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  Basic	Information   
Last	Closed	Price	 €403.00	
12M	Target	Price	 €481.26	
+/-	Potential	 +19.4%	
Bloomberg	Ticker	 MC	
GICS	Sector	 Consumer	Discretionary	
GICS	Sub-Industry	 Apparel	&	Luxury	Goods	

  1Y	Price	v	Relative	Index   
 

 

  Company	Description     
LVMH			is			a		family-run		group,		with		a		 diverse	
portfolio			of			75				houses,	 ranging			across			6	
segments	from	fashion	and	leather	houses	to	
hospitality	companies.	The	company	also	spans	
across	70	countries	with	a	total	of	4,600	stores.	

  Key	Financials   
Market	Cap	 204.194B	
Basic	Shares	O/S	 505.43M	
Free	Float	 49.89%	
52-Wk	High-Low	 €242.30	-	€404.55	
Fiscal	Year	End	 31-Dec-2019	

	
(€ M)	 FY18A	 FY19	

E	
FY20	

E	
FY21E	

Revenue	 46,826	 53,228	 59,003	 65,901	
Gr	Rate	(%)	 9.8	 13.7	 10.8	 11.7	
NI	 6,472	 7,448	 8,288	 9,286	

Margin	(%)	 13.57	 13.99	 14.05	 14.09	
ROE	 21.41	 19.32	 19.00	 18.84	
ROA	 9.79	 9.46	 9.74	 9.94	
ROIC	 17.56	 18.01	 19.32	 20.89	

  Key	Executives   
Bernard	Arnault	 Chief	Executive	Officer	

Chairman	of	LVMH	since	
1989	

	
Antonio	Belloni														Group	Managing	Director	
	

We	 are	 initiating	 coverage	 of	Moet	Hennessy	 Louis	Vuitton	with	 a	
BUY	rating	and	a	€481.26	12M	price	target.	

1H19	Earnings	Highlights	
● Recorded	revenue	of	€25.1B	with	organic	growth	of	15%,	on	track	

to	surpass	2018	figures	with	1H2018	revenue	growth	of	13.9%,	
operating	profit	up	14%	from	2018	

● Fashion	and	Leather	Goods	remain	their	strongest	revenue	driver,	
with	organic	revenue	growth	of	18%	due	to	continued	strength	in	
the	Chinese	Market	and	success	following	 acquisition	of	Christian	
Dior	Couture	with	strong	growth	particularly	in	France	to	bounce	
Q2	2019	revenue	by	15%	

● Application	 of	 IFRS16	 resulted	 in	 an	 increase	 of	 net	 debt	 from	
€7359M	to	€8684M,	partly	due	to	Belmond	Hotels	acquisition	

● LVMH	 maintains	 a	 25%	 gearing	 ratio	 up	 from	 last	 year’s	 23%	
after	 IFRS16	 implementation	 despite	 increased	 debt,	 due	 to	
strong	 and	 sustainable	 cash	 flows	 from	 growing	 business	
segments,	with	operating	free	cash	flow	at	€1.7B	

	
Investment	Thesis	
● Strong	 track	 record	 of	 strategic	 acquisitions	 to	 increase	

market	 share	 and	 diversify	 risk	 in	 luxury	 goods	 market	
strengthens	 LVMH’s	 portfolio	 creating	 deep	 economic	 moats	
against	competitors	

● Steady	 expansion	 of	 business	 in	 China	 to	 capitalise	 on	 the	
continual	 growth	 in	 China’s	 consumer	 spending	 in	 the	 luxury	
goods	market	following	the	luxury	boom	via	the	Wines	and	Spirits	
segment	and	controlled	digital	expansion	

● Consistent	earnings	without	an	overextended	balance	 sheet	
despite	 business	 growth	 allow	 LVMH	 to	 maintain	 consistently	
high	margins	without	excessive	debt	levels	ahead	of	competitors	

	
Catalysts	
● Ongoing	discussions	regarding	an	all-cash	acquisition	of	 Tiffany	

&	Co.	to	strengthen	foothold	in	Jewellery	market	and	build	
synergy	amongst	existing	brands	

● Policy	easing	in	China	through	the		Chinese		commercial	bank’s	cut	
in	medium-term	 loan	 rates	 and	 forecasted	 easing	 	 of	monetary	
policy	 will	 increase	 liquidity	 to	 the	 Chinese	 economy	 and	
encourage	increased	spending,	thus	allowing	LVMH	to	capitalise	
on	their	increasingly	large	Chinese	market	

	
Valuations	
Our	 12M	 price	 target	 from	 date	 of	 coverage	 is	€481.26.	Valuation	
was	 derived	 through	 weighted	 price	 blend	 obtained	 from	 a	
Discounted	Cash	Flow	model,	and	a	Comparable	Company	Analysis.	

	
Investment	Risks	
● Rise	 of	 ESG-aware	 consumers	 who	 are	 aware	 of	 the	

environmental	impact	of	the	fashion	industry	may	alter	demand	
patterns	due	to	increased	popularity	in	the	resale	market	

● QE	 in	Eurozone	may	not	 translate	 into	 increased	consumer	
spending	due	to	a	decrease	 in	consumer	confidence	 in	 Europe,	
with	a	negative	interest	rate	

● Reliance	on	Chinese	consumers:	Increasing	reliance	leaves	 the	
company	exposed	to	change	of	spending	preferences	 amidst	US-
China	trade	war	and	mark-ups	compared	to	European	goods
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Figure	1.	LVMH	Company	Structure	
	

	

Source:	LVMH	Business	Groups	
	
Figure	2.	LVMH	as	a	leading	luxury	Maison	

	

	

Source:	FitchSolutions	
	
Figure	3.	Revenue	by	Region	(2018)	

	

	

Source:	LVMH	Annual	Report	
Figure	4.	Revenue	by	Segment	(2018)	

	

	

Source:	LVMH	Annual	Report	

Company	Overview	
	

LVMH	 is	 the	 largest	 luxury	 Maison	 in	 the	 world	 with	 the	 highest	
revenue	at	€9.9bn	in	2018	as	compared	to	its	competitors		in	the	same	
industry;	 such	as	Kering	with	an	 income	of	€3.7bn.	LVMH	 is	owned	
by	the	Arnault	family	within	which,	comprises	of	75	different	luxury	
houses	 that	 belong	 6	 segments;	 Wines	 	 and	 	 Spirits,	Fashion	 and	
Leather	 Goods,	 Perfume	 and	 Cosmetics,	 Watches	 and	 Jewellery,	
Selective	 Retailing,	 and	 Other	 Activities.	 Other	 activities	 include	
journalism	 and	 preservation	 of	 culture	 through	 the	 acquisition	 of	
buildings	such	as	the	La	Samaritaine.	
	
LVMH	provides	a	diversified	offering	of	goods	and	services,	not	only	
in	the	fashion	market	but	also	in	the	luxury	hotel	market.	In	Q2	FY19,	
the	company	acquired	Belmond	with	the	purchase	of	$25	per	Class	A	
shares	in	an	all-cash	acquisition..	The	total	equity	value	amounted			to	
$2.6	billion	with	the	enterprise	value	at	$3.2	billion.	As	such,		this	adds	
luxury	 hotels	 to	 the	 company’s	 diversified	 portfolio,	 on	 top	 of	 its	
current	 product	 offerings	 with	 Belmond	 operating	 46	 properties	
globally.	
	
In	Q2	FY17,	LVMH	acquired	Christian	Dior	Couture		with	€12.1	billion.	
The	latter	has	been	established	as	a	strong	fashion	brand	with	
€2.5	billion	 in	net	profits	 in	FY18,	a	13.9%	growth	 from	FY17.	This	
acquisition	increases	the	synergies	between	Christian		Dior	and	LVMH	
for	a	greater	growth	potential.	The	result	of	which	was	an	LVMH	share	
increase	of	4.9%	post-acquisition.	
	
