger generation cohorts are digitally native,
adopting new technologies and demanding the convenience of a seamless online and the
personal touch of in-store shopping experiences (Daily 2022). Thus, they value the digital-first
efforts of luxury brands into innovative features to create interactive and tailored experiences.
The brands’ storytelling represents a core function of value creation by facilitating a close

connection to younger clients (Langer 2023).

Putting this together, Chinese consumers of luxury goods are younger, more hyperconnected,
proud, and hopeful while also wanting value for money, distinctiveness, and personalization
(Stern and Reuter 2023). Chinese consumer trends are promising with a growing middle class
and an upcoming luxury-savvy generation, but Chinese consumers' consumption psychology

has been impacted by the pandemic which may slow down the luxury market (Yang 2023).
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2.3 Opportunities and Threats of the Luxury Sector in China

According to Bain & Company (2022), Chinese consumers will make up roughly 40% of global
luxury purchases by 2030 (Paton 2022). Thus, the Chinese market seems to have a promising
future for the luxury sector, as Chinese consumers are driven by growing demand for luxury
goods in combination with their rising middle class and a growing disposable income (Guyduy
2021). In the next eight years, around 30% more Chinese consumers are expected to join the
mid and high-income class (Stern and Reuter 2023). Chinese customers, therefore, seem to
represent a huge opportunity in the form of a substantial source of revenue growth for luxury
firms (Shukla, Rosendo-Rios, et al. 2022). Hereby, the growing spending of the upcoming

Generations (Gen Z and Y) represents a huge opportunity for luxury brands to excel.

Furthermore, the luxury sales from Hainan duty-free shops represent another opportunity for
the luxury sector in China (Lannes and Xing 2023). The sales here are expected to rebound and
accelerate, especially from most Chinese travelers, traveling without passports, between the
first and second half of 2023. This duty-free channel represents a promising growth engine and
an attractive business opportunity for luxury brands operating in China, through the
performance tax advantages and accelerating expansion plans in China (Zhong, et al. 2023).

Additionally, the increased inland spending in mainland China represents an opportunity for
luxury brands that started investing in boutiques in lower cities. This aligns with the Chinese

consumer trend forecast of the Chinese consumers' shift towards more local spending.

Nevertheless, after the reopening of the Chinese borders, most airlines gradually increase their
flight capacity which is projected to reach 75% by the end of 2023 (Stern and Reuter 2023).
Along with this, the Chinese customers’ desire to travel internationally is increasing, leaving a

promising outlook of the return of Chinese travelers with an even greater purchasing power.
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Moreover, the online environment is continuously rising and has particularly expanded during
the pandemic. With newly emerging technologies, luxury brands can benefit from the tech-
savvy Chinese consumer base, by adopting these features and building an online presence that
enables an innovative, interactive, and personalized experience (Daily 2022). Optimistic
outlooks in various business reports expect 2021 sales levels amid the first and second half of

2023 and “the next China” remains to be China (Lannes and Xing 2023).

Table 1: The Sources of Growth in the Chinese Luxury Sector

Sources of Growth
Abolishment of lockdowns
Covid-19 related | Abolishment of travel restrictions
Airlines increasing flight capacities
Growing middle- and upper-class = growing disposable income
Increased domestic spending
Rebound of the overall consumer sentiment
Social Growing demand for luxury
Desire for international travel
Rising digital environment
Tech-savvy Chinese consumers

Economic

Digital

However, there are threats the Chinese luxury sector faces. The major threat is given by the
negative outcomes of the pandemic that led to a global luxury market decline in 2020 (Yang
2023). Travel restrictions, the zero-Covid policy, forced quarantines, impeded borders, as well
as sudden multi-month mass lockdowns, led to negative economic and social impacts (Paton

2022) that have lasting effects on Chinese consumers (Wen, et al. 2021).

Besides the pandemic, another threat is given by the country’s nature of unpredictable and
changing economic landscape with changing expectations of the consumers (Yan 2022).
Additionally, the pricing gap between China and Europe (Yu and Goh 2023) through which
luxury goods are around 15-30% more expensive in mainland China than elsewhere (Stern and

Reuter 2023) pose a threat.
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But not only the gap in pricing, the growing differences between the Chinese and the global
luxury market, driven by digitalization, the retail setting, cultural positions, and relationships
with brands, must be taken into consideration as well (Lannes and Xing 2023). Luxury brands
must concentrate on creating brand stories that resonate specifically with Chinese consumers

to keep up with the higher service experiences from Chinese players (Langer 2023).

On the one hand, the rapidly changing digital environment in China is a space of inspiration as
95% of all luxury purchases in China are inspired digitally. On the other hand, through digital
platforms brands can be canceled in hours and threatening trends can emerge overnight. Thus,
successful digital communication of luxury brands is essential. Moreover, with increasing
availability through the growing rise of the middle class, the threat of luxury democratization
arises (Shukla, Rosendo-Rios, et al. 2022). This refers to the felt decline in uniqueness,
exclusiveness, and self-differentiation of luxury goods caused by broader accessibility. Luxury
democratization may lead consumers to value democratized goods less. All in all, especially
the pandemic has led to new dynamics in the Chinese luxury sector which fits the Chinese

translation of crisis; “Wei Ji”, meaning both, danger, and opportunity (Wang, et al. 2020).

3 Methodology

3.1 Research Method and Data Collection

For this paper, mixed method research (MMR) was utilized. MMR is a more flexible
framework, involving the collection, analysis, interpretation, and reporting of both, quantitative
and qualitative data (Dawadi, Shrestha and Giri 2021). In this thesis, the quantitative method
of a survey and the qualitative method of expert interviews were chosen. This combination
allows answering the research question with sufficient breadth and depth to provide valuable

insights into the research phenomena and derive meaningful findings.
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For the quantitative data collection, a Chinese survey was conducted to understand consumer
trends and sentiments toward the Chinese luxury sector (see Appendix 3). To identify the
opportunities and threats of the Chinese luxury sector, one must understand Chinese
consumers’ attitudes, purchasing behavior, and preferences. The survey provided a data set
with a total sample size of 281 participants that filled out the survey. Only participants that are
originally from China were eligible to participate in the survey. The survey consisted of four

general questions and ten topic-specific closed-ended multiple-choice questions.

In complementation to this, the qualitative data collection consisted of six semi-structured in-
depth expert interviews with working professionals from the Chinese luxury sector to get
valuable insights from the business point of view. The interviewees are either directly working
in a respective department of a luxury company or have a consulting function specialized in
businesses in the Chinese luxury sector. The interview questions were divided into three topic
groups. Beginning with industry-related questions to get a better understanding and firsthand
insights into the development as well as the current state of the luxury sector in China.
Secondly, consumer-related questions were used to gain insights into the experts’ observations
of current consumer trends. And lastly, future-related questions were posed to understand the
professionals’ estimations and expectations of the upcoming development, trends, as well as,

opportunities, and threats of the Chinese luxury sector (see Appendix 2).

