
What the Tapestry-Capri merger

block means for American luxury
Themergerwasblocked,whichputsthecreationof aUSmega-conglomerateonhold.Expertsweighin onwhat

thismeansforthebrandsandwiderindustry.
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On24October,the Americanfashionconglomeratepipedreamwasforcedto ahalt whena USjudge
blockedthehotly debatedTapestry-Caprimerger,grantingthe FederalTradeCommission(FTC)'s

motionfor apreliminary injunction.

On28October,TapestryandCaprifiled ajoint noticeof appeal.Butit's unlikely thatthejudge will

overturntheruling, legalexpertsagree."In orderto do so,therewouldhaveto beevidencethat this
casewasincorrectlyruledbasedonthe factsandthelaw," saysLvlup Legal founderandmanaging
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attorneySherminLakha."It is likely thatdefendantsTapestryandCapri Holdingswill appealonboth

fact andlaw;however,they mustpresentclear,new evidencethatwill justify ajudgeto overturnthe

previousjudge'sdecision.It maybedifficult for thedefendantsto presentnew evidencein this case."

Analystsandlawyersalike weresurprisedby the verdict."It seemsto ignorethe realitiesof the
marketandmakesa casefor protectingconsumersin acategorythatis highly discretionaryandvery
competitive,"saysNeil Saunders,managingdirectorof retail at Globaldata.In reality, the'accessible

luxury' categoryis far morerobustthanthe FTC claimedin thecase,expertsagree.Thedefinition of
thetermis alsounclear,which is thebiggestredflag Tapestryraisedin its opposition:a lackof aclear

definitionof whatconstitutesan 'accessibleluxury handbag'wasaproblembecausethe caserested

onthis concept,TapestryandCapriargued.

Whathappensfromhere?Muchhingedonthis merger,which would havebeena first steptowards

buildinga properAmericanconglomerate.For Tapestry,it would've propelledthe growthof the

group.For Capri,it wasaboutthe reinvigorationof brandsincludingMichael Korsundera newparent

company,asarguedduringtestimonies.In a slowingluxurymarket,it offeredbrandsonbothsidesa

growthengine- andachanceto establishthe USasabiggerplayerrelativeto its European

counterparts.

"Thismergerwouldhaveestablishedoneof the largestluxury fashionhousesin the world, andwould

havelikely resultedin ahugeincreasein revenuefrom its sales,givingthe US astrongpresencein the

luxury fashionworld," Lakhasays,notingthat themergerwould've giventheStatesthe opportunity
to competewith Europeanbrandsandincreaseits Asiareach."Europeanfashionhouseslike LVMH

andKeringhavedemonstratedthat thesemergersdoleadto anincreasein stockprices,which does
tendto impactemploymentandwages.However,the blockof thismergermaypreventtheUS luxury
fashionmarketfromhavingthe ability to scalein thesamewaythat the EuropeanandAsianmarkets
scale."

VogueBusinessbreaksdownwhatthe verdictsignalsfor Capri,Tapestryandthe USindustry atlarge.

For Capri

Theverdictposeschallengesfor Capri,whichhasseena decelerationin sales.Lastquarter,Capri's
first-quarterrevenuesfell 13percent.(Analystshadexpecteda6 percentdecline.)"Capri hasvery
few goodoptions,"Saunderssays.

If thepairareunableto prevail on appeal,a terminationof themergerwill meanCaprihasto pay
$240million in terminationfees,accordingto filings. Thiswill beabigblow to analready-strained

business,Lakhaflags.

Fromthere,thecompanycouldlook to sellitself to anotherfirm - in wholeor in part- or begin
reinvigoratingits brandsin-house,Saunderssays."Neither of thesethingswill beeasy,andif it looks
to sell itself, it is veryunlikely to getthekind of premiumthat Tapestrywaswilling to pay,"hesays.
Versaceor JimmyChoo,meanwhile,arecontendersfor acquisitionby Europeanluxury housessuch
asKering, TDCowenmanagingdirectorOliver Chensaidin anindustry updatefollowing theverdict
- especiallyif Caprimanagesto monetisethem. Theycouldalsobetakenprivateby aprivateequity
firm.

Butreinvigorationcouldbeanevenbigger feat.MichaelKorsis the biggestpainpoint,expertsagree.
Thedealwasheraldedasalifeline for thebrand,whichhasdealtwith inventoryanddistribution

problems,anoverrelianceondiscounting,anditsbrandpositioning.(TapestryreinvigoratedCoachby
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tacklingsimilarissues.)Expertshadhopedthat Tapestrywould beableto applythis samestrategyto
MichaelKors, givenhow difficult a turnaroundis to achieve- especiallyin aslowingluxury market,
Saundersflags.