3Q19	Earnings	Review	
● Year	to	date	revenue	grew	16%	compared	to	2018,	 reaching	

€38.4	billion	
● Organic	revenue	growth	up	11%	compared	to	the	same	period	in	

2018	 reflecting	 continuing	 trends	 of	 strength	 in	 Chinese	
consumers	despite	economic	uncertainty	

● Growth	largely	attributed	to	outstanding	performance	in	Fashion	
and	 Leather	 Goods	with	 18%	 organic	 growth	 in	 1st	 9	 months	
including	a	4%	positive	currency	impact	

● 6%	 revenue	 growth	 in	 selective	 retailing	 segment;	 DFS	 stores	
recently	 opened	 in	 Hong	 Kong	 curbed	 by	 protests,	 but	 was	
bolstered	 by	 strong	 response	 by	 Sephora’s	 online	 sales	 and	
inaugural	store	opening	in	Auckland	

● On	 track	 to	 produce	 good	 results	 in	 Q4,	 Hong	 Kong	 riots	 to	
represented	a	less	than	significant	impact	

	
Industry	Outlook	

	

Luxury	 in	 fashion	 remains	 a	 strong	 sector	 of	 growth	 amid	
fluctuations	
Recent	pessimism	arising	from	the	US-China	trade	war	and	tariffs	of	
fashion	products	has	caused	uncertainty	in	the	market.	Additionally,	
the	increasing	presence	of	eCommerce	as	a	disruptor	to	the	 industry	
has	 forced	 smaller	 players	 out,	 while	 larger	 players	 have	
circumvented	 this	 challenge	 by	 adopting	 an	 omni-channel	 sales	
approach.	However,	challenges	have	shown	to	be	more	significant	in	
the	mid-market	sector	as	they	appeal	to	middle-income	groups,	who	
are	more	price	sensitive.	However,	 larger	 luxury	players	 like	 LVMH	
have	the	size	and	versatility	to	“self-disrupt”	and	continue	to	target	 a	
market	which	is	less	price-sensitive.	(add	details)	
	
China	remains	as	a	strong	growth	driver	for	luxury	goods	
China’s	 luxury	spending	has	played	an	increasingly	 large	role	 in	 the	
global	 luxury	 market	 in	 the	 last	 5	 years.	 Consumers	 of	 this	
demographic	 have	 been	 increasing	 in	 relation	 to	 the	 proportion	 of	
other	worldwide	consumers,	from	making	up	19%	of	the	total	 luxury	
market	in	2012	to	31%	in	2018.	
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Figure	5.	Fashion	Market	Segments	and	
Geographic	Outlook	

	

	

Source:	McKinsey	‘State	of	Fashion”	
	
	
	
Figure	6.	Growth	in	China’s	Upper-Middle	class	
households	

	

	

Source:	McKinsey	report	
	
	
	
Figure	7.	Channel	breakdown	for	luxury	spending	
in	China	

	

	

Source:	Bain	&	Company	report	

Growth	in	spending	among	upper-middle	class	household  
The	total	Chinese	luxury	spending	is	forecasted	to	increase	by	1.6x	 in	
2025,	 to	 RMB	 1,227	 billion,	 constituting	 40%	 of	 the	 global	luxury	
market.	 This	 is	 associated	 to	 the	 drastic	 increase	 the	upper-middle	
class	 households	with	 a	 growth	 of	 an	 estimated	 28%	 on	an	annual	
basis	 and	350	million	 people	 in	 China	 earning	between	$2,600	and	
$3,500	per	month	by	2025.	
	
In	 Asia,	 the	 burgeoning	 middle-class	 households	 have	 greatly	
contributed	to	the	growth	of	the	luxury	market.	It	 is	forecasted	 that	
the	 total	 participation	 in	 the	market	 (inclusive	 of	 second	 and	third	
tier	countries)	will	increase	to	400	million	by	2020.	
	
Shift	in	Chinese	luxury	demographic:	

1. Post	80’s	
China’s	post	80’s	generation	is	a	key	player	in	the	 country’s	
luxury	 goods	 market,	 fueling	 the	 consumption	 of	 luxury	
products.	This	‘Generation	Y’	makes	up	more	than	half	of	 the	
total	 expenditure	 on	 luxury	 in	 2018,	 amounting	 to	 10.2	
million	luxury	consumers	and	RMB415	million	spent,	with	an	
average	per-capita	expenditure	of	RMB41,000	per	year.	

	
2. Post	90’s	

China’s	 post	 90’s	 generation	 is	 currently	 following	 in	 the	
footsteps	of	its	earlier	generation	in	its	luxury	 consumption	
behaviour.	With	luxury	products	such	as	streetwear	targeting	
this	 generation,	 they	 spend	RMB25,000	 per	 year	on	 luxury	
products;	 As	 upper-middle	 class	 parents	 support	 their	
children	luxurious	spendings	with	a	constant	top	of	of	at	least	
RMB	4,000	per	month.	

	
The	proportion	of	Generation	Z	spenders	make	up	6.7	million	
spenders	that	total	up	to	RMB	170	billion	in	2018.	

	
Chinese	consumer	market	repatriation  
In	2018,	domestic	Chinese	expenditure	represented	27%	of	 Chinese	
luxury	goods	spending,	with	remaining	purchases	conducted	 abroad	
to	 avoid	 an	 average	 35%	markup	 in	 China.	 Chinese	 government	 is	
clamping	 down	 on	 travellers	 returning	 with	 luxury	 products.	
According	 to	 the	 McKinsey	 report,	 70%	 of	 the	 upper-middle	 class	
households	 who	 splurge	 on	 luxury	 products,	 often	 purchase	 their	
items	 from	abroad.	Sales	 in	Korea’s	Duty-free	shops	were	 primarily	
attributed	 to	 Chinese	 tourists,	 where	 the	 same	 group	 was	 the	 key	
driver	for	the	growth	of	the	country’s	duty-free	shops	to	an	 all-time	
high	of	$13.6	billion.	The	government	aims	to	prevent	daigou;	 small	
time	arbitrage	 for	 luxury	goods	purchases	abroad	with	new	laws	 in	
2019	which	fine	such	acts	have	been	put	in	place	across	eCommerce	
platforms	(Taobao	&	WeChat)	as	a	step	up	to	keep	the	spending	within	
the	 country.	 The	 clampdown	 will	 affect	 the	 global	 luxury	 market,	
decreasing	luxury	company	shares.	On	October	10	 2018,	LVMH	and	
Kering	shares	fell	by	7.7%	and	9.7%,	respectively,	As	such,	a	Bain	&	Co.	
report	projects	that	by	2025,	domestic	spending	will	rise	to	50%	of	the	
Chinese	 luxury	 goods	 expenditure,	 leaving	 greater	 opportunity	 and	
incentive	for	luxury	brands	to	tailor	their	products	and	price	range	to	
capture	as	much	of	the	Chinese	market.	
	