3.2 Method of Analysis
The primary duties of the method of analysis for studying the qualitative and quantitative
research methodologies are coding the data gained from the in-depth interviews for the

qualitative research and evaluating the replies from the survey for the quantitative research.
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The coding process is a systematic identification and classification of key terms or ideas
mentioned during the interviews to make sense of the collected information (Saldafia 2009).
Through these labels, patterns can be identified, and similar data can be clustered across all
conducted interviews. These groups serve as a foundation for further analysis and
interpretation. For this thesis, an inductive coding approach was utilized to condense broad and
diverse raw data into a succinct summary format and build a solid linkage between the research
aims and the summary findings retrieved from the raw data (Thomas 2006). Due to
confidentiality reasons and the wishes of the participants, the audio recording will not be

shared. However, transcript links of the interviews can be found in Appendix 2.

Regarding the analysis of the quantitative data, the sample size of the survey does not qualify
for deriving statistically significant findings. When working with small samples, a graphical
analysis can be helpful as it aids in the visual identification of patterns and trends in the data
(Tufte 2006). Thus, numerous figures will illustrate the results of the survey. Based on these
figures, a graphical analysis, an in-depth interpretation as well as a derivation of findings will
be conducted. These findings will be set into comparison with the presented literature research

to prove confirmation or contradiction of trends, predictions, and judgments.

4 Findings

4.1 Analysis of Qualitative Data

The qualitative data was gathered from six semi-structured interviews with industry experts
and working professionals from the luxury sector. All the interviewees pointed out that the
Chinese luxury sector is currently in a state of transition (Booker, 1. 4) and the rebound after
the decline in 2022 is gradually happening. Growth is expected; however, the pace of recovery

depends on the brand and the development of consumer sentiment. “China’s luxury market will

15



be stronger than ever.” (Tan, 1l. 19-21). Growth drivers in this coherence are, firstly, the
growing economy, enforced by the government as well as positive GDP projections (Yang,
11.124-125), secondly, expansions and luxury brand store openings to lower-tier cities, thirdly,
a rising young and affluent consumer base entering the market and, fourthly, the overall
recovery of the Covid-19 restrictions such as the increasing international flights capacity.
Furthermore, rising consumer confidence in combination with “(...) positive news, happy
mood (...)” (Lo, . 169), drive growth in the Chinese luxury sector. Other growth drivers are
the duty-free stores such as in Hainan, cooperation with KOLs, and celebrities with a strong

influence on Chinese consumers and growing digital sales channels.

Regarding consumer trends, firstly, Chinese luxury consumers are more discrete, and
sophisticated, and tend to value luxury products with minimalistic design and high quality (Lo,
11.66-73), building on the Western trend of “quiet luxury” (Baskin 2023). Secondly, Chinese
consumers have a growing appreciation for craftsmanship, brand heritage, and values and are
better educated about luxury. Thirdly, another consumer trend regards rising client
expectations, consumer differentiation through customization, and the growing interest in more
niche luxury products. Other general trends are collaborations between luxury brands and
local brands, Chinese artists, or KOLs to “(...) give them a bit more credibility that they
understand the Chinese customers.” (Tan, 11.100-103). Additionally, luxury brands in China

increasingly open stores in lower-tier cities.

Digitalization and luxury brands’ engagement in digital efforts is essential in China (Lo, 11.83-
89). For luxury brands, it is fundamental to understand how to operate in the Chinese digital
ecosystem as this is how China is being run and new technologies are highly important for

Chinese audiences (Yang, 11.67-75). Therefore, high digital investments are made to fuel the
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fast-growing digital channels and effectively target the younger, knowledgeable consumer
groups. This future target group of the Chinese luxury sector, categorized as Gen Z, is a
younger audience belonging to the growing middle and upper class, that is more open and
caring about the future, sustainability, and brand values, with a higher digital understanding

and acceptance (Shen, 11-56-59).

The place of spending concerning luxury products by Chinese consumers depends on the
development of the price gap and the travel restrictions as well as the consumer status
(Interviewee 6, 11.67-75). Experts agree that global sales will grow again with resuming travel
restrictions and increasing international flight capacity. Nevertheless, if brands decide to
harmonize prices, consumers will be indifferent regarding their place of purchase as they miss
out on a potential price advantage and tax savings from overseas purchases and domestic sales
will further increase (Yang, 11.93-102). For VICs domestic spending will regardless remain

important as they build a connection with specific sales personnel in one explicit store in China.

The main opportunities are the growing market share of the luxury sector, gaining credibility
in the market by understanding the Chinese culture and building relationships with Chinese
consumers as well as targeting the affluent and digitally affine customer group Gen Z
effectively (Tan, 1. 125-126). Additionally, store expansions into lower-tier cities, developing
digital experiences through platforms, and managing the operational side of the complementary

businesses effectively, pose important opportunities for the Chinese luxury sector.

The Chinese luxury sector is faced with multiple threats, including geopolitical tensions, such

as import restrictions, taxes, and anti-China movements. Further, unpredictable policy changes

of the Chinese government, as experienced during the pandemic in terms of strict restrictions
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like the zero-Covid-19 policy, pose a threat. Increased nationalism in China may impact the
sector and is powered by the strong promotion of domestic brands, supported by the

government. Lastly, “(...) growth will never be forever, right?” (Lo, 1. 202).

All in all, the expert interviews provided meaningful insights into the Chinese luxury sector
and mostly aligned with the findings from the literature review. Minor alterations and focuses
in terms of personal and subjective opinions differed throughout the expert interviews which

leaves room for interpretation, and complement the findings of the literature and reports.

4.2 Analysis of Quantitative Data
The quantitative data were collected through a survey format.

Figure 1: Quantitative Data Collection Graph 3: Proportion of Gen Z Respondents

281
total survey respondents

i

Criteria for successful survey
completion:
e Agreeance to usage of answers for
this thesis
e Country of origin must be China
e Survey language: Chinese

l

202
successfully completed surveys

= Ages 18-24 = Other participants

Firstly, regarding the participants' luxury affinity, around 60% of the participants indicated
that they like luxury goods and only 0,7% selected that they dislike luxury goods. The
remaining participants stated that they do not care about luxury goods. Important to point out
here is that, for the age range of 18 to 24, more than 80% of the respondents indicated that they

like luxury goods.
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Graph 4: Luxury Affinity of Survey Respondents
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However, concerning luxury ownership, a total of 165 participants, accounting for the clear
majority of around 82%, stated that they own more than one luxury good while only around
10% of the participants indicated that they do not own any luxury good and have no intention
of purchasing luxury goods in the future. Furthermore, regarding the purchase frequency of
luxury goods by Chinese consumers, the majority of the respondents make luxury purchases
once or twice a year. Around 26% of the respondents indicated that they make luxury purchases

rarely, whereas 23% of the respondents make luxury purchases three to four times a year.

Moreover, the survey revealed that price plays a moderately important role when it comes to
making a purchasing decision regarding a luxury good for Chinese consumers, whereas the
practical use of the luxury good is perceived as very important by most of the respondents.
Next, timelessness and high quality are the primary motivators for Chinese consumers to

purchase luxury goods, while investment and status are rather less important motivators.
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Graph 5: Luxury Goods Purchasing Motivators
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More than 40% of the participants indicated that their main information source is social media
platforms (e.g., WeChat) regarding luxury education. Chinese customers seldom learn about
new luxury products in-store or through friends and family. Roughly 20% of the respondents
chose each, website, and fashion blog as sources of information for new luxury products.
Concerning the place of purchase, more than 66% of the respondents make their luxury
purchases in-store abroad, while only 10% purchase in-store in their home country. Online
purchases were selected by around 12% and 11% do not make luxury purchases.

