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Commerce Conundrum

Introduction

Empowered by technology and spoiled by choice, consumers worldwide are rapidly 
changing how, where and what they buy. In retail, consumers are directing increasingly 
more of their spending to retailers in other countries, to sellers on online marketplaces 
and to stores with solely an online presence. In product categories, innovation is 
flowing across borders, and increasingly important demographics such as millennials 
are making new demands on brands and retailers. 

Heightened competition, evolving shopping habits and raised consumer expectations 
are pressuring legacy retailers to revitalize their product offerings, reshape their store 
networks, speed up their supply chains and digitalize their stores.

We are seeing these trends emerge worldwide, and in this selection of reports, we 
cover markets as diverse as the US, South Korea, India and the UK. And we discuss 
product categories as varied as apparel, beauty and furniture. The changes we are 
seeing among consumers, retailers, brands and suppliers are explored in the following 
reports:

Opportunities from US Department Stores’ Closures

IoT in Retail—Digitalizing Brick-and-Mortar Stores

Fashion Re-Commerce Evolution

Korean Innovation in Beauty

US Health and Beauty Aids Consumer Survey—Amazon Is Not Only Competitive in Price, 
but Also in Customer Satisfaction

Millennials and Furniture in the US and the UK—Ten Characteristics that Define the 
Market

India Rising—An Overview of India’s Burgeoning Startup Ecosystem

UK Value Clothing Market—Pure Plays Drive Market Growth

These reports, along with many others, can be found on our website, 
FungGlobalRetailTech.com.
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Opportunities from
US Department Stores’ 
Closures

Key Takeaways
Big department-store retailers such as JCPenney, 
Macy’s and Sears are future-proofing their offerings 
by closing stores.

1) We estimate that approximately $2.5 billion 
in sales will flow to competing retailers as a 
result of 380–390 total store closures across 
the JCPenney, Macy’s, Sears and Kmart chains, 
and that some $1.5 billion of that will be in the 
clothing, footwear and accessories categories.

2) Within womenswear, Kohl’s is the most popular 
retailer by shopper numbers, and survey data 
suggest it is particularly well placed to pick 
up sales as a result of closures at JCPenney 
and Macy’s. Amazon could pick up sales from 
Macy’s, and JCPenney could pick up sales from 
Macy’s and Sears.

3) In menswear, Walmart is the most popular 
retailer overall. As with the womenswear 
segment, survey data for menswear suggest 
that Kohl’s could pick up sales as a result of 
store closures by JCPenney and Macy’s, and 
that Amazon could pick up sales from Macy’s.
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Executive Summary

The Value of Closures to Rival Retailers

Some 380–390 stores will be closed across the JCPenney, Macy’s, 
Sears and Kmart chains, according to recent announcements 
from these companies. We estimate that these closures will 
result in a total of $2.5 billion in annual sales being freed up for 
alternative retailers to grab. 

Approximately $1 billion of that total will come from Macy’s 
closures, $1 billion from Sears and Kmart closures, and $500 
million from JCPenney closures, we estimate. 

Based on shopper preference data, we expect Macy’s to retain 
the highest share of sales when it closes stores and Sears to see 
the lowest sales-retention rates.

Where Will Those Dollars Go?

Apparel is the most important category for these retailers. In 
womenswear, Kohl’s is well placed to pick up share: it is the most 
popular womenswear retailer overall and is particularly popular 
among JCPenney and Macy’s shoppers, according to consumer 
survey data from Prosper Insights & Analytics. Amazon’s 
popularity among Macy’s womenswear shoppers, and JCPenney’s 
popularity among Macy’s and Sears womenswear shoppers, 
suggests that Amazon and JCPenney will benefit by grabbing 
share in women’s apparel categories.

In menswear, Walmart is the most popular retailer overall. 
Mirroring the consumer preference trends in womenswear, 
in menswear, Kohl’s is popular among JCPenney and Macy’s 
shoppers, and Amazon is the most popular alternative for Macy’s 
shoppers. Both of these sets of shopper preference data provide 
indications of where menswear category dollars could flow as a 
result of store closures.

In descending order, the following factors are the most important 
for womenswear shoppers in general and for those who shop 
at JCPenney and Sears the most often: price, selection, quality, 
location, coupons and sales, and returns policies. Macy’s 
womenswear shoppers have somewhat different priorities, 
showing greater concern for selection and quality than the 
average womenswear shopper does.

In descending order, the following factors are the most important 
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for menswear shoppers in general and for those who shop at 
JCPenney and Sears the most often: price, selection, quality, 
location, promotions and brands available. Macy’s menswear 
shoppers stand apart: they are less concerned about price and 
more concerned about quality than the average menswear 
shopper is.

In short, Kohl’s and JCPenney are likely to pick up some sales 
resulting from the announced store closures, even while 
JCPenney closes some of its own stores. Macy’s shoppers are 
more concerned than the average shopper is about apparel 
brands and choice, which helps explain the popularity of Amazon 
among Macy’s customers: we expect that Amazon will gain some 
of the sales that are freed up by the Macy’s store closures. 

Introduction: JCPenney Joins Macy’s and Sears 
in Closing Stores

US retail is witnessing a rash of store closures—not only because 
some retailers are filing for bankruptcy, but because big names 
such as JCPenney, Macy’s and Sears are reducing capacity to 
future-proof their offerings and shore up profits.

In late February, JCPenney became the latest big US department-
store name to announce a round of store closures. The company 
said it will close 130–140 stores and two distribution centers over 
the next few months in a move to “align the company’s brick-
and-mortar presence with its omnichannel network.”

Macy’s said in August 2016 that it intended to close 100 stores. 
Sears and Kmart continue to close stores, too. Sears Holdings 
announced in January this year that it would close 42 Sears 
stores and 108 Kmart stores. Kohl’s closed 18 stores in 2016.

In this report, we focus on JCPenney, Macy’s and Sears Holdings, 
and analyze the following:

The Value of Closures to Rival Retailers

• The dollar value of the sales likely to be distributed to rival 
retailers as a result of closures at these chains.

• How much of the revenues JCPenney, Macy’s and Sears 
Holdings will be able to hold on to, through other stores or 
e-commerce, in the aftermath of these closures. 
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• The incremental profit benefit of sales transference to 
remaining stores.

Where Will Those Dollars Go?

• Where shoppers at these chains also shop, across all 
categories and for womenswear and menswear in particular. 
Data on shopper crossover between retailers provides a 
strong indication of which retailers are likely to gain as a 
result of closures.

• Why shoppers buy from selected retailers. This provides 
further context on which rivals can steal share, and how.

We begin by charting the store closures announced by major 
chains since mid-2016, including those not covered in this report. 

Store closures announced since mid-2016
*Represents all of the company’s stores
Source: Company reports

Figure 1. Major Apparel and Department Store Retailers: Announced Number of Store Closures
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1. The Value of Closures to Rival Retailers

How many dollars are up for grabs as a result of these announced 
closures is one big question in the market. In this section, we 
provide our estimates to help answer that question.

An Estimated $2.5 Billion Up for Grabs

We estimate that the closure of stores by JCPenney, Macy’s and 
Sears Holdings will divert some $2.5 billion in sales to other 
retailers. We further estimate that around $1.5 billion, or 60%, of 
that total will be in the apparel category, which includes footwear 
and accessories. These figures are based on the latest fiscal-year 
data for these retailers. 

When a retailer closes a store, it does not necessarily lose all 
of the sales  associated with that store: the retailer’s other 
nearby stores and its transactional website can pick up some 
sales, especially if the company has established loyalty among 
its customers. The table below details our estimates of the 
proportion of sales retained by these retailers following store 
closures.

*Includes some elements of cosmetics (at Macy’s), Sephora (at JCPenney) and soft home goods (at Sears/Kmart)
Source: Company reports/Fung Global Retail & Technology

Figure 2. Selected Retailers: Estimated Sales Retention Rate and Estimated Sales Diverted to 
Other Retailers Following Store Closures

Retailer Estimated Sales Retention 
Rate

Estimated Sales Diverted to 
Other Retailers (USD Mil.)

Macy’s 25% $1,000

JCPenney 22% $470

Sears/Kmart 17% $996

Total of the Above N/A $2,466

Apparel Sales* N/A $1,479
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Across these chains, the stores being closed turn in lower-than-
average sales. The companies have provided some selected 
metrics regarding the stores to be closed:

JCPenney

• JCPenney emphasized that the locations it will close are 
lower-sales stores, specifying that these accounted for 
less than 5% of total company sales, despite representing 
13%–14% of the company’s current store portfolio.

• The stores set to be closed contribute less than 2% of 
EBITDA and no net income.

Macy’s

• Macy’s estimates that it will take a $1 billion hit to sales due 
to its 100 store closures, after adjusting for sales retained at 
other Macy’s stores and on Macys.com.

• The company did not provide a gross figure excluding 
retained sales. In January, Macy’s indicated that it has 
retained as little as 10% of sales from previous closures, but 
stated that it expected it “could retain roughly 40%–45%” in 
some areas.

• This billion-dollar total equates to $10 million in sales for 
each store that will close. However, the average Macy’s store 
turned over $30 million in the year ended January 2017, 
indicating that the stores the company has chosen to close 
are lower-sales stores.

Sears and Kmart

• In January 2017, when Sears Holdings announced its latest 
round of closures across the Sears and Kmart banners, it 
stated that the 150 stores set to close had generated around 
$1.2 billion in total sales in the past 12 months.

• We estimate that this total is approximately one-third less 
than the total sales that 42 average Sears stores and 108 
average Kmart stores generated in the year ended January 
2017.

• The stores set to be closed generated an adjusted EBITDA 
loss of approximately $60 million over the same period.
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How Much Revenue Do Retailers Retain When 
They Close Stores?

The figures above are based in part on our estimates of how 
much revenue these retailers can retain through their other 
stores and their websites after closing stores. Two major 
department-store retailers have put figures on how much 
revenue from closed stores they have retained so far:

• In February, Kohl’s stated that it had retained roughly one-
third of sales from closed stores. As we show in the table 
below, however, Kohl’s sees higher loyalty rates than the 
other retailers discussed here. Its store-closure program is 
also more limited, which may suggest it is concentrating 
closures on areas where it has other existing stores.

• Macy’s has indicated that it has a sales-retention range of 
10%–45%. The midpoint of this range suggests that Macy’s 
could be retaining about one-quarter of sales, on average, 
when it closes stores.

The table below shows estimated sales-retention rates across 
selected retailers based on figures extrapolated from these data 
points. We modeled these using the Shopper Preference Index 
recorded by Prosper Insights & Analytics as a proxy for loyalty 
rates among shoppers at these retailers:

1. Using the Shopper Preference Index, we extrapolate to other 
retailers based on our own estimate of 25% retention at 
Macy’s.

2. Also using the Shopper Preference Index, we then 
extrapolate to other retailers based on a 30% retention rate 
at Kohl’s.

Both extrapolations indicate similar retention rates for each 
retailer: for instance, approximately 22% at JCPenney and 17% at 
Sears. We do not show Kmart below, as we do not have shopper 
preference data for the retailer.
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The Shopper Preference Index is an accumulation of “Shop Most Often” scores across multiple categories; there 
are no Shopper Preference Index data available for Kmart.
Source: Prosper Insights & Analytics/company reports/Fung Global Retail & Technology

*Assuming stated lost sales of $1 billion were on the basis of 25% sales retention
Source: Company reports/Fung Global Retail & Technology

Figure 3. Selected Retailers: Shopper Preference Index and Modeled Sales Retention Shares 
Following Store Closures (%)

Figure 4. Selected Retailers: Estimated Sales Diverted to Other Retailers as a Result of Store 
Closures, at Various Retention Rates (USD Mil.)

Shopper 
Preference Index

Retention Based on  
25% at Macy’s

Retention Based on  
30% at Kohl’s

Macy’s 182.9 25.0% 25.9%

JCPenney 157.6 21.5% 22.3%

Sears 123.8 16.9% 17.5%

Kohl’s 212.0 29.0% 30.0%

Shopper 
Preference Index

Retention Based on  
25% at Macy’s

Retention Based on  
30% at Kohl’s

Macy’s* $1,200 $1,067 $933

JCPenney $542 $482 $422

Sears and Kmart $1,080 $960 $840

Total $2,822 $2,509 $2,195

Below, we apply various retention scenarios to these retailers’ 
store sales to offer a range of scenarios for sales lost to other 
retailers in dollar terms. This suggests a total potential range of 
diverted sales of $2.2–$2.8 billion.