However,	even	with	 the	 implementation	of	 laws	against	daigou,	 the	
Chinese	domestic	market	for	luxury	goods	will	continue	to	grow	 and	
absorb	 the	 difference	 as	 there	 remains	 a	 strong	 demand	 for	 top	
brands	 as	 “luxury	 staples”.	 In	 China,	 top	 luxury	 brands	 like	 Louis	
Vuitton,	Givenchy	and	Chanel	remain	a	strong	form	of	social	currency	
especially	with	new	entrants	middle-upper	 income	 class.	 Similarly,	
demand	for	luxury	items	as	a	symbol	of	status	amongst	the	affluent	is	
not		expected		to		be		diminished		by		these		laws,		as		 fashion-forward	
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Figure	8.	Expenditure	of	outbound	tourists	from	
2015	to	2020	

	

	

Source:	McKinsey	report	
	
Figure	9.	Luxury	model	in	2017	

	

	

Source:	Boston	Consulting	Group	
	
Figure	10.	Emerging	trends	in	the	luxury	market	

	

	

Source:	CBInsights	
	
Figure	11.	Porters’	Five	Forces	

	

	

Source:	NUS	Investment	Society	estimates	

pieces	at	a	higher	price	point	will	stand	as	the	differentiating	 factor	
between	the	affluent	and	upper-middle	income.	
	
Shifting	of	Luxury	Consumption	Patterns	
Increased	Millennial	Expenditure  
In	2025,	millennial	(born	1978	to	1992)	expenditure	is	projected	 to	
constitute	 50%	 of	 the	 global	 luxury	market	 in	 2025,	 up	 from	 32%	
today.	In	addition,	the	Generation	Z	(born	in	1993	to	2001)	is	expected	
to	have	a	great	influence	on	the	changes	that	will	occur	 in	the	luxury	
market.	While	they	only	make	up	4%	of	the	market,	they	are	estimated	
to	increase	to	8%	by	2020.	
	
Shifting	of	luxury	consumption	pattern  
With	millenials	 taking	 an	 increasingly	 larger	 percentage	 of	 fashion	
retail	 consumption,	 it	 has	 brought	 rise	 to	 the	 ‘sophisticated’	
consumer.	 Sustainable	 sourcing	 has	 become	 an	 increasingly	
popularised	concept	when	it	comes	to	the	purchase	of	a	luxury	 good.	
A	study	showed	that	73%	of	surveyed	millennials	were	more	willing	
to	 spend	 more	 on	 products	 that	 promote	 sustainability	 and	 social	
responsibility.	
	
Luxury	vs	Technology  
Consumers	are	increasingly	demand	for	a	‘phygital’	experience	 when	
purchasing	 luxury	 goods.	 Luxury	 brands	 are	 also	attempting	to	use	
CGI	 or	 AR	 to	 attract	 the	 tech-savvy	 Generation	 Z	 shoppers.	 For	
example,	 Balmain	 used	 CGI	 models	 to	 show	 off	 its	 2019	 pre-fall	
collections	 as	 a	means	 to	 incorporate	 into	 shoppers’	 experience	 to	
create	 a	 memorable	 experience	 and	 immerse	 consumers	 into	 the	
brands’	evolving	stories.	
	
Experience	Over	Material	
With	the	growth	experienced	by	the	market,	luxury	experience	is	also	
on	the	rise	with	the	growth	of	luxury	hospitality,	gourmet	food	 and	
fine	 dining,	 and	 luxury	 cruises	 at	 5%,	 6%	 and	 7%,	 respectively.	As	
more	 millennials	 start	 to	 opt	 for	 the	 luxury	 experiences,	 the	
experiential	segment	is	estimated	to	account	for	⅔ of	the	global	luxury	
market	by	2022.	
	
Shift	in	fashion	trends  
As	Generation	Z	or	millennials	make	up	an	increasing	proportion	 of	
consumers	 in	 the	 luxury	 market,	 luxury	 streetwear	 is	 gaining	
popularity	where	brands	such	as	Supreme	and	Stussy	have	developed	
a	cult-like	following.	In	addition,	luxury	brands	such	as	Gucci	and	Louis	
Vuitton	are	adopting	and	embracing	 characteristics	from	streetwear	
to	cater	to	the	preferences	of	Generation	Z	 and	millennials.	As	such,	
the	former’s	total	sales	doubled	in	2018,	of	which	55%	was	attributed	
to	consumers	under	the	age	of	35.	
	
Porter’s	Five	Forces	

	

Considering	 the	 industrial	 tailwinds	 stated	 above,	 we	 analysed	
LVMH’s	 unique	 position	 as	 a	 well-diversified	 conglomerate	 via	
Porter’s	 Five	 Forces	 diagram.	 It	 is	 observed	 that	 the	 expected	
competition	within	 the	 industry	will	 be	 low	 as	 LVMH	has	a	market	
share	 far	 greater	 than	 its	 competitors.	 Due	 to	 the	 high	 barriers	 to	
entry	for	this	market,	it	is	unlikely	that	there	will	be	new	entrants	to	
the	market	in	the	near	future.	We	also	see	a	trend	in	consumers	that	
they	 demand	 for	 higher	 quality	 products,	 sustainably-produced	
products	in	an	omni-channel	platform,	which	in	turn	will	increase	the	
expectations	of	a	higher-priced	product	from	LVMH.	
	
Competition	within	industry	-	Low	
LVMH	 remains	 the	 world’s	 largest	 luxury	 conglomerate	 ahead	 of	
peers		Richemont		Group		and		Kering	Group	by	market	capitalisation.	
€200	billion	against	€40.8	billion	and	€65.7	billion.	LVMH	is	also	the	
only	 luxury	 conglomerate	 to	 include	 the	 5	 business	 segments,	with	
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Figure	12.	Total	Income	contribution	by	
Segments	from	2013	to	2018	

	

	

Source:	FitchSolutions	
	
	
Figure	13.	TIF	net	income	growth	in	Q4	2019	as	
compared	to	industry	growth	

	

	

Source:	CSIMarket	
	
	
	
Figure	14.	Belmond’s	global	footprint	in	the	
tourism	industry	

	

	

Source:	sec.gov	
	
	
Figure	15.	Global	Market	share	of	brands	or	
conglomerates	in	Luxury	Jewellery	space	

	

	

Source:	Bloomberg	

Kering	 in	 only	 3.	 As	 LVMH	 continues	 to	 build	 its	 track	 record	 of	
strategic	acquisitions,	we	expect	them	to	continually	capture	 greater	
market	 share	 with	 relative	 ease,	 while	 reducing	 their	 competitor’s	
share	in	the	overall	luxury	market.	
	
Threat	of	new	entrants	-	Low	
Renowned	luxury	brands	often	involve	a	rich	history	and	high	 brand	
equity	built	by	years	of	quality	and	a	pristine	reputation.	Hence,	it	is	
unlikely	 that	 there	 are	 any	 new	 entrants	 to	 the	market	which	will	
develop	 with	 enough	 speed	 to	 rival	 LVMH	 as	 a	whole,	 in	 the	 near	
future.	
	
Threat	of	substitutes	-	Moderate	
There	 is	 a	 threat	 of	 substitutes	 with	 the	 saturation	 of	 the	 luxury	
market.	 However,	 LVMH	 brands	 have	 strong	 brand	 equity	 hence	
customer	loyalty,	common	in	the	luxury	market.	Customer	loyalty	also	
decreases	 the	 power	 of	 substitute	 threats,	 with	 86%	 of	 luxury	
consumers	 being	 part	 of	 at	 least	 one	 loyalty	 program,	 resulting	 in	
better	retention	rates.	However,	their	retention	rates	are	also	a	factor	
of	 their	 brands	 being	 able	 to	 spot	 and	 set	 fashion	 trends	 ahead	 of	
peers.	This	can	be		difficult	compared	to	the	the	fast-fashion	market	as	
trends	 flow	 from	 luxury	 couture	brands	downward,	with	 a	delay	in	
market	feedback.	
	