Graph 6: Chinese Consumers’ Place of Luxury Goods Purchases
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Another finding reveals that most of the respondents are neutral regarding their preference for
luxury or premium brands over mass-market brands. However, around 40% of the
respondents stated that they (probably) do not prefer premium or luxury brands over mass-
market brands. Moreover, concerning luxury education, around 68% of the respondents stated
that they (probably) research features such as the price and material of luxury goods in advance
of making a purchasing decision.

Figure 2: Summary of the Findings

The Chinese Luxury Industry in a state of transition

—» Economic Positive growth outlook for the Chinese luxury industry:

By 2030, Chinese consumers are expected to regain their
status as dominating nationality for the luxury industry
and China is expected to become the biggest luxury
market globally (D'Arpizio, Levato, et al. 2023)

Growth drivers —> Social

A 4

—] Recovery of Covid-19

Consumer trends Industry trends
e Growing upper- and middle-class with higher
consumption levels e Credibility efforts
e Education - increasing brand awareness e Cooperation with local brands/ KOLs
e Sophistication, higher quality standards e Expansion into lower tier cities
e Pride for Chinese culture e Investments into digital efforts
e Digitally native
| |
l I l
Target group Digitalization Place of spending
e GenZ ° D}g#al eﬁ‘(?ns Dependent on:
. . e Digital native consumer -
e Growing disposable base e Price gap
income e Creating dicital e Travel restrictions
e Strong digital affinity ng Cet e Customer status
experiences
Opportunities Threats

e  Growing affluent, luxury-affine consumer base e  Aftermath of Covid-19

e Hainan duty free shops e Unpredictable environment

e Store expansions into lower tier cities e Nationalism

e Gaining credibility through experiential, effective, e Political & geopolitical tensions
targeting e Price gap
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5 Discussion

5.1 Discussion of findings

Based on the findings, predictions regarding the Chinese luxury sector can be made: The
Chinese luxury sector will grow back to its pre-Covid-19 levels powered by the growing
middle and upper class, increasing disposable income, higher luxury affinity, and Gen Z
(Zhang 2022). Even though the pace of recovery is more optimistic in the reports (D'Arpizio,
Levato, et al. 2023), while experts tend to be more conservative (Yang, 1. 14-16), both align

in their belief of the sector’s growth and rebound.

Chinese luxury brands will become more important powered by pride and nationalism.
Although there is a lack of Chinese luxury brands that can compete with the big Western luxury
brands now, there is a growing preference for local brands that understand the Chinese heritage
and culture among Chinese consumers (Zhong, et al. 2023). Western brands must gain
credibility in the market by understanding Chinese culture and building relationships with
customers (Tan, 1. 100-101). It is vital for luxury brands to create interactive and tailored
experiences through their storytelling to facilitate a closer connection to the Chinese heritage
(Lannes and Xing 2023). Luxury brands successfully implementing this cultural aspect in the

Chinese luxury sector will ultimately have the potential to flourish in the future.

The digital ecosystem will demonstrate an essential function in the Chinese luxury sector.
Luxury brands that can efficiently leverage digital channels and engage with customers online
will be more successful. Although the digital space can be harmful to brands when used
inappropriately, “(...) it’s the absolute essential because I think this is how China is being run
overall. Luxury or no Luxury, the whole ecosystem is digitalized.” (Lo, 1.83-84). Brands

refusing to be part of this will fail to successfully operate in the Chinese ecosystem in general.

22



Travel retail will become very important. After the elimination of the Covid-19 imposed travel
restrictions and the restoring flight capacity, Chinese consumers will increasingly travel
overseas and can benefit from the price gaps of luxury goods abroad. Sales in the Hainan duty-
free shops will grow and represent a huge chance for the luxury sector in China (Shen, 1. 101)
as a promising growth engine through the tax advantage (Zhong, et al. 2023). Simultaneously,
inland opportunities arise. Expansions to lower-tier cities (Booker, 1. 83), to reach more

customers and signify brand presence is an attractive business opportunity (Zhong, et al. 2023).

External threats will remain a challenge. Geopolitical and political threats such as the ones
imposed by the government cannot be controlled by the brands operating in the Chinese luxury
sector. The unpredictable environment regarding the fast-changing landscape and altering
customer expectations, as well as the geopolitical tensions concerning import restrictions,
import taxes, and anti-China movements, are harmful to the sector (Tan, 11.134-144). The sector
will still be confronted with the aftermath of the Covid-19 pandemic. The negative outcomes
have led to an overall market decline which imposed an insecure consumer sentiment and
impacted the purchasing behavior of Chinese consumers (Wen, et al. 2021). However, recovery
is in progress. The price gap is a strategic decision of luxury brands. Once the flight capacity
is restored, Chinese consumers will cut their domestic spending and focus on international
purchases due to the tax savings abroad, however, a price harmonization strategy will lead

Chinese consumers to focus on domestic purchases and will reduce their overseas spending.

The Chinese luxury sector is set for a transformation. Chinese consumers will become more
sophisticated and demanding, expecting more from luxury brands regarding credibility in the
Chinese market, digital engagement, and quality standards. Opportunities and threats arise, but

the brands that can adapt and respond to these trends and expectations will be well-positioned

23



to succeed in the Chinese luxury sector. The days of expecting automated growth in China

solely based on its market size are over (Langer 2023). New strategies with a stronger emphasis

on excellent execution, engagement in storytelling, and building local relevance are needed.

5.2 Limitations

The following limitations in the conducted research must be noted:

Firstly, regarding the extensive scope of this thesis, due to the page limitations, it
delivers a condensed assortment of prioritized findings.

The matter of this thesis is highly topical and is in constant movement. Therefore,
continuously new articles are published that cannot be integrated into this thesis daily.
Due to the topic's actuality, the literature review focuses on reports from reputable
consultancies, as there is a lack of scholarly articles building a theoretical basis.

The survey was limited in scope and did not deliver a statistically meaningful size.
The interviews were limited to six and do not represent the entire industry. Some

interviewees asked not to be recorded leaving room for error during the transcription.

5.3 Future research implications

This research is prone to limitations, for further research several suggestions can be considered:

Firstly, due to the topic's actuality and its dynamic setting, new research can be
conducted daily, including a survey that delivers a statistically significant sample and a
broader scope of expert interviews with more diverse stakeholders from the industry.
Next, the results can be investigated further by conducting another survey of Chinese
consumers and incorporating targeted questions regarding their consumer behavior.
Thirdly, future research may regard managerial implications to derive suggestions and

strategies that luxury brands should use to succeed in the Chinese luxury market.
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e Lastly, the market dynamics could be investigated, examining the competitive
landscape of the Chinese luxury sector, including the position of domestic brands, the

role of international brands, and the shifting preferences of Chinese consumers.

6 Conclusion

All in all, the luxury sector in China has significant growth potential. Economic and social
factors and an overall market recovery from the Covid-19 impacts will power this growth. A
growing affluent and luxury-oriented consumer base, a digital landscape with new
technological opportunities, store expansions in the lower tier cities, the growth of the Hainan
duty-free shops, and effective targeting through the creation of tailored experiences whilst

gaining credibility, represent the key opportunities for the future of the Chinese luxury sector.