The Bottom-Line Benefit of Sales Transference

Retailers that close stores can enjoy a disproportionate profit 
boost at nearby stores that remain open, as the majority of 
costs in brick-and-mortar retailing are fixed. Store rents, utility 
bills, taxes and depreciation, for example, stay much the same 
regardless of much a retailer sells. Even in-store labor is a largely 
a fixed cost, as a retailer will always need a certain number of 
staff for the store to function.

In basic terms, this means that any sales a brick-and-mortar 
store makes after covering its costs are largely profit. And this 
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principle applies to the sales remaining stores could gain as sales 
are transferred from closing stores. Store closures therefore 
promise appealing profit accretion at the store level (not the 
company level) to retailers that can transfer sales to nearby 
stores. Although the stores that remain open will probably see 
some increase in variable costs, such as inventory and in-store 
labor, the added sales will disproportionately trickle down to the 
bottom line.

 

2. Where Will Those Dollars Go?

To help answer the question of where the revenues lost from 
store closures will end up, we turn to consumer survey data from 
our research partner, Prosper Insights & Analytics.

Where Department-Store Shoppers Also Shop

Below, we chart US consumer survey data on where respondents 
said  they had shopped in the past 90 days, for both consumers 
in total and those identified as existing shoppers at JCPenney, 
Macy’s and Sears. It is important to note that the question survey 
respondents answered makes no distinction as to the type of 
products they bought, so a given respondent may have bought 
groceries from Walmart and footwear from Macy’s. Later in this 
report, we provide a category-level analysis of women’s and 
men’s clothing sales.

Key points from the survey:

• In theory, Amazon, Walmart and Target are most likely to 
win sales as a result of store closures by other retailers, 
given their across-the-board popularity. However, the survey 
does not split out what people were buying. Moreover, 
Amazon’s lack of brick-and-mortar stores will probably limit 
its gains.

• JCPenney shoppers show a substantially higher propensity 
to shop at Walmart than the average consumer does, 
suggesting that Walmart could gain the most from JCPenney 
store closures.

• Macy’s shoppers are more likely than the average 
consumer to shop at Target, Kohl’s, Best Buy and JCPenney, 
which suggests that these four retailers could gain 
disproportionately from Macy’s store closures.
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• Sears shoppers overindex meaningfully at JCPenney. They 
are broadly in line with the average consumer on a number 
of other indicators.

• So, while JCPenney will lose sales from its own store 
closures, it could pick up share as a result of closures by 
Macy’s and Sears.

No data are available for what proportion of the consumer 
segments below shopped at Sears in the 90-day window.

A retailer’s shoppers are defined as respondents who ranked that retailer as the one they shop at most often for 
any category within the survey.
Base: 7,591 respondents aged 18+
Source: Prosper Insights & Analytics

Figure 5. US Consumer Survey: Retailers Shopped at in Past 90 Days, by Type of Shopper, January 
2017 (%)
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Source: sears.com

Where Department-Store Shoppers Also Shop for Womenswear

Apparel is the core category for department stores: we expect 
this category to account for 60%, or $1.5 billion, of all the 
estimated revenues diverted to other retailers as a result of 
store closures. Womenswear is the dominant apparel category, 
accounting for around half of all clothing sales. In womenswear, 
Kohl’s is well placed to pick up share as a result of store closures 
by other retailers: it is the most popular womenswear retailer 
overall and is particularly popular among JCPenney and Macy’s 
shoppers. Below, we show where consumers (whether male or 
female) have shopped for womenswear in the past 90 days.

• JCPenney and Macy’s shoppers show a high tendency to 
also shop at Kohl’s. 

• Macy’s shoppers also show an above-average tendency to 
shop at Amazon, suggesting that the Internet giant could 
absorb some of Macy’s lost sales.

• Macy’s and Sears shoppers show a high tendency to shop 
at JCPenney. As a result, JCPenney could gain share in 
womenswear from closures at Macy’s and Sears, even while 
it loses some sales from its own store closures.

• JCPenney and Sears shoppers show an above-average 
tendency to shop at Macy’s, suggesting the latter could pick 
up share from closures at JCPenney and Sears. 
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A retailer’s shoppers are defined as respondents who ranked that retailer as the one they shop at most often for 
any category within the survey.
Base: 7,008 respondents aged 18+
Source: Prosper Insights & Analytics

Figure 6. US Consumer Survey: Retailers Shopped at in Past 90 Days for Womenswear, by Where 
They Shop, April 2016 (%)

The data above confirm that, when it comes to shopping for 
womenswear, there is substantial crossover of customers 
between the biggest names in retail.
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Source: Prosper Insights & Analytics/Fung Global Retail & Technology

Figure 7. Consumer Crossover Among Selected Major Retailers

Where Department-Store Shoppers Also Shop for Menswear

Menswear accounts for around one-third of the US clothing 
market. In menswear, Walmart is the most popular retailer 
overall, and the crossover picture is slightly less uniform than it is 
in womenswear:

• For JCPenney and Sears shoppers, Walmart is the most 
popular alternative store for menswear.

• JCPenney and Macy’s shoppers show a higher-than-average 
tendency to shop for menswear at Kohl’s, suggesting that 
Kohl’s is in a strong position to gain share of menswear sales 
as a result of store closures by other retailers.

• Among Macy’s shoppers, the most popular alternative 
retailer for menswear is Amazon, which is narrowly ahead of 
Kohl’s.

• Macy’s shoppers are more likely than the average consumer 
to shop for menswear at T.J.Maxx.
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A retailer’s shoppers are defined as respondents who ranked that retailer as the one they shop at the most often 
for any category within the survey.
Base: 6,811 respondents aged 18+
Source: Prosper Insights & Analytics

Figure 8. US Consumer Survey: Retailers Shopped at in Past 90 Days for Menswear, by Where 
They Shop, June 2016 (%)
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Why Department-Store Shoppers Shop Where They Do

To capture shoppers, retailers must understand what shoppers 
are looking for and why they choose to shop where they do. 
For insight, we turn to Prosper’s data on the reasons shoppers 
choose particular retailers:

• In descending order, the following factors are the most 
important for womenswear shoppers in general, and for 
those who shop at JCPenney and Sears the most often: 
price, selection, quality, location, coupons and sales, and 
returns policies.

• Macy’s womenswear shoppers have somewhat different 
priorities, showing greater concern for selection and quality 
than the average womenswear shopper does.

• Macy’s shoppers also cite the importance of “brands 
available” (not charted below) more often than average as 
a reason for buying from a particular womenswear retailer: 
fully 40% of Macy’s shoppers said this was a reason for them 
to shop at a retailer. 

Source: macys.com
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Base: 7,008 respondents aged 18+
Source: Prosper Insights & Analytics

Figure 9. US Consumer Survey: Reason for Shopping Most Often for Womenswear at a Particular 
Retailer, by Type of Shopper, April 2016 (%)

Below, we chart the top reasons cited by consumers for shopping 
at particular retailers for menswear.

• In descending order, the following factors are the most 
important for menswear shoppers in general, and for those 
who shop at JCPenney and Sears the most often: price, 
selection, quality, location, promotions and brands available.

• Macy’s menswear shoppers stand apart, showing less 
concern for price and more concern for quality than the 
average menswear shopper.
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• Macy’s menswear shoppers say their greatest priority is 
selection, and they show above-average consideration for 
brands available. The relative importance of these two 
factors may help explain the popularity of Amazon among 
Macy’s menswear shoppers, given that Amazon offers a 
wide range of choice. 

Base: 6,811 respondents aged 18+
Source: Prosper Insights & Analytics

Figure 10. US Consumer Survey: Reason for Shopping Most Often for Menswear at a Particular 
Retailer, by Type of Shopper, June 2016 (%)
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Key Takeaways

The estimated $2.5 billion in sales that will be freed up as a 
result of store closures by JCPenney, Macy’s, Sears and Kmart is 
the prize for retailers who can capture shoppers from the closed 
locations.

If we look across all categories, the popularity of Amazon, 
Walmart and Target suggests they could win sales. Meanwhile, 
JCPenney is popular among Macy’s and Sears shoppers, which 
indicates that it stands to pick up sales from their closures even 
while it loses sales due to its own store closures.

Source: intl.target.com

Apparel is the most important category and Kohl’s looks 
particularly well placed to pick up womenswear sales as a result 
of other retailers’ store closures. Kohl’s is the most popular 
womenswear retailer across all consumers and it overindexes 
among crossover JCPenney and Macy’s shoppers. Amazon is 
unusually popular among Macy’s womenswear shoppers, and 
JCPenney is popular among Macy’s and Sears womenswear 
shoppers, suggesting further potential winners.
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Source: amazon.com

Source: kohls.com

Similar trends are seen in menswear, where Kohl’s is popular 
among JCPenney and Macy’s shoppers, and Amazon is the most 
popular alternative retailer for Macy’s shoppers—providing 
indications of where menswear category dollars will flow. 
Walmart is the most popular menswear retailer overall.

So, JCPenney could pick up some lost sales, even while it closes 
some of its own stores. Macy’s shoppers show a greater concern 
for apparel brands and choice, which helps explain the crossover 
popularity of Amazon among those who shop primarily at 
Macy’s. Accordingly, Amazon, which is already grabbing share in 
the apparel category, stands to make additional gains as a result 
of Macy’s store closures.
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IoT in Retail—
Digitalizing 
Brick-and-Mortar Stores
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Key Takeaways 
Internet of Things (IoT) technology has the potential 
to transform the way retailers operate brick-and-
mortar stores. In this report, we: 

1) Outline the applications of IoT technology for 
retailers and the advantages of adopting such 
technology in brick-and-mortar stores. 

2) Illustrate how retailers including Amazon and 
Walmart are planning to apply IoT technology 
in their stores, and what IoT products two 
industry specialists—Catalyst and Smartrac—
provide to retailers. 

3) Propose a series of recommendations that 
retailers should consider when implementing 
strategies to adopt IoT technology in their 
physical stores. 
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Executive Summary

IoT technology has the potential to transform the way 
retailers operate brick-and-mortar stores. We define IoT as 
any device that is Internet connected, capable of sending 
information to a cloud storage system and/or can interact 
with other Internet-connected devices. In this report, we 
focus only on physical stores, excluding the supply chain. 

We distinguish between two types of solutions according to 
the main function of the connected device: 1) technology 
that tracks inventory and/or consumer behaviour—one 
example is RFID-enabled devices that track locations of items 
in-store; and 2) technology that interacts with consumers—
for example smart mirrors that can detect what a customer 
tries on and interact with them by suggesting different colors 
or other items. 

The applications of IoT technology to brick-and-mortar store 
environments bring many advantages to retailers, such as 
making operations more efficient thanks to the connected 
devices’ ability to track inventory levels in real time, or the 
possibility of improving the customer’s store journey by 
increasing the merchandise engagement through devices 
such as smart mirrors. 

Companies such as Amazon, Walmart and Rebecca Minkoff 
are applying IoT technology in their physical stores. Amazon 
tested a new grocery store format that uses artificial 
intelligence (AI) to provide a checkout-free shopping 
experience, while Walmart plans to introduce a smart 
shopping cart that helps shoppers to navigate through the 
store and find products on the shelves. 

Li & Fung’s retail-technology firm Catalyst and Dutch tech 
company Smartrac offer further IoT products to help retailers 
manage inventories more efficiently and engage with 
customers. For example, Catalyst’s Smart Screen is a touch 
screen that allows users to interact with their garments 
on the screen, while Smartrac’s Metrics is a retail store 
optimization system that uses sensors to track store data. 

IoT offers many opportunities for retailers to improve 
efficiency, increase consumer engagement and ultimately 
generate more revenue from in-store sales. When 
implementing strategies to adopt IoT technology in-store, we 
believe that retailers should: 1) act fast, as the competition 
is moving quickly towards adoption; 2) set up clear policies 
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concerning the handling of consumer data, as the data 
gathered by IoT technology could raise issues in terms of 
data protection or compliance regulations; and 3) endeavour 
to work with suppliers that can embrace the increased 
efficiency achieved by the digitalization of store operations.

Introduction

IoT technology has the potential to transform the way 
retailers operate their brick-and-mortar operations. Our 
definition of IoT is any device that is Internet connected, 
capable of sending information to a cloud storage system 
and/or can interact with other Internet-connected devices. 
While simpler technologies, such as beacons, do not strictly 
fall within this definition, we nevertheless summarize these 
in this report, for completeness. 