Bargaining	power	of	buyers	-	Low	
LVMH	consumers	range	from	middle	to	high	income	classes	who	 are	
able	to	afford	the	product	offerings.	In	addition,	brands	under	LVMH	
are	luxury	companies	that	produce	quality	products.	This	will	 reduce	
bargaining	power	as	they	will	become	less	price	sensitive	as	they	focus	
more	on	quality	than	price.	
	
Bargaining	power	of	suppliers	-	Low	
The	supplies	LVMH	needed	are	fairly	standardised	for	the	production	
of	 its	 products.	 This	 means	 that	 switching	 costs	 will	 be	 low	 and	
suppliers	have	relatively	low	bargaining	power	over	the	company	 as	
it	is	easy	for	LVMH	to	switch	its	suppliers.	Furthermore,	some	of	the	
company’s	 suppliers	 such	 as	ArteCad	were	 acquired	 by	 LVMH.	This	
causes	bargaining	power	of	 suppliers	 to	be	of	a	much	weaker	 force	
because	the	inputs	are	now	directly	owned	by	the	company.	
	
	
Investment	Thesis	

	

1. Strong	track	record	of	acquisitions	to	boost	market	share	
LVMH	is	financially	well-positioned	to	execute	strategic	mergers	and	
acquisitions	of	key	players	within	business	segments,	which	 has	
resulted	in	a	diverse	and	balanced	portfolio.	The	outcome	today	is	 75	
luxury	 brands	within	 5	 segments,	where	 organic	growth	due	to	the	
success	of	their	luxury	brands	are	complemented	by	pipeline	
acquisitions	 to	 capture	 a	 greater	market	 share	in	lacking	segments.	
The	following	examples	aim	to	exemplify	the	company’s	ability	to	
shadow	competitors	by	sheer	size	and	financial	ability,	thereby	
increasing	their	lead	as	the	largest	name	in	luxury.	
	
Tiffany	&	Co.	Acquisition	Discussions  
LVMH	 is	 currently	 undergoing	 discussions	 for	 an	 acquisition	 of	
Jeweller,	Tiffany	&	Co.	Since	Tiffany	&	Co.	has	been	profitable	and	FCF	
positive	for	the	last	10	years	and	has	a	manageable	D/E	of	31%,	the	
acquisition	would	directly	add	to	revenue	streams	from	the	 Watches	
and	Jewellery	segment.	An	acquisition	will	also	allow	LVMH	to	enter	
the	Watches	and	Jewellery	space	at	a	different	price	point	from	their	
existing	 range	under	 the	Bulgari	name,	at	 the	very	high	end.	As	the	
target	demographic	shifts	towards	a	younger	crowd,	Tiffany	&	Co.	will	
be	able	to	build	marketing	synergies	with	LVMH’s	 existing	expansive	
network	outside	of	US,	and	effective	marketing	 strategies.	Tiffany	&	
Co.	has	remained	a	home-grown	brand	of	US,	a	geography



6	 

	
Figure	16.	Growth	in	LVMH	company	share	from	
2012	to	2017,	Top	10	luxury	companies	

	

	

Source:	Euromonitor	
	
	
	
Figure	17.	Global	comparison	China’s	wine	
market	volume	with	China	as	third	highest	wine	
revenue	in	2019	

	

	

Source:	Statista	
	
	
	
Figure	18.	Steady	increase	in	Mainland	China’s	
luxury	market	beyond	2018	

	

	

Source:	Bain	&	Company	report	

which	 LVMH	 is	 intending	 in	 pushing	 growth	 in.	 Thus,	 it	 will	 add	
significant	diversification	as	one	of	the	largest	jewellery	companies	in	
the	 world	 in	 the	 relatively	 small	 portfolio	 of	 LVMH’s	 watches	 and	
jewellery	segment.	
	
This	 is	 apt	 as	 it	 allows	 LVMH	 to	 increase	 segment	 revenue	 in	 a	
segment	which	saw	percentage	of	revenue	decreasing	(9.2%	to	8.7%).	
With	 LVMH’s	 consolidated	 market	 share	 for	 Jewellery	 standing	 at	
10.8%	 compared	 with	 its	 biggest	 rival,	 Richemont,	 at	 14.8%,	 the	
successful	acquisition	of	Tiffany	&	Co	would	position	LVMH	as	market	
leader,	with	a	combined	market	share	of	18.4%.	LVMH	would	be	able	
to	regain	a	stronger	footing	in	the	US	market,	currently	representing	
25%	of	revenue,	through	Tiffany	&	Co.’s	established	network.	
	
This	props	LVMH	into	being	the	market	leader	for	another	one	of	its	
segments,	and	elucidates	how	LVMH	continuously	attempts	to	boost	
its	market	share	and	solidify	its	moats	going	forward.	LVMH	possesses	
the	ability	to	acquire	and	expand	Tiffany	&	Co,	unlike	competitors	who	
may	 stand	 to	 benefit	 from	 acquiring	 the	 company	themselves,	but	
are	 currently	 unable	 to.	 Apart	 from	 regaining	 strength	 the	 US	
domestic	market,	and	acquiring	strategic	retail	real	estate	that	Tiffany	
&	 Co	 sits	 on	 in	 New	 York,	 LVMH	will	 also	 be	 able	to	 utilise	 their	
networks	 to	 drive	 aggressive	 expansion	 in	 China	 to	 combat	new	
Chinese	laws	regarding	consumer	repatriation;	an	area	they	currently	
have	expertise	in.	
	
Belmond	Ltd	Acquisition	to	penetrate	luxury		hotel		and	leisure  market  
In	April	FY19,	LVMH	acquired	Belmond	which	operates	luxury	hotels,	
luxury		train		services,		and		river	cruises	in	two	dozen	countries				 for	
$2.6b	all-cash.	Properties	under	this	include	Hotel	Cipriani	in	Venice	
and	 locations	 like	Portofino,	and	Rio	de	 Janeiro.	Activities	 following	
the	acquisition	will	be	reported	 in	Q419	and	it	 is	expected	that	 this	
adds	significantly	to	LVMH’s	extensive	portfolio	via	expansion	in	the	
luxury	leisure	segment.	This	is	in	line	with	clear	trends	in	the	luxury	
industry	towards	experiential	rather	than	material	purchases.	
	
Such	an	expansion	in	the	luxury	hospitality	sector	further	 synergises	
their	current	portfolio,	with	luxury	luggage	brand	Rimowa	also	under	
LVMH’s	 belt.	 Belmond’s	 heritage,	 its	 innovative	 services	 and	
excellence	 in	 execution	 resonates	 well	 with	 LVMH’s	 values,	 while	
directly	 complementing	 their	 own	 Cheval	 Blanc	 maisons	 and	 the	
Bvlgari	 hotel	 activities.	 As	 such,	 Belmond	 will	 be	 able	 to	 take	
advantage	of	a	wider	range	of	experiential	packages	within	the	LVMH	
luxury	hospitality	range	to	further	solidify	the	brand	experience	in	a	
growing	 market	 of	 experiential	 luxury,	 ahead	 of	 material	 luxury.	
LVMH	 will	 gain	 an	 edge	 ahead	 of	 competitors	 in	 this	 sector,	while	
diversifying	 its	 portfolio	 with	 new	 businesses	 and	 high-value	 real	
estate	which	Belmond’s	hotels	sit	on.	
	
