
When Will Luxury's Perfect

Storm Pass?

The bling industry's reporting season will be grim. But there are signs

the worst might soon be over.
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Luxury is out of fashion.

Thesector is facing a perfect storm. Chinesespending, the industry's growth engine for so long, has stalled.

Thereare questionmarks over whether US shoppers, who held much promise after PresidentDonald Trump's

election in November, will pick up the bling baton. And over-aggressivepricing has shut out many younger

customerswho gorgedon Gucci handbagsand Rolex watches during the pandemic. It will take time for this

indigestion to work its way out of the system.

Add in the threat from tariffs anda weak dollar, which translates into lessrevenue in euros, andit's little wonder

the MSCI Europe Textiles, Apparel andLuxury Goods Index haslost about a quarter of its value since February.

Is Bling Back from the Brink?

Investorshave become alittle lessnegative on luxury stocks
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Thesecond-quarterreportingseason,which startsin earnestthisweek,is likely to be grim.Butoverthepast

week,therehavebeensomeglimmersof hope.Theworstisn't over exactly,but it mightsoonbe.

Fora start,appetiteamongChineseconsumersfor CartierLove banglesandBurberrytrenchcoatsdoesn'tseem

to begettinganyworse.

Chinesespendingin Japanis contracting- with Richemont'ssalesin thecountrydown 15%in thethree

monthsto theendof June,comparedwitha 59%increasein the yearearlierperiod- dueto thestrongeryen.

Thiswill beadragonsalesacrosstheindustry.

But SwatchAG saidit hadseenthefirst signsof improvementin China,with apickupin onlinesalesanda

reductionin stocksof watchesat third partyretailers.

SwatchChief ExecutiveOfficer Nick Hayekoftenlooksonthebright side.But Richemontalsosawa 7%fall in

salesin China,HongKongandMacauin its fiscalfirst quarter,abouthalf therateof declinein the preceding

threemonths.Thiswasechoedby BurberryGroupPlc,whichgeneratesabout30%of salesfromChinese

consumersathomeandabroad.ChiefFinancialOfficerKate Ferrysaidthe Britishluxury brandwasalsoseeing

aquarter-on-quarterimprovementand"a little bit of stabilization"in China.

In the US, financialmarketsappearto beshruggingoff thetariff trauma,with the S&P500Indexreachinganew

highandBitcoin touchinga record$120,000.GiventhatUSluxury demandis correlatedwith financialwealth,

thisbodeswell. It's possiblethis is feedinginto demandfor BrunelloCucinelliSpA'scashmerealready:The

techbros'favoriteoutfitter saidsalesexcludingcurrencymovementsrose11%in the secondquarter,andit

forecasta 10%increasethis year.

Investorsshouldn't getaheadof themselves,though.Someof thesurprisessofar havebeencompanyspecific.

Cucinellisellsto the1%,andwhileit mightnothavealogo, it hasbecomea signifierthat the weareris partof

anexclusiveclub thatcanaffordto pay $400for a T-shirtand$8,000for acableknit cardigan.Not manyother
brandscommandthistypeof clientele.

Richemont'sjewelry is alsoshiningbright,thanksto theluxury marketmaturing- manywhoboughtbags20

yearsagoareshiftingto baubles- andthe factthatpriceincreasesfor leathergoodshavemadebanglesand

necklacesbettervaluefor money.

Asfor Burberry,whichreporteda 1%declinein fiscalfirst-quartersame-storesales- lessthanthealmost4%

fall thatanalystshadexpected- this compareswith aperioda yearagowhensamestoresalesslumped21%.
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LVMH, the industry bellwether, reports second-quarter earnings this week, and they won't be pretty. The

behemoth has gone from being one of the strongestperformers to oneof the weakest, thanks to its reliance on

leather goods, which are suffering the most from consumer fatigue. It is also facing some company-specific

issues,such as ahard landing after spectacular growth at Dior, difficulties in its drinks division, andsupply chain

problems at Loro Piana, arival to Cucinelli.

LVMH Chief Is Poorer Than He Was

Bernard Arnault's net worth has declined by almost a third since its March 2024 peak
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Yet even though we areprobably closer to the bottom of the bling bloodbath than the top, many valuations are

pricing in the worst.

LVMH is trading on a forward price-to-earnings ratio of about 19.5 times, toward the bottom of its five-year

average,while PradaSpA shareshave lost about 30% since February, asinvestors took fright at its €1.25 billion

($1.5 billion) purchaseof Versace. While the earnings side of the equation could fall further, this looks harsh.

Not all luxury stocks areshowing a bust. Investors in Hermes International SCA arepaying about 50times the

next 12 months' earnings becausethe brand typically outperforms in tough times, given that demand for its

iconic Birkin and Kelly bags outstrip supply. Burberry's shareshave more than doubled since September. A

successful turnaround, and the company being able to keep any challengesin check, is already priced in.

Kering SA stock hasrisen about 14%since the Gucci owner named Renault's Luca de Meo as its new CEO last

month. That looks optimistic. Even if De Meo is ableto sell Kering's 30% stakein Valentino, he still has €10.5
billion of net debt and creative transitions at most of the company's brands to deal with.

For investors, a return to bling's boom years still looks far off. But by the time we get to fashion month in

September, conditions might look at little less grim. New designersat Chanel, Dior and Gucci are likely to delve

into the archives for inspiration this fall. A brighter luxury market would be another retro trend worth embracing.
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