Theeponymousdesigneracknowledgedhis brand'sstrugglesduringhisrecenttestimonyfor thetrial,

duringwhichhespokeaboutthe difficulties of maintaininggrowthandrelevancein today'sattention

economy."Sometimesyou'll bethehottestthing onthe block. Sometimesyou'll belukewarm.

Sometimesyou'll becold," hesaid.Korsrecognisedthathis brandis in needof arevival, displaying
anawarenessof the brand'scurrentpositioningthatexecutivesrarely acknowledge."I think we've
reachedthepoint of brandfatigue," hetold thecourt.

As Korshimselfrecognised,thebrandfacesanuphill battle- evenmore sowithout Tapestry."We
believethestoresandbrandneedadditionalinvestmentfor growth," Chensaid."In otherwords,
thingsmay getworsebeforetheygetbetter."

For Tapestry

For Tapestry,ano-dealscenariois aninconvenience,but not asdire.

In theeventthat theappealis unsuccessful,Tapestrymight look to buying backits sharesfrom Capri.
CFOScottRoesaidduringTapestry'sAugustearningsthat, given Capri'svaluation,this is a

compellingoption(while maintainingthat"plan A", thedeal,was Tapestry'spriority).

"Tapestryhaswastedtime andsomemoneyonthisacquisition,but thedealnot goingaheadis not

catastrophic,"saysSaunders.It couldevenwork in Tapestry'sfavour,he adds."Given that Tapestry

wasprobablyoverpayingfor Capri,this mayevenbeablessingin disguise."

Tapestryisnow left to developanotherstrategyfor deliveringgrowth in a slowingluxury market.
Thiscouldmeanleaningonits existingbrandsmoreheavily,or looking to makesmalleracquisitions
thatwill escapeFTC scrutiny,Saundersoffers.

"The companymaywait until aftertheresultsof the electionto havegreaterclarity onthe future
ambitionsof the FTC and[FTC chairLina] Khanbeforeassessingothersmalleracquisitions,"Chen

said.Additionally, Tapestrywould bewiseto shift awayfrom handbag-heavybrandsasacquisition
targets,headded."If Tapestrypursuedanacquisition,webelieveit mayhaveto bein thegeneral

accessoriesor apparelcategoryandoutsideof handbags.For example:outerwear,jewellery,or
lifestyle,suchasbeautyandwellness."Toachievegrowth, Tapestrywill needto convinceinvestorsof

its mergerandacquisitionstrength,advisedChen.

For the industry

Theverdictcouldhavemajorimplicationsfor futuremergersin USfashion,aswell asthe ability for
USbrandsto measureupagainsttheir Europeancounterparts.

Historically,holding companieslike LVMH havebeenableto successfullyclosemergers,Lakhasays.

Thisverdictmarksaturningpoint, andit's onethatbodesbadly for theAmericanfashionindustry.

"Wemayseeadeclinein mergersfor fashioncompanieswithin the samemarketcategories,which
will alsolimit thesecompaniesfrombeingableto competewith the Europeanmarkets,"saysLakha.

Tous droits de reproduction réservés

voguebusiness.com
URL : http://www.voguebusiness.com/ 

PAYS : Royaume-uni 

TYPE : Web Pro et Spécialisé 

JOURNALISTE : Madeleine Schulz

28 octobre 2024 - 08:51 > Version en ligne

https://www.voguebusiness.com/story/companies/what-the-tapestry-capri-merger-block-means-for-american-luxury


Evenasamergedentity, TapestryandCapriwouldbe significantlysmallerthanLVMH or Kering,
Saundersadds,questioningwhy this combinedgroupis seenassuchathreat. Thefactthat the

companiesareunableto proceedsetsaworrisomeprecedentfor the USindustry,hesays."The FTC
hassetasignalthat US fashionis closedto dealmaking,andit will makecompaniesalot more

cautiousaboutmergersandacquisitions."Thisis abarrierto luxurygrowth,hesays."If theUS wants
its ownpowerfulhouseof luxurybrands,thensomeconsolidationmustbepermitted."Saunders

expectsthat the Europeanluxury houseswill continueto strengthentheir hands.

At a local level,though,acombinedTapestry-Capriwould bethe largestluxuryplayerheadquartered
in the US.But TapestryandCaprimaintainthat thiswasnot athreatto third-partybrands,giventhe

vastarrayof 'accessibleluxury' houseson offeroutsideof the groupsandthefact that therewould be

nomergingof thesix brands.

In thenearterm, Lakhaanticipatesthatthe stockpricesof both groupswill godownif theappeal
fails, whichcould resultin a lossof jobsor othershiftswithin thecompanies,sheadds.Given that

TapestryandCapricombinedmakeup alargeportion of theUS fashionindustry,the rippleeffects
won't gounnoticed.
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