Geographical	Diversification  
LVMH’s	strategic	acquisitions	in	creating	a	well-diversified	 portfolio	
in	brand	and	business	segment	is	further	bolstered	by	a	diversification	
of	 geographical	 risk.	 This	 ensures	 that	 cash	 receipts	are	 received	
from	different	geographies	and	potentially	serves	as	a	natural	hedge	
for	 LVMH	 -	 which	 in	 turns	 reduces	 margin	 fluctuations	 due	 to	
currency	 exchange	 fluctuations.	 This	 also	 aids	 LVMH	 in	 reducing	
exposure	 to	 trade	war	 tariffs	and	retaliatory	boycotts	which	enable	
LVMH	to	maintain	market	dominance	over	other	 revenue	segments	
and	 geographies.	 As	 such,	 LVMH	 has	 not	 suffered	 any	 significant	
detrimental	impact	as	a	result	of	the	trade	war	tariffs,	and	is	 able	 to	
benefit	 from	 the	 expenditure	 in	 both	 regions.		
Hence,	 this	 helps	 stabilize	 operating	 cash	 flow	 as	 	 net	 income	
fluctuations	in	the	forex	market	has	a	limited	effect



7	 

	
Figure	19.	Ao	Yun	Wine	

	

	

Source:	Millesima.sg	
	
	
Figure	20.	Forecast	of	China’s	wine	revenue	until	
2023	

	

	

Source:	Statista	
	
	
	
Figure	21.	SHIBOR	interbank	rate	

	

	

Source:	National	Interbank	Funding	Center	
	
	
	
Figure	22.	Net	sales	growth	on	Sephora.com	from	
2016	to	2019	

	

	

Source:	Statista	
	
	
	

	
2. Steady	expansion	of	business	in	China	
China	currently	represents	29%	of	LVMH’s	revenue,	followed	by	24%	
in	 the	 USA.	 With	 forecasts	 of	 a	 burgeoning	 middle	 class	 in	 China,	
increased	 consumer	 expenditure	 on	 luxury	 goods	 and	 a	 large	
population,	 China’s	 market	 represents	 significant	 opportunity	 for	
LVMH.	
	
China	Wine	
LVMH	is	in	the	process	of	penetrating	the	Chinese	luxury	wine	market	
with	Ao-Yun,	hand-grown	in	Shangri-La	city	and	sold	as	an	high-end	
wine	with	Vineyards	in	China,	with	bottles	retailing	 at	USD$500	and	
above.	Following	its	first	2013	vintage,	the	release	of	the	2015	vintage	
in	fine-dining	restaurants,	luxury	hotels	and	high-end	wine	shops	will	
come	 in	 Q419,	 coinciding	 with	 China’s	 alcohol	 market’s	 shift	 in	
preference.	The	market	had	once	been	stiff,	but	the	post-80s	and	post-
90s	generation	are	significantly	more	open	to	 trying	 new	 brands	 of	
alcohol	than	the	baby-boomer	generation.	Hence,	growth	is	expected	
to	 be	 derived	 from	 China’s	new	wave	of	affluent	 class,	 in	 line	 with	
their	 desire	 and	 willingness	 to	 spend	 on	 experiential	 luxury.	
Furthermore,	Ao	Yun	appeals	 to	 the	 increasing	number	 of	high-net-
worth	 individuals	while	 elevating	 the	 status	 of	home-grown	luxury,	
a	 piece	 of	 nationalistic	 pride	 for	 Chinese	 consumers	 LVMH	 may	
attempt	 similar	 projects	 to	 capture	 this	 portion	 of	 the	 Chinese	
alcoholic	 beverage	market	 for	 other	 ranges	 of	 products,	 and	 hence	
further	expand	their	market	share	in	the	Chinese	market.	
	
In	2018,	the	20%	of	production	for	AoYun	was	sold	in	China	with	the	
other	80%	sold	worldwide,	however,	China’s	demand	plays	a	key	role	
in	building	AoYun’s	brand.	As	the	wine	originated		from	vineyards	that	
spanned	across	Adong,	Xidang,	Sinong	and	Shuori,	 the	 local	product	
will	 be	 able	 to	 easily	 gain	 the	 support	 of	 Chinese	 through	national	
pride.	While	there	are	many	regions	suitable	for	vineyards,	much	of	 it	
is	 either	 exported	 or	 used	 by	 China-domiciled	wineries.	The	largest	
competitor	in	Changyu	which	owns	majority	of	 the	Chinese	red	wine	
market	share.	
	
However,	with	 the	 changing	 tastes	 in	 the	 rising	middle-upper	class	
and	Generation	Z	Chinese,	and	with	AoYun	targeting	a	niche	market,	
LVMH	is	set	to	penetrate	the	Chinese	market	with	a	unique	approach.	
Furthermore,	the	increasing	proportion	of	domestic	spending	in	China	
will	help	to	promote	the	sales	growth	for	AoYun.	In	addition,	LVMH’s	
historic	expertise	in	the	wine	and	distillery	process	will	enable	AoYun	
to	succeed	at	a	higher	rate	over	existing	competitors.	
	
Controlled	Digital	Expansion	in	China	
In	June	2019,	Louis	Vuitton	launched	a	Mini	Programme	on	WeChat;	
a	sub-app	within	the	WeChat	application.	The	Mini	Programme	served	
as	an	editorial	and	promotional	programme	targeted	to	create	a	more	
personal	 relationship	 with	 real-time	 customer	 service,	 and	 build	
brand	 awareness.	 Currently,	 WeChat	 captures	 79%	 of	 the	 Chinese	
instant	 messaging	 market,	 boasting	 1.1B	 Monthly	 Active	 Users,	 of	
which	more	than	80%	are	Millennials.	
	
To	 capture	 the	 growth	of	millennial	 luxury	 expenditure	 amidst	 the	
eCommerce		trend,		a		promotion		was	run	to	garner	new	subscribers,	
reflected	 potential	 for	 growth,	 gaining	 LVMH	 35,000	 page	 views	
within	a	month.	Instead	of	creating	its	own	eCommerce	chain,	LVMH’s	
mini	programme	entails	 specific	 functions	 -	 editorial	 content,	 retail	
store	information	and	customer	service	to	complement	 and	complete	
ecosystem.	With	 the	added	 information	gained	 from	 the	 customers	
when	 subscribing,	 they	are	 also	 able	 to	 analyse	 their	 demographic	
and	any	changing	preferences,	allowing	LVMH	 to	 further	customise	
their	products	to	suit	interests.	
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Figure	23.	Historical	Net	Income	from	2012	to	
2018	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
	
	
Figure	24.	Historical	bar	chart	of	LVMH’s	revenue	
by	segment	since	1990s	

	

	

Source:	Bloomberg	
	
	
	
	
Figure	25.	Projected	Net	Income	

	

	

Source:	NUS	Investment	Society	Estimates	

	
Known	 to	 take	 a	 cautionary	 approach	 in	 digital	 expansion	 to	avoid	
brand	 deterioration,	 this	 move	 by	 LVMH	 displays	 their	 aggressive	
expansion	 into	 the	 Chinese	 market	 to	 create	 a	 strong	 foothold.	
Currently,	the	Chinese	luxury	market	is	status-driven,	which	LVMH	is	
trying	to	shift	away	from	as	trends	point	towards	a	more	sophisticated	
future	consumer.	We	expect	to	see	more	LVMH	 brands	adopt	similar	
strategies	 following	 this	pilot	programme,	 considering	 its	 relatively	
low	 cost	 compared	 to	 a	 standalone	 application,	 and	 the	 ease	 of	
accessibility	for	China’s	existing	WeChat	users.		Meanwhile,	the	mini-
programme	 remains	 new	 and	 we	 are	 expecting	 to	 see	 a	 steady	
increase	in	usage	and	exposure	on	the	one-billion-user	platform	in	the	
next	year.	
	
Overall,	with	added	industry	tailwinds	such	as	China’s	policy	 easing	
and	decreases	in	taxes	to	aid	consumer	repatriation,	we	view	digital	
expansion	as	a	strong	means	of	attracting	and	boosting	sales	 within	
China.	The	adoption	of	an	omni-channel	strategy	will	facilitate	 newer	
consumers	entering	the	luxury	market,	and	retain	sales	within	China.	
	