However, to reach the forecasts expecting China to retake its dominating position as the largest
luxury market by 2030, luxury brands must make use of these opportunities and respond to the
potential threats and tackle the upcoming challenges. Hereby, understanding the Chinese
culture and building relationships with the customers whilst being faced with the unpredictable
nature of the Chinese environment, political, as well as geopolitical tensions, the aftermath of

Covid-19, increased nationalism, and the significant price gap must be mastered.

Having examined both the up-and down-side the Chinese luxury sector is currently faced with,
businesses must draw managerial conclusions and implications to operate effectively and
succeed. In conclusion, luxury brands cannot rely on the identified growth factors and China’s
market size alone. They must make use of the opportunities and implement strategies to meet
the Chinese consumer’s expectations, demands, and needs to become locally relevant and

flourish in the Chinese luxury sector successfully.
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Interview Transcript Links
Interview 1: Winnie Lo — Richemont Cartier
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Interview 3: Celestine Tan — IWC Schaffhausen
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Interview 4: Avery Booker — JING Daily
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Appendix 3

Survey Results

Q1 - EXEMOESEE, RARAENOVAR LR WIS SHITUTIE
B, MKEXTHEZERTUERBEIEIGLCRATEIGMEHTHIATIEUARE XM
HEEWY B, ATKRESREMESREYR, HRBEEMSEENKEECR, &
HESEROER NEZRK, EMEERRATAANTLIEXHBEMN, FEHEXNE
ANEXEBHFEYE ., BTEFTEMN "RRAE", BZEERESERRBEHIEM

IRERIFAE R, / Dear participant, I am conducting this survey for my master's thesis at
NOVA School of Business and Economics to collect data on the opportunities and threats
facing the luxury industry in China in the post-Covid-19 environment. To collect high-quality
data and obtain accurate results, I, therefore, kindly ask you to answer the questions truthfully.
Your participation is anonymous, and your answers will only be used for the purpose of this
master thesis. By selecting “I agree” below, you voluntarily consent to participate in this survey
and provide your best possible answers. Thank you for your cooperation.

ﬁﬁ%/lagree _ 272

FKAIFZE/ 1 disagree I 9

0 50 100 150 200 250 300
#  Field Choice Count
1 | lagree 96.80% 272
2 \ I disagree 3.20% 9
| 281
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Q2 - REIFEL? / How old are you?

18% LA T/ Under 18

18-24%/ 18-24

25-34%/25-34

35-44%/35-44 [ 26

45-54%/45-54 [ ©

55-64%/55-64 0

65%5LAE/65+ 0

0 20 40 60 100 120
# Field Choice Count
1 Under 18 0.77% 2
2 18-24 42.86% 111
3 25-34 42.86% 111
4 35-44 10.04% 26
5 45-54 3.47% 9
6 55-64 0.00% 0
7 65+ 0.00% 0
259
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Q3 - &9 5?2/ With which gender do you identify most?

HE / prefer not to say I 2

0 20 40 60 80 100 120 140 160
# Field Choice Count
1 Female 58.30% 151
2 Male 40.93% 106
3 Prefer not to say 0.77% 2
259

Q4 - &K EMWBE? / Where are you from?

HAth/ Other l 15

0 50 100 150 200 250 300
# Field Choice Count
1 China 94.21% 244
2 Other 5.79% 15

259



Q5 - WEZ MM EZEFERE?/ How do you feel about luxury goods?
I like luxury goods
1 don't care about luxury goods

il L
I dislike luxury goods

0 20 40 60 80 100 120 140
#  Field Choice Count
1 I like luxury goods 58.30% 132
2 I don’t care about luxury goods 40.93% 61
3 I dislike luxury goods 0.77% 9
202

Q6 - IEIHAEZ MBEE/ Do you own luxury goods?

M, IREHEAU EWES R _ p

Yes, I own more than five luxury goods

o AR et I

Yes, I own more than one luxury good

WA, HEITEENRMSIE S 5y - 17

No, but I intend to purchase luxury goods in the future

A, MHBATRAEARRMEEEE G
No, and I have no intention of buying luxury goods in the - 20

future
0 20 40 60 80 100 120
#  Field Choice Count
1 Yes, I own more than five luxury goods 33.17% 67
2 Yes, I own more than one luxury good 48.51% 98
3 | No, but I intend to purchase luxury goods in the future 842% 17
4 | No, and I have no intention of buying luxury goods in the future =~ 9.90% 20
202
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Q7 - &ML &% G ZR 4N{a] 2/ How frequently do you purchase luxury goods?

BE—2X / Weekly W 2
44 H /Monthly I 6

FHF342 / 3-4 times a year I 7

REAE—FIMK / Once or twice a year I 64

HFIE—4F / Every other year [N ©
R/ Rarely I 52
MA /Never IS 22

0 10 20 30 40 50 60 70

#  Field Choice Count
1 Weekly 0.99% 2

2 | Monthly 297% 6

3 3-4 times a year 23.27% 47

4 Once or twice a year 31.68% 64

5 Every other year 4.46% 9

6 Rarely 25.74% 52

7 | Never 10.89% 22

202

Q8 - ELEL AN, MEEREMRESLRENEEZERRIE? BEISHAFHIART
SELEE SKRREEE) / How important is the price of luxury goods when making a
purchase decision? Please rate from 1-5 (1 being not at all important 5 being extremely

important)

5/ Extremely important _ 38
41 Very imporant | 37

3/ Moderatly imporant - | (0;

2/ Slightly important - 13

1/ Not at all important - 6

0 20 40 60 80 100

120
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Count

N W N N3

Field Choice
Extremely important 18.91%
Very important 18.41%
Moderately important 53.23%
Slightly important 6.47%
Not at all important 2.99%

38
37
108
13

202

Q9 - BEERMELPMERNREREZER? BEI-SHPITRH(IRTEETEE SRR
HEFE), /How important is the practical use of a luxury good for you? Please rate from 1-5
(1 being not at all important 5 being extremely important)

5/ Extremely important _ 18

4 Very imporant - Y

3/ Moderatey importan: | ¢!
2/ Slightly important _ 28
1/ Not at all important _ 24

0 10 20 30 40 50 60 70 80 100
#  Field Choice Count
1 Extremely important 891% 18
2 Very important 45.05% 91
3 Moderately important 20.30% 41
4 Slightly important 13.86% 28
5 | Not at all important 11.88% 24
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Q10 - &I SLZE 1% S EN 112( /T LLUIEE % 4~ Z =) / What motivates you to purchase a luxury
good? (Multiple answers can be selected)
FifU / High quality . 117
ZHFF AR/ Timelessness  [INNEGEGEGEEEE e 126
A 1493817/ Fashion statement [N ©9
1%/ Investment [ 20
R G Gy A A7/ Status [N 46

0 20 40 60 80 100 120 140
# Field Choice Count
1 High quality 30.95% 117
2 Timelessness 33.95% 126
3 Fashion statement 18.25% 69
4 Investment 5.29% 20
5 Status 12.17% 46
378

Q11 - fREHEZHNE T RRHEE DK RE? FITUAEFEZITESE) / How do you

typically learn about new luxury brands or products? (Multiple answers can be selected)

AR AN IS A5 / Social media (e.g. WeChat) [[INNNENEGNGEE 154
SC{RNE/ In-store [ 35
WK /ZR N/ Friends or Family [N 44
A 1182/ Fashion Blogs |G 67
Mt/ Websites  [INENRNEG@GEGEEE 79

0 20 40 60 8 100 120 140 160 180

#  Field Choice Count

1 Social Media (e.g. WeChat) 40.63% 154

2 In-store 9.23% 35

3 Friends/ Family 11.61% 44

4 Fashion blogs 17.68% 67

5 Websites 20.84% 79
379

IX



Q12 - {RFEMRE MY SLAZE 1% Shiix 22 / Where do you purchase your luxury goods most?