IoT applications in retail consist of connected devices 
mainly used to track inventory and consumer behavior or 
to improve the consumer’s shopping experience by making 
it more engaging. This report focuses only on in-store IoT 
usage, and does not consider the retail supply chain or 
logistics. 

Applying IoT technology to a physical store environment 
can increase the efficiency of operations and unleash new 
revenue opportunities, among other advantages. 

Here, we provide examples of how retailers, including 
Amazon and Walmart, are changing store-based retailing 
through IoT. We also illustrate IoT solutions that two firms, 
Catalyst and Smartrac, offer to retailers. 

Finally, we formulate a series of recommendations that 
retailers should consider when implementing strategies to 
adopt IoT technology in-store. 

•   Readers may also be interested in our report, An 
Overview of the Digitalization of the Apparel Supply 
Chain, which can be found on  
FungGlobalRetailTech.com.
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IoT in Retail: Tracking Store Performance and 
Interacting with Customers

We can distinguish between two core types of IoT retail 
technology, according to the main function of the connected 
devices: 

• Technology that tracks inventory and/or consumer 
behavior: This includes devices with radio-frequency 
identification (RFID) sensors that can track the location 
and movement of items in-store, as well as track 
consumer behavior in-store. 

• Technology that interacts with customers: This includes 
devices that make shoppers’ experience easier and 
more engaging, such as smart mirrors that enable 
customers to virtually try on clothing.  

The application of IoT devices in stores is part of the broader 
trend that is seeing the adoption of technology in brick-and-
mortar operations. In Figure 1, we list selected technologies 
that are finding applications in brick-and-mortar stores. 
Some of those listed are borderline IoT or may not be 
considered IoT within our definition, but they are adjacent 
to and, in some cases, interchangeable with IoT products. 
Beacons, for example, operate a relatively simple system of 
localized Bluetooth transmissions; the “work” is done by the 
user’s smartphone in response to those transmissions. 

Figure 1. List of Selected In-Store Technologies and Their Applications

Technology Description Application

Smart Lighting/
Thermostat

Sensors that detect store 
lighting and temperature, 
collect data and feed it into 
algorithms able to create 
patterns that regulate 
lights/temperature. 

The technology is used to improve the 
energy efficiency of the store.

Visible Light 
Communication (VLC)

Fluorescent lamps or 
LEDs that transmit signals 
though visible light that 
can be received by a 
smartphone camera.

Retailers use VLC to communicate with 
shoppers in store, for example, helping 
customers to locate an item on their 
shopping list.
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Technology Description Application

Beacon Wireless transmitter 
technology that can 
communicate with 
compatible software, 
including apps installed 
on smartphones, by using 
Bluetooth signals.

Retailers use beacons to send 
customers targeted messages on their 
smartphone devices.

Near Field 
Communication (NFC) 
Tags

NFC is a short-range 
wireless connectivity 
technology that enables 
communication between 
devices.

Retailers use the technology to provide 
information about an item when the 
customer scans the corresponding NFC 
tag with a NFC-enabled smartphone.

RFID Devices RFID uses radio waves 
to identify and track 
items and to enable 
communication between 
devices.

Retailers use RFID for inventory 
management and for integration of in-
store connected devices such as RFID 
tags and interactive screens such as 
smart mirrors.

Smart Shelves Smart shelves are 
electronic, connected 
shelves that detect the 
level of inventory, using 
technology such as RFID.

Smart shelves are used to improve 
inventory management.

Electronic Shelf-Edge 
Labels (ESL)

ESL consist of connected 
digital price tags that can 
communicate with a store 
management system 
(such as a server that 
stores data and software 
that allows managers to 
visualize data and to make 
decisions).

Retailers use ESL to change the pricing 
of items on the shelves in real time.

Smart Robots Autonomous mobile 
devices that can navigate 
through the store 
and complete simple, 
repetitive tasks.

Retailers use smart robots for inventory 
management, such as checking the 
level of stock and to replenish the 
shelves.
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Technology Description Application

Smart Shopping Carts Sensor-enabled carts are 
able to communicate with 
other items in-store such 
as smart-tagged items and 
to send data to a central 
server.

Retailers use smart shopping carts to 
help shoppers to navigate the store 
and to locate the items they are 
searching for.

Interactive Fitting 
Rooms

Fitting rooms featuring 
connected interactive 
screens with technologies 
such as RFID product 
recognition and touch 
screens.

Screens in interactive fitting rooms can 
detect what item the shopper is trying 
on and interact with them, for example 
by showing other items that match 
with it.

Smart Packaging Packaging with connected 
technology such as NFC 
that can monitor the 
freshness of a product 
or can send information 
about an item to the 
shopper’s smartphone.

Retailers can use the technology to 
improve inventory management and 
customer engagement.

Virtual Reality (VR) VR enables users wearing 
a piece of hardware 
(oculus rift) to experience 
a realistic simulation of a 
3D environment.

VR enables shoppers to experience 
an item or service virtually before 
purchasing it. Several companies 
already use VR to help in the 
purchasing process: car manufacturer 
Volvo offers customers VR test drives; 
customers at package holiday provider 
Thomas Cook can use VR to experience 
what it feels like being at one of the 
holiday resorts.

Source: Fung Global Retail & Technology
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Advantages of IoT in Retail

Essentially, the application of IoT technology helps retailers 
make inventory management more efficient, measure store 
performance and improve the customer experience. In 
particular, IoT in retail can bring the following advantages:

• Optimization of store operations: A major advantage 
of IoT in retail is the digitization of in-store inventory. 
This makes it possible for retailers to track inventory 
levels and location of items in-store at any time in 
order to avoid misplaced stock. This improves store 
readiness, increases transparency and visibility of the 
operations and makes it possible to run systems that 
improve efficiency, such as automated alerts for stock 
replenishment.

• In-store analytics: Data generated by tracking the 
movement of items in-store and consumer behavior 
makes it possible to record metrics such as conversion 
rates and to make decisions to improve store 
performance such as increasing the visibility of the 
best-performing items. For example, using sensors to 
track the movement of items in-store—such as which 
items are tried on and brought to the checkout for 
purchasing—can help managers improve store layout by 
placing more popular products in high-traffic areas.

• Closer integration with the rest of the supply chain: 
In-store inventory tracking through IoT enables closer 
integration with other stages of the supply chain such 
as distribution, supporting more efficient operations. 
We provide an overview of the benefit of an integrated 
apparel supply chain through digitalization in our report, 
An Overview of the Digitalization of the Apparel Supply 
Chain.

• Improved consumer experience: In-store connected 
technology increases merchandise engagement—for 
example by using smart mirrors that enable customers 
to virtually try on items or through NFC tags that 
send information about an item to the customer’s 
smartphone. 

• New revenue opportunities: By increasing the 
opportunities for customers to connect and interact 
with retailers, IoT can help retailers grow revenues. For 
example, using in-store digital screens, shoppers could 
order sizes or colors that are not in stock in-store. 
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In Figure 2, we illustrate a tangible example of how IoT 
technology improves retail operations—comparing the level 
of inventory accuracy between barcoded and RFID systems. 

 
By increasing the efficiency of retailers’ operations, IoT 
generates value growth for the retail industry as a whole. 
The adoption of IoT technologies is expected to bring to the 
retail industry an estimated total economic benefit of £4.5 
billion (US$5.6 billion) in the period from 2015 through 2020, 
according to the business analytics software organization 
SAS Institute. However, unlike the brick-and-mortar-store 
focus of this report, that total is likely to incorporate benefits 
yielded in the retail supply chain and logistics. 

Figure 2. How IoT in Retail Improves Operations: Barcoded vs. RFID Stock Filing Accuracy

Source: Fung Global Retail & Technology

Barcoded: 60%‒70% accuracy range depending on cycle of rectification 

RFID: 98% accuracy measured in real time 

The high degree of accuracy minimizes revenue loss due to out-of-stock 
situations and enables multichannel scenarios where customers could check 

availability online prior to traveling to a store
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Technologies that Can Change Store Retailing

IoT in retail has the potential to transform the way brick-and-
mortar stores operate, how they are managed and how they 
interact with customers. Signs of the profound impact that 
digital technologies have on brick-and-mortar operations are 
already visible. In particular, the new concept store Amazon 
Go shows how to provide a frictionless grocery shopping 
experience with the use of AI. 

Another remarkable application of IoT in retail is VLC, which 
promises to revolutionize the way the retailer engages with 
the shopper in-store. Other examples of how IoT changes 
the way customers shop in brick-and-mortar stores include 
Rebecca Minkoff’s connected store, Razorshop by Razorfish 
ShopWithMe by With.Me, and Walmart’s and Panasonic’s 
Smart Shopping Cart solutions. In this section, we provide 
short profiles for each of these innovative concepts. 

Amazon Go: The Store Run by AI

On December 5, 2016, Amazon announced the launch 
of Amazon Go, a new concept store without checkout 
lines. Amazon Go use AI to provide a frictionless shopping 
experience. The idea is to eliminate waiting time and lines at 
the checkouts by eliminating physical checkouts.

Source: Amazon.com

Using an Amazon Go app, shoppers swipe their smartphones 
on turnstiles as they enter the store. A system of computer 
vision, sensor fusion and deep learning detects which 
products the shopper picks up and which ones are returned 
to the shelves and charges the customer accordingly. The 
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total balance is then charged on the shopper’s Amazon 
account. The customer can just walk out, as payment will 
be taken automatically from the bank card filed with the 
account. Amazon points out that similar technology is being 
used in self-driving cars. 

The first, 1,800-square-foot store is in Seattle. At the time of 
writing, the store is still not open to the public. The opening 
is expected in early 2017, according to media reports. 

Engage with Shoppers Through Light with VLC 

VLC is a technology that uses light sources such as LED light 
bulbs to send information through visible light that can 
be received and read by devices, including smartphones, 
through their camera. The system can act as an indoor 
positioning system. In brick-and-mortar retailing, VLC can 
be used to send location-based notifications to shoppers’ 
smartphones—for example information about promotions or 
directions to help customers navigate through the store and 
locate the items they are looking for. 

In 2015, French retailer Carrefour introduced VLC in its 
hypermarket EuraLille in Lille, France. The technology, from 
Dutch electronics firm Philips, was tested by the retailer 
as part of a promotional campaign “Promo C-où” to help 
consumers locate promotional offers in-store. Through an 
app, shoppers could compile a shopping list of items on offer. 
Once in-store, VLC would send directions to the customers’ 
smartphone to locate the items. The test lasted until the end 
of 2016, when the promotion ended.

Source: Philips
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Rebecca Minkoff Connected Store

Fashion firm Rebecca Minkoff operates a Connected Store in 
New York that features connected walls—a system of screens 
through which the shopper can browse the collection 
and order items to be sent to the fitting room by a store 
associate. The fitting rooms feature digital mirrors—mirrored 
displays that use RFID to recognize the items in the room and 
that suggest what other sizes or color are available in stock. 
Through the mirrors, the shopper can ask for other items to 
be brought to the fitting room, and request store personnel 
to send the selected items to the checkout for purchase. 
The digital mirror gathers data about the customers 
which will enable the device to give the shopper style 
recommendations based on their past shopping history. 

Razorshop by Razorfish

US tech companies Razorfish and Adobe have developed 
Razorshop, a digital retail environment that enables the 
profiling of customers in order to positively influence their 
shopping behavior and provide them with a personalized 
shopping experience. The service combines a series of 
proprietary technology: 

Bluetooth Low Energy Experience Platform (BLEEP): BLEEP 
recognizes a shopper’s smartphone and sends information 
about items in stock as the customer enters the store.

In-store Customer Engagement Application (ICE): ICE runs 
on tablets through which the store associate can browse 
information—stored in a secured cloud—about a customer’s 
shopping behavior, preferences and history.

Adobe Software: This is used by the solution to provide store 
managers with analytics to improve store performance and 
the customers’ shopping experience. 

The smart shop also features other devices, including 
interactive displays through which the store associate 
can show the outfit options to customers based on their 
preferences. 
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ShopWithMe by With.Me

ShopWithMe is an interactive store in Chicago developed by 
retail tech company With.Me. The outlet houses collections 
from TOMS Shoes and Raven + Lily, and features a 30-foot-
long pixel wall with interactive shelves that can move toward 
customers as they browse. The system suggests items to 
shoppers according to their individual preferences, based 
on data gathered by the in-store technology which monitors 
the browsing behavior of the shoppers. Dotted throughout 
the store are interactive tables—tables with a n interactive 
screen that gives information about items, which are RFID 
tagged, as the shopper places them in the proximity of the 
surface. 