3. Increasing	 net	 income	 and	 free	 cash	 flow	 without	
overextending	their	balance	sheet	
Over	the	past	10	years,	LVMH	has	been	steadily	increasing	their	 net	
income	at	a	rate	of	15%	CAGR	while	also	increasing	cash	flows.	 Gross	
and	operating	margins	have	also	remained	steady	at	65%	and	 20%	
respectively	while	 gearing	 has	 not	 increased	 significantly	(hovering	
between	25	-	35%	for	the	past	10	years).	LVMH	has	achieved	all	 this	
in	 the	 face	 of	 continuous	 acquisitions	 throughout	 the	 past	 decade,	
mainly	 through	 all-cash	 acquisitions	 of	 companies	 which	 hold	
significant	market	share	and	brand	equity.	LVMH’s	long	track	 record	
of	gradually	accreting	to	their	total	equity	without	taking		on	excessive	
debt	 is	 indicative	 of	 stellar	 management	 and	 inherent	 structural	
advantages	in	their	decision-making	culture.	We	believe	LVMH	will	be	
able	to	continue	doing	so,	with	ROIC	projected	to	 grow	from	17.56%	
to	 20.89%	 indicating	 better	 use	 of	 future	 investments	 into	 the	
business.	
	
Compared	with	other	competitors	like,	Richemont,	whose	net	income	
has	fluctuated	significantly	over	the	past	10	years	(including	a	 30%	
decrease	 in	 net	 income	 from	 2013	 to	 2017),	 LVMH	 also	 boasts	
consistent	 increases	 in	 its	net	 income	as	mentioned	above.	LVMH	 is	
projected	to	continue	doing	so,	with	net	income	projected	to	 increase	
at	slightly	over	10%	CAGR	for	the	next	5	years.	LVMH	also	regularly	
conducts	share	buybacks	and	has	been	increasing	annual	 dividends	
by	 14%	 YoY	 for	 the	 past	 5	 years.	 This	 ensures	 LMVH’s	 future	 net	
income	growth	will	be	translated	into	EPS	growth.	As	a	result,	while	
FY18	 EPS	stands	at	11.13,	and	1HFY	EPS	at	11.41,	we	expect	this	to	
grow	in	the	next	12M.	Since	stock	price	increases	generally	from	 an	
increase	in	EPS,	and	in	turn,	net	income,	we	strongly	believe	LVMH’s	
stability	compared	with	competition	and	its	potential	to	increase	 net	
income	and	cash	flows	will	be	a	fundamental	tailwind	thrusting	 the	
company	in	the	near	future.	
	
Catalysts	

	
	

● Plans	 to	acquire	Tiffany	and	Co.	 in	an	all-cash	acquisition	of	
$14.5bn	 will	 strengthen	 LVMH’s	 position	 in	 its	 Watches	 &	
Jewellery	 segment.	This	acquisition	will	allow	the	company	 to	
have	an	established	brand	in	the	sector	to	compete	with	other	
established	and	well-known	brands	such	as	Cartier.	In	 addition,	
Tiffany	 has	 the	potential	 for	 a	 growth	of	 11%	and	15%	of	 its	
total	revenue	for	Asia	and	Japan.	
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Figure	26.	Projected	Earnings	per	Share	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
	
Figure	27.	WACC	Calculation	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
	
Figure	28.	Gordon	Growth	Method	

	

	

Source:	NUS	Investment	Society	Estimates	

 
A	large	part	of	this	is	owed	to	the	“repatriation	consumption”	by	
the	Chinese	government	 and	a	subsequent	lowering	of	domestic	
sales	tax.	Thus	 securing	higher	revenues	in	Watches	&	Jewellery	
segment	while	expanding	market	share	against	competitors.	

	
● China’s	plans	to	increase	policy	easing	in	the	next	few	quarters	

by	is	likely	to	improve	chinese		consumer	 sentiment	and	bolster	
languishing	economic	growth	in	China.	Chinese	commercial	bank	
cut	 medium-term	 loan	 rate	 for	 the	 first	 time	since	2016.	State	
council	also	signalled	that	authorities	will	 ease	monetary	policy	
with	 targeted	 cuts	 to	 the	 reserve	 requirement	 ratio	 (RRR)	 for	
banks	to	increase	liquidity	to	the	 chinese	economy.	All	these	can	
lead	to	increased	consumer	spending	 on	leisure	and	consumer	
products,	 all	 of	 which	 LVMH	 is	 poised	 to	 capture	 from	 their	
increasing	exposure	in	China.	

	
	
Financial	Analysis	

	

	

	

	
	
Overview:	
LVMH	remains	in	a	financially	strong	position	which	is	governed	 by	
discipline,	and	aided	by	a	large	margins	as	a	consequence	of	the	nature	
of	 their	 luxury	products.	Most	 indicators	 yield	 a	positive	 trend	 and	
support	our	overall	BUY	recommendation.	
	
Liquidity	Supported	by	Cash	
LVMH	is	also	expected	to	remain	cash	flow	positive,	with	 operating	
cash	flow	growing	at	13%	CAGR,	and	free	cash	flow	growing	at	14%	
CAGR.	 This	 ties	 in	well	with	 their	 growing	 CAPEX	while	 expanding	
their	businesses	by	geography	and	new	sectors	like	luxury	hospitality.	
	
LVMH’s	strong	position	in	cash	further	aids	in	its	 liquidity,	having	 a	
stable	 current	 ratio	 of	 1.4	 in	 FY18	 and	 1.15	 in	 1H19,	 the	 lowest	
achieved	 in	 the	 last	 10	 years.	 In	 comparison,	 it’s	 competitor,	
Richemont	has	a	current	ratio	of	2.56	in	1H19.	Considering	 LVMH’s	
liabilities	 of	€16.8b,	 this	 ratio	 is	 reasonable,	 considerably	 so,	when	
taking	into	account	its	cash	buffer.	
	
Low	Credit	Spread	
LVMH	manages	to	maintain	a	very	low	credit	spread	of	0.63%.	This	is	
attributed	to	the	 issuance	of	debt	at	near-0%	coupon	rates.	 Gearing	
currently	 stands	 at	 16.2%,	 allowing	 a	 large	 degree	 of	 flexibility	 to	
pursue	further	acquisitions	to	expand	and	diversify	revenue	streams.	
We	 expect	 LVMH	 to	 maintain	 levels	 of	 debt	 that	 are	 safe	 while	
providing	them	an	extended	reach.	
	
Wider	Margins	and	Return	on	Assets	
The	company	also	boasts	a	high	ROA	of	9.79%	attributed	by	 a	growing	
net	 income	margin	of	13.57%.	LVMH’s	tight	discipline	 on	prices	which	
are	almost	never	discounted,	and	their	product’s	added	ability	to	demand	
higher	 prices	will	 add	 to	 their	 ability	 to	 grow	 consistently.	Operating	
margin	in	FY18	was	21%,	and	we	expect	this	upward	 trend	 to	 continue	
especially	 with	 a	 further	 expansion	 into	the	digital	retail	space	which	
would	add	to	their	stable	in-store	retail	sector.	
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Figure	29.	Projected	Return	on	Assets	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
Figure	30.	Projected	Operating	Margin	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
Figure	31.	Projected	Return	on	Invested	Capital	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
Figure	32.	LVMH	Long	Term	Growth	Rate	

	

	

Source:	NUS	Investment	Society	Estimates	

	
Valuation	

	

Valuation	Price	Target:	€481.26	(+19.4%)	
	
DCF	Model	
A	Discounted	Cash	Flow	Model	was	used	to	estimate	the	intrinsic	value	
of	 LVMH’s	 share.	 The	model	 adopts	 a	 5-year	 forecast	period,	given	
the	limitation	in	projecting	China’s	growth	within	the	luxury	market,	
while	 taking	 into	 consideration	 the	 extent	 of	 impact	 on	 LVMH’s	
revenue.	 We	 also	 use	 a	 5-year	 forecast	 as	 the	 likelihood	of	LVMH	
making	further	acquisitions	is	high,	and	would	significantly	impact	the	
projected	value	of	the	company.	
	