WL/

Online

TP ERI SRR MG L /

In-store in my home country

FEISHERN /

In-store abroad

TAMTE B i/

1 don't purchase luxury goods

]
N -

I
-

24

0

135

0 20 40 60 80 100 120 140 160
#  Field Choice Count
1 Online 11.88% 24
2 In-store in my home country 9.90% 20
3 In-store abroad 66.83% 135
4 I don’t purchase luxury goods 11.39% 23
202

Q13 - fALLEBMAM, MEBEENS!

brands over mass market brands?

HEIRE % i Definitely yes

KHEST BT = 3RE 1% 5/ Probably yes

LY
I 3

/&% Mmh%2/ Do you prefer premium/ luxury

AN7E/ Might or might not . ss
2/ Probably not [ NNNEG 4!
e42i% 6/ Definitely not [ NN 39
0 10 20 30 40 50 60 70 8 90 100
#  Field Choice Count
1 Definitely yes 545% 11
2 Probably yes 11.39% 23
3 Might or might not 43.56% 88
4 Probably not 20.30% 41
5 Definitely not 19.31% 39
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Q14 - BEMEWIREZAI, REITENEMREESRFRENMNIE. M, BL
&n %)? / Do you spend time to research features (e.g. price, material, alternatives, etc.) of a
luxury good before making a purchase decision?

%/ Definitely yes [ 70
—MAFILZ/ Probably yes [ 6
AHfE/ Might or might not [ NNRNEGEGgG N 21

—fx A2/ Probably not [N 35

SE2 A2/ Definitely not [ 10

0 10 20 30 40 50 60 70 80
#  Field Choice Count
1 Definitely yes 34.65% 70
2 Probably yes 32.67% 66
3 Might or might not 10.40% 21
4 Probably not 17.33% 35
5 Definitely not 4.95% 10
202
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Finding Alignment of Research
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Appendix 5

Coding Table

Category | Explanation Codes Examples
“So, consumer sentiment in a way to go back to pre-covid kind of era.” — Winnie Lo, line 170
“This growth in luxury is because in China consumer confidence is higher than in the rest of the
world. (...) But in China, people are very confident. So, I think consumer confidence is an important
driver in China.” — Celestine Tan, line 24-28

Social “The third thing is that celebrities, have a strong influence in China. So, the celebrity effect could
also be a growth driver for the luxury industry in China.” — Shuxuan Shen line 103-105
G;f::]}; irelzgs “But now they are all thrusting and they have saved money accordingly and are coming back even

greedier, even hungrier, and happy to be able to go shopping again. (...) Reinforced by the

Growth that fuel the . : v . .

. . restrictions last year, they now want to buy again even more.” — Interviewee 6, line 16-20
drivers | expansion and
Suifgzz t?; an “(...) growing middle and upper class is definitely a growth factor.” — Interviewee 6, line 84
“I would say overall economic back to growth, positive news, happy mood, because during the
entire last year the mood was bad.” — Winnie Lo, line 169
“The third driver here, I would say is the economy.”— Celestine Tan, line 32
Economic

“I think consumer confidence and GDP would be important. [ mean these are your solid growth
drivers. We look at the wealth of the country because without wealth there's no luxury basically.” —
Celestine Tan, line 118

XIII




“The Chinese luxury market mirrors in many ways the Chinese economy, so if young consumers
feel optimistic about their income potential and/or secure in their careers, they will return to the
market.” — Avery Booker, line 19-23

“One thing is because of the country’s push into the economy growth. Just because it's a very
pushing and urgent agenda for China like to recover its economy from Covid-19 as soon as possible.
(...) I believe along with that; the luxury industry will also grow.” — Arie Yang, line 25-31

“(...) the other there is a trend that the companies in the luxury industry are actually sinking into the
lower tier cities compared to the previous when you talk about luxury you only think of like Beijing,
Shanghai or those mega cities in China. (...) Some of these cities are the “tier one to be” they are
currently tier 2 tier 3 but they are like tier one to be. These cities are growing very rapidly because of
the Internet and because tech companies are based there, and they have their own growing economy
in the cities. So, like these lower tier cities have been a really good focus for the luxury brands and
because these lower tier cities they're also recovering from their previous decrease from Covid-19
and that's why I believe that there is momentum for the luxury industry to continue to grow.” — Arie
Yang, line 32-42

“I think one is definitely the economy growth. Just if the bigger picture is good enough definitely the
luxury industry will grow along with it as well.” — Arie Yang, line 124-125

“So the rising income and product categories that are not yet saturated are clear growth drivers.” —
Interviewee 6, line 89-90

Consume
r trends

Consumer
trends describe
the general
course that
consumer
behavior is
taking in a

View of
luxury

“(...) the consumers are getting very sophisticated now. (...) They're going for more niche and
design and quality, so overnight they become so sophisticated.” — Winnie Lo, line 66-69

“They now start to not just appreciate just the brand name but the quality of it like the craftsmanship
behind the heritage of the brand. So, I see that, designs and what the brand stands for in terms of
giving back to the world in terms of heritage that the values of the brand plays a role now.” — Winnie
Lo, line 70-73
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particular
industry.

“There's also a growing appreciation of what luxury actually means. High quality products rather
than just brand names, consumers are not following or like it, just because you have a brand logo on
it.” — Celestine Tan, line 44-46

“Minimal luxury continues to be a draw among urban professionals as well.” — Avery Booker, line
34

“(...) more low-key luxury consumption and a focus on lesser-known designer brands from a wider
range of countries, and building on the "cleanfit" trend, which is a logo-free and minimalistic
aesthetic.” — Avery Booker, line 71-73

“Chinese customers are more open to unusual, colorful things than European customers.” —
Interviewee 6, line 41-42

Education

“Thanks to social media and the fact that they can study very well, you know in terms of knowledge
and all.” — Winnie Lo, line 69-70

“And luxury is not just into brands but also into education, into sort of like etiquette school, learning
about etiquette, upgrading yourself in terms of your looks and your behavior, how people perceive
you, this is considered a new type of luxury.” — Celestine Tan, line 51-54

“Chinese millennials do not purchase simply the most expensive brands or items, but instead,
educate themselves and purchase the brands that speak to them.” — Avery Booker, line 56-57

“Especially with us growing and with us being more educated about the luxury industry, the
products, designers, and the brand values. We're getting more and more educated and cultured than
our previous generation” — Arie Yang, line 81-83

“Chinese consumers are just becoming more and more well educated about the luxury part. For
example: Why do you need this? Why like is this worthy of buying? Why do you need to pay this
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amount of money for this kind of product? They're getting a much clearer picture of why this kind of
luxury industry is there.” — Arie Yang, line 126-131

Attitude
&
Behavior

“Whether the sentiment is back to before, not yet but it will slowly. You know when your events
start to be in full bloom again, when people’s mood is back to more consuming.” — Winne Lo, line
51-53