Walmart and Panasonic Smart Shopping Cart Solutions

Walmart: US retailer Walmart is collaborating with tech 
company Five Elements Robotics on the development of a 
smart shopping cart that will help shoppers navigate through 
a store to find products on the shelves. The cart operates 
through a network of sensors that send data to a central 
computer that tracks inventory and matches the customer’s 
shopping list with the available inventory. The central 
computer will then send directions to the smart carts about 
the location of the items on the list within the store. The 
patent was filed in March 2016, but the technology is still 
not operational in Walmart stores at the time of writing. 

Panasonic: Japanese electronics firm Panasonic has 
developed a similar solution, a smart shopping basket 
designed to detect items in a cart and calculate the bill. At 
the checkout, the bottom of the basket opens up and the 
items slide into a shopping bag. The company tested the 
solution in a Lawson store in Osaka and announced that the 
system will be fully operational by February 2017, according 
to The Wall Street Journal. 
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Further Examples of IoT Applications in Retail: 
Catalyst and Smartrac

In this section, we provide an overview of IoT products by 
two companies: Li & Fung’s retail tech company, Catalyst, 
and Dutch tech company Smartrac. The two companies are 
working together on a new RFID partnership to offer in-store 
product tracking.

Catalyst: Inventory Control for Retail

Catalyst provides innovative RFID products to help retailers 
managing retail inventories. Two of these products are 
Catalyst Scan and RFID Inventory Robot:

• Catalyst Scan: Catalyst Scan is an efficient inventory 
management product, consisting of an RFID handheld 
reader that uploads data directly to the cloud. The 
scanner pairs with a smartphone through which the 
user can open an app, create an inventory or continue 
an existing inventory and populate it by scanning the 
items. It also enables visual inventory, as information 
about the items—photos and description—can be 
retrieved from the cloud during the scanning. 

• Catalyst Robot: The Catalyst Robot is an RFID inventory 
management product that consists of an autonomous 
and mobile robot capable of completing store 
inventories. The robot easily navigates around retail 
spaces and provides stock availability and location data 
on a regular basis. 

Catalyst also provides RFID products that enhance customer 
engagement in-store and improve the shopping experience:

• Catalyst Smart Screen: An interactive touch screen 
that allows users to interact with their garment on 
the screen, view the ‘complete look’ and view the 
garment’s product information. To activate the screen, 
the customer only needs to hold the garment close to 
the screen, which detects the RFID tag attached to the 
garment and pulls associated content down from the 
cloud.

Retailers such as Burberry and Rebecca Minkoff (as discussed 
earlier in the report) already use similar technology in their 
stores. Burberry’s Regent Street flagship store in London 
features digital mirrors that use RFID technology to identify 
the garment the shopper picks up and shows on the screen 
further information such as outfit ideas. 
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• Catalyst Smart Tray: A tray combined with an interactive 
touch screen. When a customer places a product that 
has an RFID tag on the Smart Tray, the latter displays a 
range of information, including product features and 
benefits. The technology is typically used for cosmetics 
or footwear.Smartrac Retail Store Optimization: 
Metrics 

Smartrac Retail Store Optimization: Metrics

Dutch tech company Smartrac offers Metrics, a retail store 
optimization system that uses sensors to track store data. 

Smartrac’s system can also show store managers what 
happens when an item is taken to the fitting room and 
how well employees are engaging with customers. The 
system provides brick-and-mortar retailers with a wealth of 
inventory information to improve stock keeping, displays and 
sales conversion. 

Source: smartrac-group.com

Source: catalyst-direct.com
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Metrics consists of a network of sensors that collect store 
data. Information is gathered through motion sensors, 
RFID devices and Point of Sales (POS) data feedback. All the 
information gathered is then stored in the cloud.

The system provides the same level of analytics available in 
an e-commerce environment, including: 

• Insight to help executives improve store management.

• Actions for employees, such as alerts that tell when an 
item is out of place or when replenishment is needed. 

Store managers can use the information to track KPIs, 
including: 

• How long it takes to replenish the sales floor.

• How long it takes to stock an item that is received.

• How “clean” the store is (how many items are 
misplaced).

IoT systems such as Smartrac’s Metrics also enable 
executives to measure conversion from browsing or from 
trying on in fitting rooms. And managers can analyze how 
well employees engage with consumers in order to increase 
conversion. 

Currently, retailers know what sells based on sales data. 
However, in-store IoT systems can give further information, 
such as identifying items with a low conversion ratio (items 
picked up many times, yet are not purchased often), or 
conversely, which items do not have enough visibility relative 
to their potential based on their conversion ratio. This 
information can help to improve the layout of the store by 
increasing the visibility of merchandise with potential for 
more sales. 

Recommendations: Act Fast, Handle Data with 
Care, Review Relationship with Suppliers

IoT in retail offers many opportunities for retailers to 
improve efficiency, increase consumers’ engagement and 
ultimately generate more revenue from in-store sales. When 
implementing their strategies to adopt IoT technology in-
store, we believe that retailers should consider the following: 
1) act fast, as competitors are adopting new technologies; 
2) set up clear policies on the handling of consumer data; 
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Figure 3. US Apparel Retail Adoption of RFID—June 2016 

Source: Auburn University RFID Lab
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Deployment
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Concept
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Retailers are acting fast in adopting the technology: for 
instance, in the UK, retailers had a 21% IoT technology 
adoption rate in 2015, according to the SAS Institute. 
Considering the economic benefits in terms of increased 
efficiency that IoT brings to retail operations, it comes as no 
surprise that most players in the industry are undertaking 
strategies to adopt the technology.

and 3) redefine the relationship with other supply-chain 
stakeholders. 

Act Fast, as Competitors are Adopting New Technologies

Retailers that wish to remain competitive should act fast and 
deploy an adoption strategy for IoT technology in-store.

IoT in retail is still in its early stage, but retailers are adopting 
technologies quickly. Only 4% of US-based apparel retailers 
had achieved full adoption of RFID tags as of June 2016, 
according to the Auburn University RFID Lab. However, 
the remaining 96% of retailers were working toward the 
achievement of full RFID adoption, as shown in Figure 3. 
Consequently, in the near future, we expect that most 
apparel retailers in the US will have RFID technology in-store. 
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Figure 4. Level of Concern Toward the Collection and Usage of Personal Data by Organizations 
Through Connected Devices: % of Respondents

Base: 1,000 UK adults aged 18+. Period: February 18, 2015 to February 23, 2015. 
Source: ComRes
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Moreover, data protection regulations could undermine 
retailers’ ability to use data gathered by IoT technology for 
consumer behavior analytics. For example, the General 
Data Protection Regulation (GDPR), a new regulation that 
will regulate data protection in the EU and comes into 
effect from 2018, introduces more stringent provisions for 
organizations—including retailers—operating in the EU and 
using data processing technology.

Set Up Clear Policies on the Handling of Consumer Data

Retailers that adopt in-store IoT technology need to consider 
the legal implications of tracking consumers’ data, make 
it clear to consumers when data is recorded and for what 
reasons, and define clear data handling responsibilities and 
compliance procedures within the organization. 

The collection of consumers’ data that IoT in retail makes 
possible could raise concerns among shoppers. According to 
a survey undertaken by research organization ComRes, 69% 
of respondents voiced concerns about the collection and 
use of personal data by organizations through connected 
devices. 
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Figure 5. IoT in Retail Increases Efficiency in the Retailer/Supplier Relationship 

Source: Fung Global Retail & Technology
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In order to capitalize on these advantages, retailers should 
partner up with suppliers that can receive and respond 
promptly and efficiently to the frequent orders triggered by 
the retailer’s real-time inventory tracking system. 

Redefine the Relationship with Other Supply-Chain 
Stakeholders

Retailers adopting IoT technology should redefine the 
relationship with other stakeholders within the supply chain, 
and choose business partners with operations that are 
ready to effectively meet the requirements of the increased 
efficiency the technology brings to the retailer.

We have seen in the report how the IoT technologies that 
track in-store inventory can bring a closer integration and 
better coordination with the rest of the supply chain, making 
the retailers’ operations more efficient. For example, in-store 
sensors can be used to track inventory in real time and to 
process orders more swiftly. Figure 5 summarizes the closer 
integration between the retailer and the supplier enabled by 
IoT technology. 
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Key Takeaways

IoT technology has the potential to transform the way 
retailers operate brick-and-mortar stores. RFID, NFC and VLC 
are among the technologies offering promise to retailers. 

IoT brings many advantages to retailers, such as making store 
operations more efficient due to the connected devices’ 
ability to track inventory levels in real time, or the possibility 
of improving the customer’s store journey by increasing the 
merchandise engagement through devices such as smart 
mirrors. 

Companies such as Amazon, Walmart and Carrefour are 
applying IoT technology in their brick-and-mortar operations. 
We can expect other retailers to follow suit, in a bid to catch 
up with the industry leaders. 

Retailers looking to adopt IoT technology in-store need 
to consider the implications of handling shoppers’ data 
gathered through IoT technology in order to avoid data 
protection breaches. Moreover, retailers should also 
endeavour to work with suppliers ready to help them 
capitalize on the increased efficiency brought by IoT.



Fashion Re-Commerce 
Evolution
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Fashion Re-Commerce 
Evolution

Key Takeaways 
1) The marketplace for online fashion resale 

continues to evolve rapidly. Following an initial 
wave of online fashion consignment startups, 
weaker players have gone out of business and 
stronger players have grown and attracted 
more investment funding to propel their 
further growth

2) However, there is likely to be room for only one 
or two players in each subsector of the apparel 
resale market, as fashion “re-commerce” 
websites will have to compete fiercely for both 
inventory and customers.

3) The digital secondhand apparel sector will 
likely continue to grow, boosted by global 
expansion, increased seasonal inventory supply 
and demand, millennial penetration, brand 
momentum in the full-price retail channel 
and the investment nature of certain luxury 
products.

4) We have also seen the emergence of platforms 
targeting niche product markets such as 
sneaker resales and social media peer-to-peer 
resale apps such as Depop that target specific 
demographic groups.
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Introduction

Defining Re-Commerce

Fashion retail is being reshaped not only by e-commerce, 
but also by “re-commerce”—consumers buying and selling 
pre-owned apparel online. The fashion resale trend is one of 
a number of innovative forces impacting apparel retailing, 
which we are covering across our On-Trend series of reports. 

Online marketplaces have made it much easier for 
consumers to buy and sell secondhand clothing, footwear 
and accessories. Luxury goods are especially popular in the 
re-commerce channel, as their higher prices give consumers 
greater incentives to buy and resell them. Re-commerce 
companies have adopted a variety of different business 
models, including direct repurchase, consignment sales and 
facilitating peer-to-peer sales.

Online resale companies provide sellers with augmented 
services such as photographing, pricing and posting inventory 
information online. Sellers are paid for merchandise either up 
front or on consignment, which means that the seller is only 
paid once the merchandise is sold.

Peer-to-peer marketplace platforms facilitate the matching 
of inventory sellers and buyers and charge a commission 
on each sale. In a peer-to-peer model, buyers and sellers 
connect with each other directly, the way they do on eBay.

An Evolving Sector

The marketplace for fashion re-commerce continues to 
evolve rapidly. Following an initial wave of online fashion 
resale startups, weaker players have gone out of business and 
stronger players have grown and attracted more investment 
funding to propel further growth.

It is difficult to arrive at an accurate market size for this 
sector, since all the companies currently operating in it are 
private and do not disclose sales figures. However, one of 
the major resale players, ThredUP, has estimated that the US 
apparel resale market will grow at a 6% CAGR over 10 years, 
from $14 billion in 2015 to $25 billion in 2025.
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Source: Thredup.com

Besides ThredUP, other major companies in the online 
re-commerce space in the US, the UK and Europe include 
Poshmark, Tradesy, The RealReal and Vestiaire Collective. We 
published our first deep-dive report on the online resale and 
consignment market in January 2016. That report profiled 
all five of these major re-commerce companies and their 
business models. Readers can find that report at bit.ly/
FashionResale.

In this update, we discuss the continuing evolution and 
growth of the apparel re-commerce segment. We analyze 
market characteristics and the main players, and discuss 
five factors that are likely to boost the fashion re-commerce 
sector. Finally, we profile two new, niche-focused resale 
platforms, Depop and Stadium Goods.

Continued Investor Interest in Funding Apparel 
Re-Commerce Companies

Since 2009, investors have poured more than half a billion 
dollars in venture funding into apparel resale companies, 
and re-commerce remains popular at mass market, middle 
market and luxury price points. According to FashInvest, a 
fashion investment community, investors invested more than 
$175 million in the online reselling industry in 2016.