Relative	Valuation	
A	comparable	company	analysis	was	conducted	as	a	sensibility	check	
against	our	DCF	Model.	LVMH	was	compared	with	other	 competitors	
in	 the	 market	 which	 were	 considered	 luxury	 conglomerates,	 and	
contest	 LVMH	 for	market	 dominance	 in	 similar	 business	 segments.	
Our	primary	comparable	metrics	were	a	+1	FY	P/E	ratio	and	a	+1	 FY	
EV/EBITDA	ratio.	
	
Revenue	Growth	
Revenue	growth	for	LVMH	is	supported	by	1	key	driver:	accelerated	
growth	in	the	Asian	market.	
	
We	foresee	LVMH’s	increase	in	revenue	to	be	driven	by	the	company’s	
supply	and	demand	dynamics	supported	by	their	 position	as	 a	 well-
diversified	 luxury	 conglomerate.	 On	 the	 demand	 side,	 we	believed	
that	 LVMH	 will	 enjoy	 continued	 economic	 mobility	 within	 Asia	
leading	 to	 the	 increased	 percentage	 of	 the	 middle	 income	 and	
middle-upper	income,	and	consequently	higher	revenue		growth	in	the	
near	future.	
	
With	LVMH	being	a	global	conglomerate,	the	revenue	model	was	first	
split	by	geography	to	account	for	different	rates	of	growth		in	different	
countries.	After	which,	they	were	divided	into		 the	respective	product	
segment.	 In	 the	 Wines	 and	 Spirits	 segment,	 future	 revenue	 was	
projected	 based	 on	 estimated	 bottle	 volume	 sales	 in	 both	 the	
Champagne	and	Cognac	market.	For	other	segments,	such	as	selective	
retailing	and	perfumes	and	cosmetics,	revenue	growth	was	based	 on	
an	 estimated	 increase	 in	 the	 number	 of	brick	and	mortar	stores.	 As	
online	 sales	 statistics	 is	 still	 not	 published	 by	 LVMH,	we	associate	
recent	revenue	in	stores	to	be	associated	with	their	digital	expansion.	
This	is	especially	since	LVMH	still	maintain	a		large	number	of	stores	
in	their	selective	retailing	segment.	We	 expect	revenue	 to	 experience	
the	most	 robust	 growth	 in	 the	 Fashion	 and	Leather	Goods	segment	
due	 to	 continual	 strong	 demand	 from	 the	 Chinese	 market.	
Consequently,	we	have	estimated	that	Asia	(excluding	Japan)	will	still	
maintain	a	larger	percentage	of	the	market	share,	ahead	of	Europe	and	
France	where	any	significant	increase	in	market	share	is	less	likely.	
	
On	 the	 supply	 side,	 LVMH	 benefits	 from	 their	 strong	in-store	retail	
demand	 and	will	 continue	 to	 adhere	 to	 demand	 trends	 by	 opening	
new	 stores	 in	 Asia.	 This	will	 also	 be	 supported	 by	 growth	 in	 their	
online	digital	presence,	which	will	maintain	synergies	between	their	
in-store	retail	branches.	Such	services	will	serve	to	update	the	in-store	
experience	 of	 the	 new-age	 sophisticated	 consumer.	 LVMH’s	
manufacturing	plants	are	largely	based	in	Europe,	and	will	continue	to	
see	 growing	 cost	 increments	 proportional	 to	 their	 sales	 growth,	
without	 any	 alarming	 shifts	 as	 a	 result	 of	 being	 insulated	by	recent	
trade	tariffs	when	shipping	from	Europe	to	the	rest	of	the	world.	The	
recent	 opening	 of	 another	 factory	 in	 Texas	will	 also	 allow	 them	 to	
avoid	 any	 import	 tariffs	 to	 help	 boost	 their	 production	 and	 sales	
within	 the	 US,	 thus	 keeping	 costs	 stabilised	 in	 a	 growing	 luxury	
market.	
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Figure	33.	Investment	Risk	Matrix	

	

	

Source:	NUS	Investment	Society	Estimates	
	
	
	
Figure	34.	10	Year	Eurozone	rates	

	

	

Source:	Euromonitor	
	
	
Figure	35.	Declining	consumer	confidence	index	
in	Eurozone	

	

	

Source:	Tradingeconomics.com	
	
	
Figure	36.	Growing	market	on	used	luxury	
products	

	

	

Source:	Bloomberg	

	
Due	 to	 the	 strength	 of	 these	 drivers,	we	 project	 consistent	 growth	
over	the	forecast	period	despite	economic	uncertainty	and	a	reduced	
CCI	among	developed	economies.	It	is	worth	noting	that	expectations	
for	 China’s	 accelerated	 growth	 were	 shown	 in	 a	 growth	 premium	
which	was	 compared	 against	 a	 relatively	 stable	geography	(Europe	
excluding	France).	This	resulted	in	higher	revenue	across	all	segments	
and	hence	higher	product	revenue,	but	remains	in	 line	with	current	
projected	trends	in	the	market.	
	
Terminal	Growth	
In	 our	 DCF	 model,	 a	 blended	 long-term	 growth	 rate	 of	2.69%	was	
used.	The	long	term	growth	rates	are	weighted	by	LVMH	revenue	mix	
by	 region.	 The	 long	 term	 growth	 rate	 by	 regions	was	derived	from	
the	weighted	GDP	growth	rate	of	the	respective	regions.	While	 LVMH	
is	 a	 global	 brand,	 its	 revenue	 is	 largely	 based	 in	 China,	 and	is	on	a	
charted	 path	 for	 growth.	 Thus,	 this	makes	LVMH’s	terminal	growth	
rate	more	 sensitive	 to	 any	 changes	 in	 the	long-term	growth	rate	of	
China.	
	
Weighted	Average	Cost	of	Capital	
To	calculate	Beta,	linear	regression	of	LVMH’s	stock	prices	were	ran	
against	the	CAC	index	for	a	period	of	2	Years	on	a	weekly	basis	then	
averaged	and	adjusted.	CAPM	was	used	to	estimate	the	Cost	of	Equity,	
while	a	risk-free	rate	and	the	weighted	average	interest	rate	of	 LVMH	
was	used	in	calculation	of	the	Cost	of	Debt.	Tax	shield	was	taken	into	
account	as	LVMH	pays	income	tax	for	their	operations.	
	