“This growth in luxury is because in China the consumer confidence is higher than in the rest of the
world.” — Celestine Tan, line 24-25

“I would say China is to go more elegant, more discrete. You don't want to show off your wealth too
much because not everyone is as wealthy these days with a recession going on, so you don’t want to
flaunt it too much. So, I think discretion is important.” — Celestine Tan, line 42-44

“Now consumers are really looking for differentiation, more finesse.” — Celestine Tan, line 51

“(...) due to China’s overall economic environment, during the consumption and when they make
the purchasing for luxury products compared to the past decade, they will also be more
conservative.” — Shuxuan Shen line 59-61

“And the Chinese consumers really value these CRM activities.” — Arie Yang, line 63

“Not to mention that for the people who really have the money they are actually more concerned
with the service they are going to get. So, as I said, if they are already like a VIC or a VIP customer
in one store in China or if they have a very close connection with the salesperson at one store in
China I don't think they will bother to just make the international purchase.” — Arie Yang, line 102-
106

“(...) customization is a big story. The Chinese like group memberships because they like to express
through their luxury purchases that they belong to a certain social class. But they still want to stand
out in some way.” — Interviewee 6, line 25-27
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“Also, another trend is the fast-paced environment in China, so customers are permanently greedy
and want to buy new products.” — Interviewee 6, line 39-41

Role of
Digitaliza
tion

The role of
digitalization
describes the

degree to
which digital
technologies

have been
incorporated
into several

facets of
business and

society.

E-
commerce

“Social commerce becomes very important versus e-commerce. (...) But social commerce
eventually is taking over. In terms of commerce and driving transaction and the influence of the
influencers on your TikTok and all your social media.” — Winnie Lo, line 60-64

“Definitely e-commerce has made a big dent into the history of luxury (...) in China, e-commerce
serves for all sorts of luxury.” — Celestine Tan, line 62-65

“(...) digital sales channels are increasing. Like TMALL, WeChat mini stores, and Farfetch, there
are more and more channels.” — Shuxuan Shen, line 96-97

“(...) many luxury brands (...) rolled out virtual try-on services and e-commerce capabilities even if
they had no interest in these things pre-pandemic.” — Avery Booker, line 41-42

“(...) Social commerce is still nowhere near as big in Europe as it is in China. On Weibo and
WeChat, there are various programs that drive social commerce. Also, for example, there are
livestream apps through which you can directly buy the products. So, the digital topic is extremely
important in China (...).” — Interviewee 6, line 50-54

Social
media

“When China was first getting to the luxury purchasing, the consumer was hugely influenced by
social media. This really drives the market and drives the demand.” — Winnie Lo, line 136-138

“I would say they're still deeply being influenced by social media. So TikTok.” — Winnie Lo, line 60

“(...) the most popular social media in China is the red, little red book and TikTok. Those two
platforms are more focused on the content exploring. There is a lot of fashion and creative content,
especially on the little red book. So, people will gradually have more knowledge about the luxury
industry.” — Shuxuan Shen line 97-100
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“(...) the Chinese have their own platforms and are much more digitally affine than the Europeans.”
— Interviewee 6, line 49-50

Necessity

“It will remain necessary, it's the absolute essential because I think this is how China is being run
overall. (...) I would rather say it’s not like digital is part of luxury, luxury is part of the digital
ecosystem of China.” — Winnie Lo, line 83-89

“Also, I think for the younger generations the younger consumers, they have more knowledge and
recognition of the digital channels. (...) Because for Chinese audiences this is very important. They
have strong interest and are very confident about that kind of new technologies.” — Shuxuan Shen
line 46-51

“(...) brands have had to increase their digital efforts to effectively market and sell to consumers, as
well as for post-purchase service.” — Avery Booker, line 38-39

“They (the luxury brands) had no choice but to go digital to survive. Meanwhile, consumers became
accustomed to this level of easy service. This means any digital efforts brands debuted over the past
couple of years must be maintained.” — Avery Booker, line 42-44

“I think it’s getting more and more important. (...) in terms of driving traffic in terms of creating a
buzz on the social media. I feel like that is the way how digitalization is used by brands to get the
word out and spread the information (...) I think it would be more dependent on the digitalization
part.” — Arie Yang, line 67-75

“(...) digitalization is of course super important (...)” — Interviewee 6, line 48

Future
target

group

Refers to the
group of
people that a
given industry

Age
group

“Younger and younger I would say. But it depends on how good the luxury brands are in recruiting
younger customers, honestly.” — Winnie Lo, line 98
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will target in
the future by
identifying
their changing
preferences,
interests, and
behaviors.

“So, the consumers are younger, but it depends on which brand can really capture these younger
customers.” — Winnie Lo, line 102

“The target group will always be the younger generation only because people will die off. So, there's
no point, I mean the millennials are going to be superseded by the Gen Zs the Gen Zs are superseded
by the generation alphas and so on and so forth. You always need new consumers and it's always
going to be younger audience.” — Celestine Tan, line 74-77

“(...) the younger generation will be the future target group of the luxury industry in China. So, to
this point like I mentioned, they are more open, they have higher acceptance and understanding of
the technology, the channels, and the cultural experience, and you know the creative concepts of the
luxury.” — Shuxuan Shen, line 56-59

“Gen Z consumers are the obvious answer because they are now entering the luxury market, but
millennials -- broadly defined in China as the "post-80s" and "post-90s" cohorts born after 1980 and
before 2000 -- will be core to luxury consumption for at least the next decade or two.” — Avery
Booker, line 51-53

“I would say it's the Gen Z of course (...) So, Gen Y, Gen Z would be the future target group (...)
But the luxury companies will be moving to the next generation after us which will be a pretty good
target for them as well.” — Arie Yang, line 79-85

“Gen Z 1s of course the important target group that will make up a larger part of the labor market in
10 years.” — Interviewee 6, line 59-61

Income
level

“And younger and younger it means that the income increases naturally. (...) I would see younger
people and middle-class people like less high-income class trying to afford luxury in China.” —
Winnie Lo, line 105-111

“Because that's also where we see where the wealth is, people are wealthier at an earlier age in
China.” — Celestine Tan, line 80-81

XIX




“(...) at the present the high-net-worth individuals, they still make up the main consumptions in the
Chinese market (...)” — Shuxuan Shen line 28

“(...) in China there is also a growing middle class and upper class and these are definitely the target
groups of the luxury industry.” — Interviewee 6, line 60-61

“They care really about the future, about sustainability, about what the brand stands for. It means a

Buying | lot more to them than to my generation which is about 40 years old.” — Winnie Lo, line 103-104
Motivatio
n “(...) main motivations for people to buy the luxuries mainly is the perceived value of the product
and if value can be added through the product (...)” — Shuxuan Shen, line 29-30
Trends are the
direction of “It 1s resettling from the COVID-19 crisis.” — Winnie Lo line 4
change over
time regarding “So now I would say the dust is still settling it is not yet done. I think by the end of the year we
social, cultural, should see sort of the back to before Covid-19 situation.” — Winne Lo, line 53-54
economic, or
technological “In the luxury industry in China, we have seen a rebound with the opening of the borders in China.
T variables, Rebound | The rebound is happening, but it depends on which brand we are talking about.” — Celestine Tan,
rends . .
which affect line 4-6
people’s
attitudes, “So, I would say in China there is a rebound in the luxury market slowly but surely.” — Celestine

behaviors, and
preferences in

Tan, line 10

numerous “(...) but I definitely believe in China's rebound. China's luxury market will be stronger than ever.
aspects of We are looking at exceeding pre pandemic levels (...)” — Celestine Tan, line 19-21
society.
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“(...) And compared to the last year the most terrible situations, we do believe that the people's
consumption ability will gradually turn back to normal. It could grow very slowly and maybe not to
the best situation like before, but it will keep growing. (...)” — Shuxuan Shen, line 15-17