• Vestiaire Collective, a France-based online reselling 
platform for luxury goods, secured $62 million in funding 
in January 2017, bringing total funds raised to $130 
million in five funding rounds since the company’s 
founding in 2009.
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• Swap.com raised $20 million in December 2016, bringing 
its total funding to approximately $50 million. The 
company currently operates a Chicago warehouse that is 
the size of six football fields.

• The RealReal has raised a total of $122 million since 
2011 and ThredUP has raised $131 million since its 
founding in 2009, according to VentureBeat. Poshmark 
has raised more than $70 million in funding, according 
to Women’s Wear Daily.

Despite continued investor funding interest, there is room 
for only one or two players in each subsector of the apparel 
resale market, as fashion re-commerce websites have to 
compete fiercely for both inventory and customers in order 
to benefit from economies of scale and achieve adequate 
profitability margins.

Low-to-Mid-Price Online Resale Players

US-based ThredUP and Poshmark lead in the low-to-mid-
price online resale segment.

ThredUP

ThredUP is the most mainstream and well-known online 
fashion reseller, and it claims to have been the first to enter 
the industry.

Figure 11. Selected Re-Commerce Companies: Total Funding Raised 
Since Company Founding (USD Mil.)
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Source:  Company reports/Fung Global Retail & Technology

Vestiaire           The RealReal            Tradesy              Poshmark
Collective
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Source:  Company reports/Fung Global Retail & Technology

Poshmark

Poshmark has 1.5 million sellers that offer 4 million items 
daily. Shoppers on the Poshmark app spend an estimated 
25 minutes daily on it and open it seven to eight times each 
day. According to Poshmark, one in every 50 US women sells 
secondhand clothing via its marketplace.

Luxury Good Online Resale Players

The three main players in the premium and luxury 
secondhand fashion resale marketplace are The RealReal and 
Tradesy (both based in the US) and Vestiaire Collective (based 
in France). These three companies are profiled in more depth 
in our first resale report, at bit.ly/FashionResale.

The RealReal

The RealReal has 5 million members worldwide and is 
estimated to have doubled its gross merchandise value 
(GMV) year over year in 2016:

• The company paid out $200 million to consignors in 
2016 and is estimated to pay out $300–$350 million in 
2017.

• Half of consignors that use the platform have never 
consigned before.

Figure 12. Selected Re-Commerce Companies: Total Number of 
Members, 2016 (Mil.)
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Source: VentureBeat/Women’s Wear Daily/Business of Fashion/Financial 
Times/Fung Global Retail & Technology
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• About 98% of the items listed on the website sell within 
three months.

• The RealReal operates temporary physical pop-up shops, 
and the company plans to open one permanent physical 
store in the US in the future.

Tradesy

• Tradesy has 5 million members.

• The average order value on Tradesy is $300 and the site 
is estimated to have reached $300 million in sales in 
2016. 

Vestiaire Collective

• The Vestiare Collective platform has 6 million customers 
across 48 countries and consignors in 17 countries. The 
company lists 600,000 items for sale, and 4,000 new 
products are listed daily on the site.

• France is Vestiaire Collective’s main market, representing 
35% of total sales. The company is also a leading 
platform in the UK, Germany, Spain and Italy.

• Vestiaire Collective customers spent an average of $427 
in 2016, versus $371 in 2015. The company’s CEO stated 
that annual sale growth has averaged 70%.

Figure 13. The RealReal: GMV (USD Mil.)
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Source: Women’s Wear Daily/Fung Global Retail & Technology
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Five Catalysts for Re-Commerce Growth

We see five key factors conspiring to boost the fashion re-
commerce sector.  

1. There is room for global expansion:

• Vestiaire Collective plans to dedicate its latest round of 
investment financing funds to international expansion, 
in particular in the US and Asia. 

• The RealReal plans to add more international 
consignment sellers. The site ships internationally, but 
consignors are currently based only in the US.

2. Full-price brand momentum stimulates demand in the 
resale market and has a significant impact on the resale 
value of branded products:

• The resale market tends to reflect changes and trends 
in the retail market.

• ThredUP reported that activewear was among the 
fastest-moving categories on its site in 2016, reflecting 
the continued momentum of the athleisure trend.

• The arrival or departure of a creative director at a 
luxury goods company tends to have an impact on 
consumer interest in a brand and to increase the resale 
value of current, previous and future collections. For 
example, the appointment of Hedi Slimane at Yves 
Saint Laurent resulted in a 275% increase in resales of 
certain of the brand’s products during his time at the 
fashion house. And the resale value of some Christian 
Dior products increased by 25% in the three months 
following Raf Simons’ departure from the company 
in October 2015, compared with the three months 
before.

• The RealReal says that 77% of its shoppers and 
consignors consider a product’s resale value when they 
buy at full price at retail.

• In terms of specific luxury product categories, bag 
consignment sellers are generally able to recoup the 
highest percentage of the original retail sale price. 
They are followed by consignors of shoes and ready-to-
wear apparel, according to Vestiaire Collective, which 
has also launched a resale calculator that helps sellers 
estimate resale income.
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3. Consumers see certain luxury products as investments, 
which supports the high-end resale segment:

• Limited-edition items are highly sought after, and some 
items are fashion investments that have high resale 
value.

• The resale business is especially popular for prestigious 
handbags. There is even a handbag investment index, 
The Rare Handbag Index from online marketplace 
JustCollecting. The index increased by just under 8% 
annually between 2004 and 2016, and one particular 
Chanel purse increased in value by more than 230% 
during the period. 

4.  Inventory supply and demand see seasonal increases:

• Resale inventory supply increases during April and May 
and again in October and November as consumers 
change over their seasonal wardrobes.

• Unwanted holiday gifts also increase resale 
merchandise inventory. In January 2016, the number 
of items on Swap.com marked with a new tag jumped 
by about 25% from the monthly average, and Swap.
com executives anticipated a similar surge for 2017. 
Poshmark expects its consignment listings to double in 
February and March 2017 from the last few months of 
2016 as consumers use the site to get rid of unwanted 
holiday gifts.

5.  Millennial market penetration is likely to increase:

• Approximately one-third of The RealReal’s consumers 
are millennials.

Figure 14. Selected Luxury Goods: Price Recoup % of Original Retail 
Value,

Source: Vestiaire Collective/Fung Global Retail & Technology
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• Poshmark, a peer-to-peer apparel resale marketplace 
founded in 2011, has approximately 1.5 million sellers. 
The company claims that one in 50 women in the US 
sell secondhand items on its marketplace. Poshmark’s 
largest user demographic includes college students and 
millennials.

Depop: Instagram Meets eBay

As re-commerce has evolved, social-media-type, peer-to-peer 
fashion resale marketplace apps have emerged, enhancing 
the online resale marketplace for customers to trade items. 
Meanwhile, opportunities remain for resale marketplaces 
serving niche categories, such as sneaker resales, or targeting 
specific demographic groups. Depop is a company that 
combines each of these elements.

Depop is a UK secondhand fashion app that was introduced 
in 2012. The app has about 5 million users, lists more than 
1.5 million items monthly and sells more than 500,000 items 
monthly. The company raised $8 million in 2015.

Depop has been described as a cross between eBay and 
Instagram. The app is geared to teenagers and young adults. 
It is designed to look and function like a social media site 
rather than as an online store. Users can “like” and follow 
other users, rate their customer experience, send messages 
in order to bargain over the price of an item and leave 
comments about items that others list for sale. The app 
is easy to use and pictures often show clothing for sale 
modeled by the sellers themselves. Depop has no listing fees 
for new sellers and does not charge a sales commission.

Source: Poshmark.com
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The company says that teenagers are now buying 
merchandise at markets and used-clothing stores and 
reselling it on Depop and other fashion resale apps. 
According to the founder of Depop, one 14-year-old girl saw 
a necklace on eBay that she believed was priced too low. She 
took a screenshot and posted an advertisement for the same 
necklace, at a higher price, on Depop. When someone bid for 
the necklace on Depop, she bought the necklace on eBay and 
arranged for it to be sent to the Depop purchaser.

Niche Streetwear Resellers: Stadium Goods

Another growing subsection of the digital resale market is 
branded streetwear merchandise. The category includes 
baseball caps, hooded sweatshirts and sneakers; rare and 
limited-edition sports sneakers associated with certain 
athletes are especially popular.

Source: Stadiumgoods.com

New York–based Stadium Goods is an online reseller of 
rare sneakers, offering more than 15,000 pairs through its 
website. The company was founded in late 2015 and raised 
$4.6 million in its first financing round. Stadium Goods 
has partnerships with eBay and Tmall Global, which is an 
extension of Alibaba’s Tmall.com business. 
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Key Takeaways

• The marketplace for online fashion resale continues to 
evolve rapidly. Following an initial wave of online fashion 
consignment startups, weaker players have gone out of 
business and stronger players have grown and attracted 
more investment funding to propel their further growth.

• A natural evolution has been seen in the introduction 
of social-media-type, peer-to-peer fashion resale apps, 
which are expected to attract more young buyers and 
sellers to the re-commerce market. 
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Korean Innovation 
in Beauty

Key Takeaways
Korean beauty brands have seen strong 
growth in sales volume, with exports reaching 
US$2.45 billion in 2015. Korean brands have 
had a growing influence on the global beauty 
market in recent years, leading to a K-Beauty 
trend.

In this report, we examine the factors that 
underpin the successful ascent of Korean 
beauty, with a focus on the product, process 
and technology innovations they have 
brought to the market. Here are our key 
takeaways.   

1) Korean beauty brands have adopted 
a “fast fashion” product development 
cycle and gained recognition for 
innovative formulas, ingredients, 
manufacturing processes and packaging. 
However, the sophisticated and 
demanding customers in the local 
Korean market have also been one of the 
major drivers.

2) Korean beauty brands have embraced 
the digital transformation age and have 
taken advantage of the cultural influence 
of the Korean wave to come up with 
innovative marketing strategies that 
have driven growth. 

3) Korean beauty brands were also fast to 
adopt in-store technologies, some of 
which are on par with other technology 
developed by international beauty 
brands, while others are ahead of the 
international market.

4) A number of Korean beauty startups 
have emerged that have brought 
Korean beauty products overseas with 
e-commerce, or created innovative 
beauty products with the latest 
technologies.
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Executive Summary

Korean beauty brands have seen strong growth in sales 
volume, as well as a growing influence in the global beauty 
market in recent years. This has led to market-share gains in 
the global beauty and personal care market. 

Innovation is one of the strengths possessed by Korean 
beauty brands, and this is endorsed by its consumers. A 
study by Nielsen in 2015 showed that 6 out of 10 Korean 
beauty brand shoppers from Greater China and Singapore 
consider Korean products innovative. This perception is the 
strongest among mainland Chinese shoppers – 68% of them 
believe Korean beauty products are innovative.

The innovative image that Korean beauty brands have is not 
purely a perception. We can find innovation in all facets, 
from the product, process and technology innovations, to 
the packaging. 

• Innovation in product development is driven in part 
by the heavy investment in R&D, and also by the 
expectations of the sophisticated customers in the local 
Korean market. This creates an ideal platform for beauty 
brands to create and test their innovations, including 
formulas, ingredients, manufacturing processes and 
packaging.

• The shorter product development cycle compared with 
the international players helps Korean beauty brands 
respond more quickly to evolving consumer demands, 
and remain relevant with customers.

• Korean beauty brands have been leveraging the growing 
influence of digital media to engage with customers 
while capturing the opportunities brought forward from 
the Korean wave.

• Korean beauty brands were also fast to adopt in-store 
technologies, some of which are on par with other 
technology developed by international beauty brands, 
but others are ahead of the international market.

• A number of Korean beauty startups have emerged that 
have brought Korean beauty products overseas with 
e-commerce, or created innovative beauty products 
with the latest technologies.
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This has differentiated the Korean beauty brands from other 
international beauty brands, and contributed to their success 
in the highly competitive beauty market. 

The Success of Korean Beauty Brands

The global beauty care market was valued at US$167 billion 
in 2015. Skin care products comprised 66% of the total sales, 
while color cosmetics accounted for the remaining 34%. The 
total market size is expected to grow to US$198 billion by 
2020, according to Euromonitor International. 

Figure 1. Global Beauty Care Market Composition in 2015 

Source: Euromonitor
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Source: lgcare.com

The Korean beauty industry has been growing rapidly, 
exports of Korean cosmetics have been increasing by an 
average of 36.9% every year since 2011, and reaching 
US$2.45 billion in 2015, according to the Korean Customs 
Service. Last year, South Korea overtook the US and Japan to 
become the second-largest cosmetics exporter to China after 
France, with a total export value of US$1.1 billion, according 
to the Ministry of Food and Drug Safety of Korea. 