	
Investment	Risks	

	

Country	Risk	(C1)	
QE	 in	 Eurozone	 may	 not	 translate	 into	 increased	 consumer	
spending:	The	European	Central	Bank	announced	its	plans	to	change	
its	quantitative	easing	by	pushing	interest	rates	into	negative	territory	
and	 cutting	 its	 bank	 deposit	 rates	 to	 -0.5%.	 To	 allow	 the	ECB	 to	
purchase	€20	billion	worth	of	bonds	to	 increase	the	banks’	reserves	
at	 a	 low	 interest	 rate.	 In	 addition,	 the	ECB	 also	 reduced	 forecasted	
inflation	rates	to	1.2%	and	1%	in	2019	and	 2020,	respectively.	While	
this	 programme	 is	 used	 to	 increase	 consumer	 spending	 with	 a	
decrease	 in	 inflation	 and	 an	 increase	 in	 banks’	 excess	 reserves	 to	
promote	money	lending,	the	QE	is	not	effective	increasing	consumer	
spending.	This	is	because	negative	interest	rates	will	 lead	to	a	much	
lower	bond	yield,	which	consumers	may	not	feel	 safe	holding	due	to	
the	much	lesser	returns	they	can	obtain	(especially	for	pension	funds).	
Furthermore,	with	 the	weakening	GDP	 from	2.4%	 to	2%,	consumer	
confidence	among	Europeans	has	been	decreasing	to	an	index	of	-7.4	
in	Oct	2019.	While	it	is	estimated	to	increase	to	-3.4	in	2020,	the	index	
still	falls	within	the	negative	range.	 Hence,	indicating	that	consumers	
in	Eurozone	have	less	certainty	about	their	financial	prospects	and	will	
most	likely	save	rather	than	spend.	

 
Political	Risk	(P2)  
Reliance	on	Chinese	consumers:	LVMH	revenue	 in	Asia	market	 is	
mostly	 reliant	 on	 Chinese	 consumers,	 of	 which	most	 are	 from	 the	
upper-middle	class.	70%	of	the	class	are	outbound	Chinese	who	travel	
overseas	 to	 purchase	 luxury	 products.	 However,	 the	 recent	
clampdown	 on	 the	 purchase	 of	 overseas	 products	 to	 avoid	 import	
taxes	has	reduced	the	number	of	Chinese	consumers	who	 purchased	
their	luxury	goods	internationally,	but	increased	domestic	 spending.	
In	addition,	with	the	recent	US-China	trade	war,	prediction	was	made	
in	 August	 2019	 that	 US	will	 impose	 a	 25%	 tariff	 on	 US	 300	billion	
worth	of	China	imports.	Therefore,	possibly	causing	a	0.4%	decrease	
in	 China's	 GDP.	 Furthermore,	 79%	 of	 respondents	 for	 a	 survey	 by	
Chinese	Central	Bank	 said	 that	 they	would	 rather	 save,	 indicating	a	
lack	of	consumer	confidence.	
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Figure	37.	The	RealReal	Website	
	

	

Source:	therealreal.com/consign	

	
Despite	so,	this	risk	can	be	maintained	as	demand	for	LVMH	 product	
remains	 stable	 with	 Chinese	 consumers	 still	 willing	 to	 purchase	
products	from	the	French	company;	continually	leading	consumption	
for	luxury	products	from	both	home	and	abroad.	Consequently,	 this	
over-reliance	 on	 the	 Chinese	 to	 generate	 revenue	 exposes	 the	
company	 to	 a	 country	 risk	 as	 a	 decrease	 in	 luxury	 consumption	or	
demand	 among	 the	 Chinese,	may	 lead	 to	 a	 drastic	change	in	LVMH	
revenue.	
	
Business	Risk	(B3)	
Rise	 of	 ESG-aware	 consumers	 are	 growing	 as	 environmental	
awareness	becomes	more	widespread	amongst	developed	countries.	
	
According	 to	 an	 2019	 EU	 fashion	 report,	recent	demands	reflecting	
purchase	 spikes	 during	 seasonal	 releases	 has	 driven	 fast-fashion	
brands	such	as	Zara	to	release	24	collections	per	annum,	up	from	 2	
collections	per	annum	on	average	in	2000.	With	the	fashion	industry’s	
emission	 expected	 to	 rise	 by	 63%	 by	 2030,	 trends	 show	 a	 shift	
towards	 a	 circular	 economy;	 enhanced	 popularity	 for	 used-goods	
conducted	via	growing	resale	platforms.	
	
Resale	 eCommerce	 platforms	 like	 ‘The	 RealReal’	allow	second	hand	
luxury	products	to	retain	their	value	amidst	the	rise	in	popularity	for	
landmark	designer	pieces	known	as	“grail	pieces”.	This	may	reduce	the	
sales	for	new	releases	by	LVMH’s	fashion	houses	and	impact	revenue	
as	consumer	awareness	continues	to	rise.	Nonetheless,	the	impact	of	
this	phenomenon	may	be	limited	to	mid-tier	fashion	houses	and	fast	
fashion,	 as	 purchases	 of	 current	 products	 from	 high-end	 luxury	
brands	are	also	subject	to	speculation	of	future	 price	appreciation	on	
the	resale	market	as	long	as	LVMH		brands	retain	their	brand	equity	
and	status.	Furthermore,	the	target	market	for	luxury	 goods	 may	not	
view	 the	 novelty	 of	 used-goods	 in	 the	 same	light	as	other	income	
groups,	and	their	contribution	to	resale	market	may	be	limited.	

	
	
	
	
	
	
	
	
	
	
	
	

	

	

Disclaimer	
	
This	research	material	has	been	prepared	by	NUS	Invest.	NUS	Invest	specifically	prohibits	the	redistribution	of	this	material	in	whole	or	in	
part	without	the	written	permission	of	NUS	Invest.	The	research	officer(s)	primarily	responsible	for	the	content	of	this	research	material,	 in	
whole	or	in	part,	certifies	that	their	views	are	accurately	expressed	and	they	will	not	receive	direct	or	indirect	compensation	in	exchange	 for	
expressing	specific	recommendations	or	views	in	this	research	 material.	 Whilst	 we	 have	 taken	 all	 reasonable	 care	 to	 ensure	 that	 the	
information	contained	in	this	publication	is	not	untrue	 or	 misleading	 at	 the	 time	 of	 publication,	 we	 cannot	 guarantee	 its	 accuracy	 or	
completeness,	and	you	should	not	act	on	it	without	first	independently	verifying	its	contents.	Any	opinion	or	estimate	contained	in	 this	report	
is	subject	 to	change	without	notice.	We	have	not	given	any	consideration	 to	and	we	have	not	made	any	investigation	 	of	 the	 investment	
objectives,	financial	situation	or	particular	needs	of	the	recipient	or	any	class	of	persons,	and	accordingly,	no	warranty	whatsoever	 is	 given	
and	no	liability	whatsoever	is	accepted	for	any	loss	arising	whether	directly	or	indirectly	as	a	result	of	the	recipient	or	any	class	of	persons	
acting	 on	 such	 information	 or	 opinion	 or	 estimate.	 You	 may	wish	to	seek	advice	from	a	financial	adviser	regarding	the	suitability	 of	 the	
securities	mentioned	herein,	 taking	 into	consideration	your	 investment	objectives,	 financial	situation	or	particular	needs,	before	making	a	
commitment	 to	 invest	 in	 the	 securities.	 This	 report	 is	 published	 solely	 for	 information	 purposes,	it	does	not	constitute	an	advertisement	
and	 is	 not	 to	 be	 construed	 as	 a	 solicitation	 or	 an	 offer	 to	 buy	 or	 sell	 any	 securities	 or	 related	financial	 instruments.	No	representation	
or	warranty,	either	expressed	or	implied,	is	provided	in	relation	to	the	accuracy,	completeness	or	reliability	of	 the	information	 contained	
herein.	 The	 research	material	 should	not	 be	 regarded	by	 recipients	 as	 a	 substitute	 for	 the	exercise	of	their	own	judgement.	Any	opinions	
expressed	in	this	research	material	are	subject	to	change	without	notice.	
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Pro-Forma	Financial	Statements	
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Financial	Projections	
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Discounted	Cash	Flow	Analysis	
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Comparable	Company	Analysis	
	

	

	
	

	