“The luxury industry in China is currently in a state of transition.” — Avery Booker, line 4

“It's difficult to say when the market will return to pre-pandemic numbers, but in all likelihood, it
will in the next few years due to younger consumers entering the market.” — Avery Booker, line 18-
19

“I would say its recovering, I think that's the word that I would use.” — Arie Yang, line 4

“(...) the Chinese luxury market is still a growth market with further big growth potential. Only
because of the Covid-19 restrictions the market declined.” — Interviewee 6, line 5-6

Place of
spending

“I would say global sales will still play a big role because I think I see also the traveling trend of
Chinese. (...) So, I would say still a good number of purchases will be done overseas. Because |
don't see luxury goods import tax in China coming down any time. So, the price discrepancy
between China and the rest of the world will still be there in the next three to five years at least.” —
Winnie Lo, line 118-124

“I think a lot of spending will happen in-country because China’s consumers understood that with
the price harmonization across the world, there isn't really much, for the major luxury brands, of a
difference between buying in China or in the rest of the world.” — Celestine Tan, line 90-92

“So, versus pre pandemic we will see more local spends rather than international spends.” —
Celestine Tan, line 93

“Overseas consumption will keep increasing when there will be more and more people travelling
from China to different countries. (...) But also, for the online channels in China they will keep
developing and will become more mature.” — Shuxuan Shen, line 71-74
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“(...) there will be more commercial centers in China so the number of the physical stores of luxury
brands will also keep increasing. So, the domestic spending will also increase durably.” — Shuxuan
Shen, line 76-78

“(...) the next year or two will be wait-and-see, whether Chinese consumers will continue to make
much of their luxury purchases domestically or if they will return to international shopping in great
numbers.” — Avery Booker, line 10-12

“I do expect international travel to pick back up in the second half of 2023, which means 2024 may

see the percentage of luxury sales made overseas rise significantly and the domestic sales stabilize.”
— Avery Booker, line 64-66

“Usually if you buy a product from a luxury brand in Europe that might be the cheapest. It's usually
around 10% to 20% lower than a China price. (...) So, I think if the luxury brands decide not to
close that price gap, say after the borders are not all open and when Chinese consumers are free to
travel there are no more restrictions and the luxury brands are continuing that price gap, then I would
be leaning more toward that trend of international purchase being still present. (...) But say if the
luxury brand decides to close that gap then I think a lot of the Chinese customers will still spend
domestically. — Arie Yang, line 93-102

“(...) this depends on how the travel restrictions develop. The price gap also plays an important role
here (...) it depends on the restrictions, if people are allowed to travel it will balance out and there
will be more purchases abroad, but otherwise the purchases will focus on the tier 1 and tier 2 cities,
because there are the highest incomes.” — Interviewee 6, line 67-75

“Another point will be duty free to get goods tax free.” — Celestine Tan, line 92
Duty free
shopping | “The second driver is the duty-free store. The first one is in the province of Hainan in China.
Chinese people really tend to buy the duty-free products because of the cultural difference, so in
China there is no tax. If the product is duty-free, it is more accessible for Chinese consumers.” —
Shuxuan Shen line 100-103
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Communi
cation
efforts

“I would say of course you know you see that luxury brands are collaborating with local brands to
give them a bit more credibility that they understand the Chinese consumers.”— Celestine Tan, line
100-103

“Luxury brands are more open in China, it’s actually fascinating because they're more open than in
the rest of the world and they will be more explorative and crazier. I think the general trend is
figuring out how to understand the Chinese consumers more. Because there's no such thing as a
global consumer.” — Celestine Tan, line 106-108

“I notice 1s that luxury brands have long term collaborations, entering the Chinese market. They
actually have a deep understanding of the local cultures and they're bringing the innovations and
creativity to the Chinese market. So, for example some luxury brands they collaborate with local
Chinese artists. Not only to create some special products but also to build around very special
cultural events in China.” — Shuxuan Shen, line 83-87

“So, in every collaboration with artists, the creative workers focus on the creativity and innovation
to build a different experience which is a trend in China.” — Shuxuan Shen line 90-91

“And also because of the continuous growth in the end of celebrity and in the influencer industry. |
feel like that's all connecting because the luxury industry works very closely with the celebrities and
influencers, they understand the rules of the Halo effect very well. So, like since now we're not
seeing any decline in this celebrity-effect.”— Arie Yang, line 129-133

“(...) in terms of communication, a big trend that will probably always remain is collaborations with
brand ambassadors or key opinion leaders (KOL). The Chinese have different cultural values, which
can also be communicated by European luxury brands with the help of proper collaborations and
corresponding KOLs. Besides, Chinese customers are very much influenced by KOLs” —
Interviewee 6, line 30-34

Opportun
ities

Credibilit
Yy

“China's main opportunity is the growing market share and credibility and building relationships
with the Chinese customers.” — Celestine Tan, line 125-126
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Refers to
advantageous
circumstances
or conditions
that can result
in beneficial
outcomes or
benefits for
businesses that
operate in a
particular
industry.

“I think one thing is that the top luxury industry giants have the great knowledge, the deep
understanding of the Chinese cultures which can help the luxury industry to bring more creativity to
the Chinese market.” — Shuxuan Shen line 110-112

“Another important trend, in terms of product category, is limited collections in collaboration with
other brands in limited quantities.” — Interviewee 6, line 38-39

“The big opportunity is Gen Z, who will take a larger share of the labor market and therefore have a
higher income. Gen Z is of course also very social media affine and social media is of course also a

Social big driver and therefore a big opportunity for the luxury industry in China but also worldwide. the
growing middle and upper class are of course also a great opportunity for the luxury industry in
China.” — Interviewee 6, line 95-99
“Expansion into lower-tier cities remains a smart move for many if not most brands, and there
Geograph | remains potential to reach and entice Chinese consumers in places like the Middle East and
ical focus/ | Southeast Asia.” — Avery Booker, line 85-87
Expansio
ns “I would still say, the sinking part that the luxury brands are going to the lower tier cities compared
to the previous ones when they were more focused on the tier 1 cities.” — Arie Yang, line 111-112
“It's not about China fitting in to the brand it's the brand fitting into the China consumer system and
consumer habits already.” — Winnie Lo, line 92-93
“Also, media for example these are opportunities that should not be missed and there's more of a
human touch than we realize when it comes to selling luxury to Chinese customers even though we
Media have e-commerce, but these are opportunities.” — Celestine Tan, line 126-129