Source: Euromonitor

Figure 1. The Five Most Dynamic Companies in Terms of Value Share Expansion in Global Beauty 
and Personal Care

Company Percentage point
increase in share

Market value ranking
2010 2015

increase in share 1.1 3 3

Estée Lauder Companies 0.4 8 5

AmorePacific Corp 0.4 25 16

LG Household & 
Healthcare Ltd 0.3 31 22

L’Oréal Group 0.3 2 2

According to Euromonitor International, both AmorePacific 
Corp and LG Household and Health Care Ltd are ranked 
amongst the five most dynamic companies in terms of value 
share expansion in global beauty and personal care, purely 
through organic growth. 
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Innovation in Product Development

Korean beauty products are renowned for being at the 
forefront of innovation. Mary Schook, an acclaimed New 
York-based licensed aesthetician, makeup artist and owner 
of MS Apothecary, estimates Korean beauty products are 12-
14 years ahead of those of the US. This is in part driven by 
the heavy investment in R&D, and also by the expectations 
of the sophisticated customers in the local Korean market.

Heavy Investment in R&D

Korea is the fifth-largest country investing in R&D in the 
industry, with US$64.3 billion spent in 2014, according to 
the Industrial Research Institute. The country has recently 
rolled out a strategic plan to become a global powerhouse 
in the bio-health industry, and cosmetics is one of the areas 

Source: AmorePacific, LG Household & Healthcare, Essential Beauty

Figure 2. Key Cosmetics Brands of the Top-two Korean Beauty Companies

Company Key Brands

AmorePacific Sulwhasoo A premium brand with a holistic and harmonious 
skincare approach, featuring skincare solutions from 
Asian medicinal herbs.

Laneíge A mid-range brand positioned as a “Moisture Expert”, 
featuring hydration-packed products combined with 
cutting-edge water technology. The first Korean 
beauty brand to reach annual sales of KRW 1 trillion 
(US$896 million).

Innisfree A mid-range, naturalistic-oriented brand, which uses 
organic ingredients directly sourced from Jeju island 
in Korea, certified by ECOCERT of France.

Etude House A mass-market brand that targets younger 
customers. The brand features products with high 
affordability, lovely design and a diverse color range.

LG 
Household & 
Healthcare

The History 
of Whoo

A premium brand that features traditional royal 
beauty formulae, with products developed with 
oriental medicine to resolve skin problems. 

The Face 
Shop

A mass-market brand with products made from 
natural ingredients. It has over 1,000 outlets around 
19 countries.
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in which more R&D investment will be made. Under the 
plan, the Korean Ministry of Health and Welfare will support 
expanding R&D investment in anti-ageing products and 
other cosmetics products. By 2020, the Korean government 
expects the top-two Korean beauty companies to enter the 
top 10 companies in the beauty industry in terms of revenue.

The efforts at innovation by the Korean beauty companies 
are recognized in Forbes list of the world’s most innovative 
companies. In 2016, AmorePacific and LG Household & 
Healthcare Ltd found themselves on the list, ranked 21 and 
19, respectively. Other companies on the list include Tesla 
Motors, Under Armour and Amazon. Unilever Indonesia is 
the only beauty and personal care product company that 
ranks higher than the two Korean beauty companies. 

Adapting the Fast-Fashion Product Development Cycle

Korean beauty brands have a shorter product development 
cycle than traditional beauty brands, similar to the “Fast 
Fashion” approach. According to Lim Dae-gyu, a director at 
Cosmax Inc, a Korean cosmetics company, Korean mass-
market brands take just 4-6 months from planning to launch, 
whereas global brands take over a year to go through the 
whole process. 

This shorter development cycle helps Korean beauty brands 
respond more quickly to evolving consumer demands, and 
remain relevant with customers. 

Source: Industrial Research Institute

Figure 3. Gross Expenditures on R&D (GERD) in 2014

Country GDP (PPP)
Billion

R&D
As % of GDP

GERD (PPP)
Billion

1. United States 17,460 2.78% 485.39

2. China 17,630 1.95% 343.78

3. Japan 4,807 3.40% 163.44

4. Germany 3,621 2.85% 103.20

5. Korea 1,786 3.60% 64.30

6. India 7,277 0.85% 61.85

7. France 2,587 2.25% 58.21
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Innovation in Products, Formulas and Ingredients

Korean women are dedicated to looking good, and this leads 
to a higher demand and standard for skin care. According to 
a BBC report in 2015, Korean women spend twice as much 
of their income on beauty products and make-up as their 
American counterparts. Korean beauty consumers are also 
curious to discover the latest and newest products in the 
market, and are willing to diversify their skincare portfolio, 
says Esther Dong, Senior Vice President at AmorePacific. This 
sophisticated consumer base creates an ideal platform for 
beauty brands to create and test their innovations.

The growing popularity of Korean beauty product started 
with the BB Cream, which had already been sold in Korea 
for over 20 years. It first became available in the US in 2011, 
and major cosmetics brands such as Chanel, Estee Lauder, 
L’Oréal and Shiseido have also launched their own BB Cream 
products. 

Source: Luxury Daily, Korea Times, SytleCaster

Figure 4. Major Korean Beauty Innovations

Product Description

BB / CC Creams “BB” stands for “Beauty Balm”.
It is a multi-purpose blended makeup and skincare product, 
which contains non-brightening primer, light foundation, mois-
turizer and sunscreen.
“CC” stands for “Color Corrective”.
It offers additional coverage compared with BB Cream, includ-
ing lighter texture and improved tone correction. 

Cushion Compacts Makeup compacts that come with a sponge, which is soaked in 
a BB cream or a light foundation formula, and prevents spillage. 
The user can touch up their makeup without breaking out a 
tube of cream or worrying about the residual gunk on their 
finger.

Sheet Masks Sheet masks are face-shaped sheet fabrics, usually made of pa-
per, fibers or gel types. They are soaked in serum for different 
specific purposes. Sheet masks are different from facial masks 
for which rinsing is not required after use, which makes them 
convenient and easy to use. 
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Korean beauty brands have a reputation for using natural, 
herbal and sometimes unusual ingredients in their products, 
which is a very different approach compared with traditional 
beauty brands. 

Sulwhasoo, AmorePacific’s premium skincare brand, 
specializes in using Asian herbs in its skincare solutions. 
One of the key ingredients, Ginseng, is the main functional 
ingredient in its anti-aging and whitening products.

Korean beauty brands have explored every possibility in 
terms of ingredients, well beyond one’s imagination. One 
of the most prominent examples is snail slime, which helps 
to tighten and smooth the skin. The ingredient is found in 
a number of products ranging from sheet masks to creams. 
Other unusual ingredients include bee venom, camel milk 
and starfish extract. 

Innovation in Processing Technology

Korean beauty brands have innovated in ways to process 
ingredients, one of which is fermentation, which is a 
metabolic process that converts sugar to acids and enzymes 
by using yeast or bacteria, similar to the process to produce 
the traditional Korean food Kimchi.

By applying this technique in skincare products, fermentation 
helps break down the active ingredients so that the nutrients 
and antioxidants are more readily absorbed by the skin. It 
helps to boost the effectiveness of ingredients, especially in 
the areas of hydrating skin, refining pores, brightening skin 
and anti-aging.

Source: sulwhasoo.com/kr/ko
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Whamisa is an organic skincare brand launched by ENS 
Beauty Group in 2010, it features naturally fermented 
ingredients including flowers, fruits and seeds, and offers 
a full range of products, including skincare, make-up care, 
body care, hair care and baby care. The brand is one of 
the first cosmetic brands to use fermentation in skincare, 
and has successfully differentiated itself from the highly 
competitive beauty market in Korea.

Beauty giant AmorePacific is also an early adopter of the 
fermentation process in its skincare products. The company 
first released “Hyosiah” in 2010, which comprises fermented 
soybeans that contain a rare isoflavone marketed as 
CureBEAN; this antioxidating ingredient helps to remove 
toxins and normalize skin regeneration effectively. 

Innovation in Packaging

Korean beauty brands are also innovative when it comes to 
product packaging. In an interview with Beauty Packaging 
Magazine in 2016, Michelle Joo, vice president of Elcos 
America, a skincare packaging company, pointed out three 
Korean trends in beauty product packaging, namely “Ki-dult” 
cosmetics, customizable product packaging and packaging 
that emphasizes formulation contents.

“Ki-dult” cosmetics carry the images of cute and well-known 
characters, however, the target market is not children, but 
rather adults. For instance, The Face Shop has launched 
products with characters from messaging app LINE, as well 
as cushion compact products featuring Disney characters. 

Source: Whamisa
Source: sulwhasoo.com/kr/ko
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The initial 130,000 Disney products were sold out in just two 
days, and the company expects to launch about 600 new 
products in a similar fashion this year.

Customizable product packaging responds to the needs 
of specific needs of consumers. For instance, it is difficult 
to get a BB cream that matches the exact skin tone of the 
user. Lalavesi’s LeoPop has created a refillable “Dual Pact”, 
and with the push of a button, BB and CC creams, revealed 
beneath the palette, can be easily mixed to match any skin 
tone. 

On the other hand, Korean beauty brands are creating 
product packaging that better grab customers’ attention, as 
well as emphasizes formulation contents. Some highlights 
are the peach hand cream by TonyMoly, where the packaging 
in the shape of a peach; a similar approach is used by Nature 
Republic for its Aloe Vera’s hand cream.

Innovation in Marketing Strategies

The unparalleled growth of the Korean beauty brands can 
also be attributed to their innovation in terms of marketing 
strategies – they are embracing the digital transformation 
age and riding on the Korean wave.

Embracing the Digital Transformation Age

Korean beauty brands have been leveraging the growing 
influence of digital media to engage with customers. In 
some markets the online channel has surpassed traditional 
media when consumers look for beauty information. A 
Nielsen study in 2015 revealed that for mainland Chinese 
consumers, recommendations from friends, brands’ websites 
and fashion/beauty websites are the top-3 information 
channels for skin-care, surpassing traditional channels such 
as television and magazines. 

Source: Lalavesi, TonyMoly
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For instance, Laneíge has launched its online platform to 
educate consumers. The beauty brand debuted the “School 
of K-Beauty” on its website, which includes video content 
and a step-by-step guide to provide consumers with the 
latest trends on k-beauty and techniques on how to use 
the beauty products. For example, the beauty products 
and makeup procedures for Song Hye Kyo in the popular TV 
drama, Descendants of the Sun, was unveiled in the online 
video. 

Riding on the Korean Wave

The popularity of Korean culture has been increasing both 
in Asia and around the world. According to Korea Creative 
Content Agency, Korea’s total cultural exports reached 
US$5.3 billion in 2014, growing at a CAGR of 13.4% from 
2010, and is expected to reach US$10.0 billion by 2017, at a 
CAGR of 23.6%. 

Source: Lalavesi, TonyMoly

Source: Laneíge

Source: Korea Creative Content Agency

Figure 5. Korea’s Total Cultural Exports (USD Bil.)
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The term, Korean wave or, Hallyu was coined to depict the 
cultural influence of Korean dramas, movies, songs and even 
fashion, food and beauty in Asian countries, especially China, 
and this has spread to other parts of the world in recent 
years. A recent Korean TV drama titled, Descendants of the 
Sun, has been viewed more than 2 billion times on China’s 
online streaming site iQiyi. This growing cultural influence is 
evident in the subtlety of a food combination of fried chicken 
and beer, known as chimek, which became popular in China 
and Southeast Asia after the preeminent Korean drama 
My Love from the Star. Consumers appeal to the lifestyle 
depicted in the drama, which they believe is accessible by 
purchasing the products such as food, clothing and beauty 
products. 

Korean beauty brands have been pioneers in capturing the 
opportunities brought forward from the Korean wave. A 
common marketing strategy is to enlist the protagonists 
of popular Korean dramas or Korean Pop stars as 
spokespersons for the brands. For example, Laneíge has 
Song Hye Kyo, the leading actor in Descendants of the Sun, 
as the brand ambassador. Yoona, who debuted as a member 
of the popular k-pop group Girls’ Generation, is the brand 
ambassador for Innisfree.

 

Another marketing tactic is to embed a product in the drama 
and integrate the advertisement into TV commercials. For 
example, Song Hye Kyo has modeled for an advertisement 
for the Laneíge lipstick, Two Tone Lip Bar. The same product 
has been used in a scene in Descendants of the Sun wbefore 
she meets the leading male character. Sales of the lipstick 
soared 400% thanks to this successful marketing tactic. 

Source: AmorePacific, Holika, LG Household & Healthcare, Nature Republic 

Figure 6. Brand Ambassadors of Selected Brands and Products

Brand Product Brand Ambassador

Etude House Dear My Wish Lips Talk Chrystal Soo Jung

Nature Republic Moist Stem Cream Kim Tae-yeon

Innisfree Green Tea Seed Serum Yoona

The Face Shop Core Seed Purifying Essence Suzy

Holika Bloom In Multi Balm Dasom
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Korean beauty brands have also leveraged the popularity of 
beauty-centric shows in Korea and across some parts of Asia, 
where consumers find tips and product recommendations 
from them. The most famous one is the weekly show, “Get 
it Beauty”, which has aired for nine seasons since 2006. It 
features a “Blind Test” session, where beauty insiders and 
experts are invited to select the best product in respective 
categories. Responding to the show’s high influence and 
popularity, retailers such as Lotte Duty Free and Olive Young 
have recently set up a “Get it Beauty” campaign, featuring 
products from the show.  

Source: AmorePacific PR Center 

Source: Naver Blog
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Deployment of In-Store Technology

Korean beauty brands are on par with international beauty 
brands in introducing in-store beauty technology. In some 
cases, such as with mobile apps, they have lagged the global 
players in introducing technology elements to the consumer 
experience; however, with other technologies such as 
the VDL device introduced by LG’s beauty division, they 
have shown to be more tech-forward than their western 
competitors. 

Beauty Mirror

Laneíge released its “Beauty Mirror” app in August 2015, 
which enables customers to try on makeup and skin-care 
products using Augmented Reality on their smartphone. 
Laneíge has also installed large tablets running the “Beauty 
Mirror” app at its stores. This app is similar to the “Make 
Up Genius” app launched by L’Oréal one year earlier than 
Laneíge, which has similar functions.

We have also identified some digital tools and technology 
deployed in-store by Korean brands that are ahead of what 
international beauty brands are currently offering, and which 
help deliver a more differentiated and personalized service 
to their customers. 

Laneíge’s “Beauty Mirror” app running on tablet, deployed in one of its stores. 
Source: ModiFace
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Source: Violet Dream Luminous

Source: Fung Global Retail & Technology

“Beauty Talk” station

Innisfree, with a relatively young and digital-savvy customer 
base, has launched a dedicated “Beauty Talk” station, which 
measures the customer’s skin condition such as moisture 
level, wrinkle depth and clarity. This information is synced 
with the Innisfree member’s app, and a beauty advisor can 
then recommend products based on the results.

Violet Dream Luminous

LG Household & Healthcare’s VDL (Violet Dream Luminous) 
introduced the VDL + Pantone Color Intel service in its 
stores. A device is used to analyze the pantone color of the 
customer’s skin and then recommends products that match 
the customer’s skin color.



Korean Innovation in Beauty

76

Korean Beauty Startups

Online Beauty Retail Startups

A number of Korean online retail startups have emerged 
in recent years, and they have contributed to the growing 
influence of the Korean brands by introducing them to 
overseas markets. Apart from selling products from smaller 
Korean beauty brands, these online retail startups have 
dedicated blogs with rich content ranging from product 
reviews and the latest Korean beauty trends, to tips on using 
the products. This helps overseas consumers to learn more 
about the Korean beauty regime. Memebox and Peach & Lily 
are some of the successful online retail startups.

Memebox: The startup first began with an online 
subscription service in 2012, whereby it sends subscribers 
a box of selected samples of makeup. The company has 
quickly developed into an online retailer of beauty products. 

Memebox’s success is largely attributed to the influence 
of social media, which helps to attract customers with rich 
online content from skincare guides to product reviews. It 
now has over 4 million followers globally, and received 70 
million video views on its Facebook. 

The startup has achieved 280% year-over-year growth, and 
has recently raised US$66 million to expand its business.

Peach & Lily: This is the first online Korean beauty startup 
that transformed into a multi-channel retailer, with two 
brick-and-mortar locations opening in Macy’s New York and 
Santa Anita stores this year. It has helped the online retail 
startup to expand its customer base, as 80% of Memebox’s 
online customers are non-Asian, while it is estimated that 
up to 90% of the customers at Macy’s New York store are of 
Chinese descent. 

Source: Violet Dream Luminous
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Emerging Beauty Brands

New Korean beauty brands, such as Neogen and Cosrx, 
have emerged in recent years, which have differentiated 
themselves with innovative technologies and concepts. They 
have reached overseas customers with the help of online 
retail startups. 

Neogen was founded in 2009, this emerging beauty brand 
is dubbed as a rising star by Oliver Young, one of the largest 
beauty retailers in Korea. The company uses advanced 
natural science and biotechnology to develop its products, 
one of which is the six-core bio-technology, which helps to 
maximize the benefits of natural ingredients. 

The company has also registered several patents for its 
technology, covering areas such as natural whitening 
materials, anti-inflammatory and detoxification natural 
medicinal herbs, as well as anti-aging research of natural 
materials by supercritical extraction.

Source: Peach & Lily

Source: Rich & Young Co.,Ltd
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COSRX was founded in 2014, with the philosophy of making 
ingredient-oriented and high-performance cosmetics. 
The company takes a minimalistic approach to skincare 
by removing all unnecessary ingredients in its products. 
This helps to lower the chance of an allergic reaction for 
consumers with sensitive skin, as according to COSRX’s 
Marketing Team Assistant Manager, Lee Hye-Young, it would 
be hard to tell which ingredient caused the trouble if there 
were too many ingredients.

The two-year-old company currently sells online only to 
minimize costs. But according to Lee, plans to open brick-
and-mortar stores by the end of the year, due to customer 
demand.

Beauty Technology Startups

WayWearable is a “beauty-appliance” startup that 
developed “Way”, a palm-sized IoT device that measures 
the user’s skin condition and external environment, and 
offers personalized skincare tips accordingly via smartphone. 
The more data the device collects about the user’s skin 
condition and environment, the better it can provide product 
recommendations. 

The startup was founded in 2014, and received crowd-
funding totaling US$127,642 for pre-orders on the US site 
Indiegogo. It has also received US$2.78 million in three 
rounds of funding from eight investors, including beauty 
giant AmorePacific. 

Source: COSRX 
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Evosonics has developed “Dr Spa”, a sound rhythmic 
massager for scalp and hair scaling. According to the 
startup, the massager has 10 times the cleansing effect of 
shampooing compared with using bare hands. 

The startup was founded in 2013, and also develops acoustic 
resonance products for healthcare, medical and sports 
uses. It is currently eyeing the China market and pitched its 
product at the demo day hosted by Venture Port and Neoply 
China in Shanghai last year.  

Implications for International Beauty Brands

Innovation in product development, marketing strategies 
and in-store technology have helped the growth of Korean 
beauty brands, especially in emerging markets such as China 
and ASEAN countries. This is evident with Korea overtaking 
the US and Japan to become the second-largest cosmetics 
exporter to China after France. International beauty brands 
could learn from the innovations of the Korean labels in 
order to strengthen their position in their home markets, 
as well as to increase their competitiveness in emerging 
markets. 

International beauty brands have responded to Korean 
beauty innovations with different approaches. L’Oréal has 
launched products based on Korean concepts, such as BB 
Creams and cushion foundation. LVMH has partnered with 
AmorePacific to use the air cushion technology, and create 
new products for Christian Dior. On the other hand, Estée 
Lauder has invested in Have & Be Co. Ltd, which owns the Dr. 
Jart+ and Do the Right Thing brands.

Source: WayWearable

Source: TechNode
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US Health And Beauty Aids 
Consumer Survey
Amazon is not only competitive in price, 
but also in customer satisfaction
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Key Takeaways
1) Discount stores, drugstores and grocery 

stores, with a combined share of 73.8% as 
of November 2016, are the top-three store 
formats where consumers buy health and 
beauty aids most often. Online shopping has a 
4.2% share, up from 1.0% in November 2011.

2) Some 42% of consumers surveyed have made 
some or all of their health and beauty aids 
purchases online, while internet retailing 
represented 8.7% of value share in the 
category.

3) Most Amazon and Walmart customers cited 
price as the reason they shopped most often 
at the respective retailer, however, Amazon 
performed better in customer satisfaction with 
a net promoter score (NPS) of 37.2, higher than 
Walmart’s -2.7.
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Executive Summary

This is our second monthly report based on Prosper Insights and 
Analytics’ Amazon Shopper Intelligence service. This month, we 
are focusing on the health and beauty aids category.

Key Findings

1) The majority of consumers shop for health and beauty aids 
at brick-and-mortar stores. Discount stores, drugstores 
and grocery stores, with a combined share of 73.8% as 
of November 2016, are the store formats most often 
visited. Online’s share has been growing steadily, however, 
increasing to 4.2% in November 2016 from 1.0% in 
November 2011.

2) Some 42% of the consumers surveyed have made some or 
all of  their health and beauty aids purchases online; those 
who purchase 100% online, at 1% of consumers surveyed, 
remain a niche segment. In terms of share by retail value, 
the online channel represents 8.7% in the category.

3) Most Amazon and Walmart customers cited price as the 
reason they shopped most often at the respective retailer, 
and the customers of these two retailers focus less on 
quality, indicating that the two retailers may be competing 
in the same arena. However, Amazon has performed better 
in customer satisfaction with a NPS of 37.2, higher than 
Walmart’s -2.7.

About Amazon Shopper Intelligence Service

The Amazon Shopper Intelligence service provides members with 
monthly data on consumer shopping patterns and preferences, 
drawing on more than 10 years of data on Amazon shoppers 
as well as on shoppers at other leading retailers. The data are 
instructive in helping users make informed business decisions.
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US Health and Beauty Aids Market Overview

According to Euromonitor International, the US beauty and 
personal care market grew a modest 3.7% in 2015, and was 
valued at US$80 billion. It is expected to grow at 4.1% on average 
through 2020 to reach US$98 billion. 

During 2016, consumer spending has been affected by relatively 
positive consumer confidence. According to Prosper’s monthly 
consumer survey, 42.7% of respondents indicated they are 
confident with the economy in November 2016, up from 23.7% 
five years ago. 

More consumers are willing to increase spending on health 
and beauty aids.  According to the same survey, the number of 
respondents claiming to spend less on small luxuries, including 
high-end cosmetics, dropped from 20.0% in November 2014 to 
17.0% in November 2016.

1. The Majority of Consumers Shop for Health 
and Beauty Aids Most Often at Brick-and-Mortar 
Stores, while Online is Growing Steadily

According to the Prosper monthly consumer survey conducted 
in November 2016, consumers shop for health and beauty aids 
(HBA) most often at discount stores, with 41.0% of respondents 
doing so. Drugstores and grocery stores, with 24.1% and 8.1%, 
respectively, rank second and third. 

Source: Euromonitor International

Figure 1. US Beauty and Personal Care Market (USD bil.)
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Compared to five years ago, the retail landscape for the HBA 
category has seen little change. Discount stores, drugstores 
and grocery stores remain the top-three store formats where 
consumers buy health and beauty aids most often. They have 
a combined share of 73.8% as of November 2016, which is 
1.1% higher than it was five years ago. More consumers are 
now shopping for HBA on the Internet, with a share of 4.2% in 
November this year, up from 1.0% in November 2011. 

Figure 2. Formats Where Consumers Shop Most Often for Health 
and Beauty Aids, November 2011 vs. November 2016

Sample Size: N=8,502 (Nov 2011); N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Figure 2. Formats Where Consumers Shop Most Often for Health and Beauty Aids, November 
2011 vs. November 2016
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We are seeing a promising trend in the online beauty market, 
and expect it to continue developing over the medium term. We 
analyze the opportunities in the segment globally in our Global 
Beauty E-Commerce—A Highly Attractive Market.

2. Amazon and Specialty Cosmetics Retailers are 
Growing Steadily

The top four retailers where respondents shopped most for HBA 
products were Walmart at 27.4%; CVS at 12.4%; Target at 8.8%; 
and Walgreens at 8.5%. The combined share of the top-four 
retailer brands was 56.9%.

Amazon ranked fifth in Prosper’s November 2016 survey. The 
number of surveyed consumers who indicated they shop most 
often on Amazon has increased by 3% over the past five years, 
rising from 0.4% in November 2011, to 3.4% in November 2016. 
Amazon’s Subscribe & Save service, which offers customers 
incrementally increasing discounts for multiple subscriptions, 
might be helping Amazon build a loyal customer base.