“Also, the digital sales channels are increasing. For luxury brands themselves they will also develop
the digital experience through very interesting social media content, to bring the luxury experience
to the consumers.” — Shuxuan Shen line 113-116
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“The other part I think is more about the online to offline and offline to online connection. A lot of
luxury brands are opening their cafes or pop-up events, pop up stores in China and those are usually
closely connected to their online or to their digitalization programs (...). So, I think online to offline,
this kind of omni-channel campaign is definitely another trend in terms of the luxury marketing.” —
Arie Yang, line 112-119

“Being able to deliver faster, with more precision and no mistakes even to the furthest of the cities
like the fourth and fifth tier cities with the consumer growth there. — Winnie Lo, line 151-153

“(...) the complementary businesses, the operational side really the unglamorous side, like the
transporting the product in the right way.” — Winnie Lo, line 183-185

xceptgon “But which brands would win are the brands that said, ok, got the desired product with the
al service o .. . .. ; .
communication, but servicing that desire. Servicing, fulfilling the product they want to purchase, in a
sophisticated and timely high level service manner.” — Winnie Lo, line 189-191
“I think one thing that brought to my sight would be the customer service. We are used to see VIPs
but in China we have KOCs, key opinion consumers and VICs very important consumers. I feel like
this kind of customer service and how the luxury brands are handling these customers has been very
interesting.” — Arie Yang, line 46-49
Refers to o .. . . ) g

unfavorable Main threats are geopolitical tensions. Right now, there are a lot of countries that are anti-China. I

. mean the world wants Chinese money, but the world doesn't want China, to be honest.” — Celestine

circumstances .

.. Tan, line 134-135
or conditions
within a Geopolitit | . .. . .
. The other threat is more geopolitical -- any conflict or controversy relating to South Korea or
Threats specific cal . , .

. . Japan, or the United States or Europe, can threaten a brand's prospects for months or years in some

industry that tensions i )
cases.” — Avery Booker, line 94-96

may have a

i 1 . . . .
dztfl;erzlf ELa “Because now there are a lot of tensions between China and America and sometimes maybe between

companies that

China and Japan. There are these very heated topics for brands not to touch.” — Arie Yang, line 163-
165
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operate in that
sector.

“There have been tensions between the U.S. and China for a long time, and in the U.S., there are
already import restrictions for Chinese goods, and then it could be that China bans American brands
in the future or imposes import restrictions.” — Interviewee 6, line 108-111

Covid-19
related

“But this kind of traveling business will still take one year to recover back to pre-Covid levels. Due
to two things: international flights capacity for China is still at 20%. Flights are not resuming and
there is an overall backlog of Chinese people’s passport being expired and they still need to renew it.
So, the traveling is still not resuming yet, so people are still spending domestically.” — Winne Lo,
line 47-51

“So, versus pre pandemic we will see more local spends rather than international spends. I don't
know if it's going to change as time goes, I am not sure, but I think this is going to be an issue for
brands that rely on tourism.” — Celestine Tan, line 93-95

“(...) something like the Covid-19 restrictions, there can be a similar story at any time, and that's a
big challenge for the government when people suddenly aren't allowed to move around freely
anymore. So, a situation as we had with the Covid-19 restrictions and the aftermath of that are a big
factor.” — Interviewee 6, line 104-107

Consume
r related

“(...) people sentiment is not happy. So, they won’t be thinking about purchasing a bag or jewelry to
pamper themselves. Events are not coming, so lacking social circumstances to wear the nice things
also cause them to spend less overall.” — Winne Lo, line 36-39

“When the key clientele starts to get old or are retiring, we cannot say whether at that time they
would still be out there and buy super luxurious things. They are not old yet; the older consumers are
60 but in 10 years they will be 70. Will they still be out and about buying and is there a second
generation having the same habits? We don't know. So again, it's the aging, eventual aging of the
population and the clientele. Because Chinese they don't give a lot of birth, the population doesn't
grow so fast. So, the ageing can be eventually the problem.” — Winnie Lo, line 203-209

“So, the whole social atmosphere is very depressed, and I think that people's consumption ability is
very related to the whole social atmosphere. If the people have more confidence about their own
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futures, they will be more open to consuming, to buy the products. But when the whole social
atmosphere is in depression, people will be more conservative. They will be considering more their
own survival issues the life matters and the consumption ability tends to be conservative too.” —
Shuxuan Shen line 8-13

Policy

“(...) it also becomes political that some Chinese citizens enter the street and are really not happy
about certain things that the government has done. That really drove down the economy of China” —
Winnie Lo, line 29-31

“Policy, politics, you know with Covid-19 I'm surprised how overnight policies can change and the
situation can get very complicated in China. The unpredictability of the Chinese government is a
threat. Something you cannot predict is a threat and in China it is the government for me. Because
when they overnight are going to increase taxes or if there is a high, public arrest of certain
corruption or anti bribery kind of campaigns that would cause some disruptions in the industry. So,
this kind of risk and unpredictability will still be there for China.” — Winnie Lo, line 96-201

“The constant threat is that Xi Jinping's signature "common prosperity" push will turn to cracking
down on luxury consumption and foreign luxury brands, forcing them to pull back from the market
or crimping consumer demand.” — Avery Booker, line 92-94

“So, I think a main threat for the Chinese luxury industry, especially for the foreign brands that want
to do business in China, is that they have to be extra careful regarding these political issues and also
the cultural issues. Because the Chinese group I believe is a pretty cultural proudly population. We
are proud, we are kind of sensitive to our culture and it's very easy for foreign brands that do not
have a clear understanding or a holistic understanding of the Chinese culture to irritate us or for
them to be perceived as disrespectful.” — Arie Yang, line 147-153

“China has a lot of political sensitive topics and it's very important for the luxury industry not to
touch that part. Some luxury brands will list the other areas like Taiwan or Hong Kong or Macau.
These are very sensitive areas as you know, and it is very dangerous for foreign luxury brands to do
so in China mainland. Because we are very sensitive these are actions that may hurt our territory
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integrity. I think it's very important for the luxury brands to keep in mind that if they want to do
business in China, they must play it by the Chinese rules” — Arie Yang, line 154-160

“The price adjustments would also be a risk for the Chinese luxury industry.” — Interviewee 6, line
116-117

Nationalis
m

“(...) they start to develop national pride. Meaning, people really value more you know products that
are a lineage of the Chinese heritage, Chinese craftsmanship and what if there's an overall sentiment

of that? Even with the younger generations they may become more or less nationalistic or patriotic.”

— Winnie Lo, line 210-213

“I think the biggest problem is the increase of the nationalism in China and I think the main reason is
the international policy contradictions with the Western countries which influence the people's
attitude.” — Shuxuan Shen line 120-122

“(...) right now, it's more like that China is focused back to itself. So, the domestic brands could be
the biggest competitors for the global luxury brands. Maybe the luxury consumers will be less
influenced by this kind of nationalism, but generally people tend to have more investment on the
local products and politics are the reason for this.” — Shuxuan Shen, line 123-126

“(...) China has been promoting its domestic brands very very heavily in the domestic market. They
have been promoting the necessity to be proud of our own brands, of our own culture. So, whenever
domestic brands launch, they would usually get a lot of support from the government and also from
the market or even from the local consumers to support a local business and a brand. So, I think that
might be a threat to the foreign luxury brands in China (...)” — Arie Yang, line 166-171

“For international brands, a big risk is to understand the Chinese market and culture correctly.
Incorrect communication can be extremely damaging to a brand's performance in China, especially
in the long term.— Interviewee 6, line 112-114
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