Sample Size of Prosper Survey: N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics - Monthly Consumer Surveys, Euromonitor International

Figure 3. Percentage and Value of HBA Purchases Made Online
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Several specialty cosmetics retailers have seen their share in 
the HBA category increase over the past five years. In particular, 
Ulta’s share increased from 0.6% in 2011, to 1.9% in 2016, while 
Sephora’s rose from 0.4% to 1.2%. According to Euromonitor’s 
analysis on Beauty and Personal Care in the US, the increasing 
importance of the masstige segment has benefited these 
specialty cosmetics retailers. Apart from traditional premium 
brands, these retailers offer private-label products at the 
key US$10‒$20 price point, and have successfully captured 
consumers from a wider variety of backgrounds.

3. More consumers are shopping for selections 
and quality

Some 68.7% of survey respondents indicated that price is the 
major driver in their decision-making process when it comes to 
HBA products. Location was the second-most mentioned factor, 
with 48.5% of consumers citing it in the latest survey.

More consumers cite selection and quality as factors for 
purchasing HBA products most often at the respective 
stores—48.3% of respondents cited selection in the latest survey, 
up 2.9 percentage points from 45.4% five years ago; while 27.2% 
cited quality, up 3.3 percentage points from 23.9%. 

This is also in line with the masstige trend in the US beauty and 

Sample Size: N=8,502 (Nov 2011); N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Figure 4. Stores Where Consumers Shop Most Often for HBA, November 2011 vs. November 
2016 
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Sample Size: N=8,502 (Nov 2011); N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Figure 5. Factors Affecting Shopping for HBA Products, November 2011 vs. November 2016 

personal care market, where more consumers are looking for 
good quality products from reputable brands, but at a relatively 
affordable price.
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4. Consumers Shop Most Often at Walmart and 
Amazon Due to Price, but Amazon Scores Higher 
on Customer Satisfaction

We looked at consumer preferences when shopping for HBA 
products at a select group of retailers: Amazon, Walmart, CVS, 
Ulta and Sephora. 

Price and selection were the top mentioned reasons respondents 
shopped most often at Amazon, at 79.3% and 65%, respectively. 
This was also the case for those who shop most often at Walmart 
and CVS—price and selection was mentioned by 90.4% and 
56.4% of Walmart customers, respectively; while for CVS the 
figure was 65.2% and 48.2%.

Respondents who shop most often at specialty cosmetic retailers 
share some commonly mentioned reasons with those who shop 
at Walmart and CVS, such as location and selection, but there 
are differences among them as well. For instance, quality was 
mentioned by 60.1% of Ulta customers and 74.5% of Sephora 
customers. “Brands available” was one of the top mentioned 
reasons, cited by 46.2% of Ulta customers and 52.1% of Sephora 
customers. 

Sample Size: N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Figure 6. Factors Driving HBA Product Sales at Respective Retailers, November 2016 
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We took a closer look at price, which was the most mentioned 
reason for shopping at Walmart and CVS; and quality, which was 
one of the top mentioned reasons for shopping at Sephora and 
Ulta. In the following matrix, we can see that Amazon is similarly 
positioned as Walmart and CVS, where consumers indicate they 
shop there due to price rather than quality. 

* Size of bubble indicates retailer’s share as most often shop for HBA product 

Sample Size: N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Sample Size: N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Figure 7. Retailer’s Position in Terms of Price and Quality, November 2016 

Figure 8. Net Promoter Score (NPS) for Respective Retailers in Purchasing HBA Products, 
November 2016 
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However, when looking into the net promoter score (NPS) of the 
five retailer brands in November 2016, Amazon’s score of 37.2 
is comparable with specialty cosmetics retailers Ulta at 34.7 and 
Sephora at 44.8. On the other hand, Walmart’s score was -2.7, 
and CVS’s score was 3.5. 

Apart from price, we have looked into other less mentioned 
reasons for shopping most often at the respective retailers. 
Sephora, which has the highest NPS among the five retailers, has 
more customers mentioning trustworthy retailer (28.3%), service 
(32.3%), no hassle return policy (17.7%) and unique products 
(26.7%) as the reasons to shop most often there. Amazon’s 
customers mentioned trustworthy retailer (20.2%) and service  
(21.4%), which is similar to Ulta’s customers who mentioned 
trustworthy retailer (18.9%) and service (23.4%). 

More Amazon customers mentioned the above reasons than 
those of Walmart and CVS. This might indicate that better 
service, better return policies and image as a trustworthy retailer 
contribute to Amazon’s higher customer satisfaction and stronger 
customer loyalty.

Sample Size: N=7,206 (Nov 2016)
Source: Prosper Insights & Analytics, Monthly Consumer Surveys

Figure 9. Factors for Shopping for HBA Products Most Often at the Respective Retailers, 
November 2016 
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The Amazon Shopper Intelligence service combines Fung Global 
Retail & Technology analysis and commentary with input on 
thousands of US shoppers from Prosper. It includes: 

• Over 10 years of data on Amazon shoppers as well as on 
leading retailers’ shoppers

• Prosper Shopper Preference Share (indicates how Amazon is 
growing as a preferred retailer for 11 different merchandise 
categories, and the reasons why)

• Retail positioning maps (plot retailers and their competitors 
based on the percentage of their shoppers who shop there 
for particular reasons)

• Net promoter scores

• Key demographics



Millennials and Furniture in the US and the UK 

92

Millennials and Furniture 
in the US and the UK — 
Ten Characteristics That 
Define the Market 
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Millennials and Furniture 
in the US and the UK — 

Key Takeaways
1) Since millennials range in age from 16 to 36, 

they constitute a consumer segment that 
is of growing value in most markets. These 
consumers are entering their peak spending 
years and are establishing family homes. 

2) Currently, millennials in the US and the UK 
spend less on furniture than older generations, 
largely because they have lower incomes 
and household formation levels, as well as a 
propensity to live in smaller urban dwellings.

3) Millennials mainly prioritize furniture 
items that make their lives easier and more 
enjoyable, and only make useful purchases that 
represent good value. 

4) Millennials are attracted by furniture products 
with embedded technology as well as 
customized products that are unique.
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Executive Summary

This fourth report in our Millennials Series examines how 
millennial consumers spend on home furnishings. 

Millennials are typically defined as those born between 1980 
and 2000. Given the 20-year span, this generation makes up a 
sizable chunk of the US and UK population. These consumers are 
increasingly valuable to furniture retailers as they are entering 
their peak spending years and are establishing family homes. 
However, as we note in this report, frugal habits, more mobile 
lives and smaller living spaces are among the factors depressing 
their worth to retailers. 

Below, we identify ten characteristics of the millennials’ furniture 
market.

1. Household formation and home ownership is declining: 
Millennials get married and form families and households 
later in life than previous generations, stifling demand for 
home furnishings.

2. Living spaces are getting smaller: Millennials purchase less 
furniture as they opt to make only useful purchases and seek 
multifunctional products.

3. Increased mobility: Millennials seek furniture that is easy to 
move and easy to assemble.

4. Furniture sales are driven by the back-to-college period: 
College students are setting up new households and require 
furnishings for dorm rooms and apartments.

5. Seeking a strong price and value proposition: Currently, 
millennials spend less on home furnishings than previous 
generations, largely due to lower incomes and a preference 
to spend on experiences rather than possessions. 

6. Appreciation of vintage furniture: Millennials tend to seek 
individuality and differentiation, and due to their more 
limited budgets, tend to have an affinity for vintage items.

7. Acknowledge the importance of sustainability: Millennials 
appreciate products that are ethically and sustainably 
sourced.

8. Attracted by connected furniture of the future: Millennials 
tend to be tech-savvy, so they are natural customers for 
technologically advanced furniture.



Commerce Conundrum

9595

9. Still visit brick-and-mortar stores: Tech-savvy millennials 
browse for and research potential furniture purchases 
online, but still embrace the brick-and-mortar shopping 
experience.

10.Use of social media for decorating inspiration: This 
generation is more likely to browse and research products 
on Pinterest and Instagram to obtain design ideas and 
inspiration.

Established brands and retailers are facing competition from 
innovative, online startups that are catering to millennial 
shopping preferences while reshaping the furniture sector. 

Introduction

In this fourth report in our Millennials Series, we explore how the 
millennial age group is reshaping the furniture sector. Our first 
report in this series considered how this generation is changing 
the nature of grocery retailing. In the second report of the series, 
we focused on the beauty category and in the third, we looked 
at leisure activities. We define millennials as those born between 
1980 and 2000. 

In the following pages, we explore how millennials are reshaping 
the furniture and home décor sectors in the US and the UK. We 
identify ten characteristics that have emerged to shape their 
home furnishings buying trends, and discuss the implications 
for retailers. These characteristics cover macroeconomic factors, 
prevailing consumer preferences, the competitive environment 
and future consumer and technology trends. We mention new 
online startup companies that offer unique and innovative 
furniture and home furnishings products in the US and UK 
markets. 

The Millennials Series

Millennials are typically defined as those born between 1980 and 
2000. Given the 20-year age span, this generation makes up a 
sizeable chunk of the population. 

Millennials accounted for approximately 29% of the total adult 
population in the US and 27% of the population in the UK in 
2015. 
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Source: US Census Bureau/Fung Global Retail & Technology

Figure 1. US: Population Breakdown

This demographic is significant not only because of its size, 
but also because its consumer demands tend to differ notably 
from those of previous generations. While such a large group 
is inevitably diverse and complex, there are nevertheless some 
identifiable millennial trends:

• Many millennials have less money and financial security 
than previous generations.

• Millennials are highly adept at using technology and are very 
active on social media.

• They tend to be more socially conscious than older age 
groups, and are influenced by product offerings marketed as 
ethical, sustainable or environmentally friendly.

• They are more concerned with value and bargain hunting, in 
part out of necessity, as their economic opportunities have 
decreased.

• There is evidence that millennials are more interested in 
spending on experiences than on possessions.

• Similarly, there are indications that some millennials are 
shifting toward renting rather than owning belongings, from 
cars to furniture, although this may be influenced by the 
group’s relative economic insecurity.
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• Because they are often pressed for time, millennials are 
likely to be looking for convenience, especially when 
shopping.

These preferences and behaviors are substantially affecting 
product and service markets worldwide. Major brands and 
retailers need to adapt to cater to the demands of this 
increasingly large and valuable consumer segment.

Millennials and Furniture

In the following sections of this report we discuss our ten 
identified hallmarks of this age group’s furniture and home décor 
and spending. These are:

1. Household formation and home ownership is declining

2. Living spaces are getting smaller

3. Increased mobility 

4. Furniture sales accelerate in the back-to-college period

5. Seek a strong price and value proposition

6. An appreciation of vintage furniture

7. Acknowledge importance of sustainability

8. Attracted by connected furniture of the future

9. Still visit brick-and-mortar stores

10.Use of social media for decorating inspiration 

1. Millennial Household Formation and Home 
Ownership is Declining

US and UK millennials delay household formation more than 
previous generations, due to high housing costs in US and UK 
cities, including high rents and tight mortgage-lending standards. 
Additionally, many millennials do not have stable employment 
and are struggling to pay off student loans, so are buying homes 
later in life. In response, millennials are likely to live at home with 
their parents for longer, or rent a room in an apartment with 
other flat mates.
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According to the US Harvard Joint Center, household formation 
is closely correlated with housing affordability and income. 
Lower household formation rates depress consumer demand for 
furniture and home furnishings.

• The percentage of young Americans living with their parents 
has increased to a 75-year high. In 2015, almost 40% of 
young Americans between the ages of 18 and 34, were living 
with parents, the largest percentage since 1940, according 
to Trulia, an online residential real estate website. In fact, 
even despite an improved economy since the financial crisis 
in 2008–2009, the number of young Americans aged 18–34 
living with their parents has increased since 2005. 

Likewise, in the UK, the proportion of renters versus home 
owners has been increasing, particularly among millennials.

According to property firm Hammerson and market researchers 
Verdict, less than half of UK citizens born in 1990 will be 
homeowners by the age of 40, and 54% of millennials do not 
think they will ever be able to afford a property without financial 
aid from family.

Source: English Housing Survey, Department for Communities and Local Government

Figure 2. England: Private Tenants as a Percentage of Age Groups (%)
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We see the renting trend impacting on the furniture market. For 
those who are renting unfurnished properties, or who need to 
buy additional furniture in a furnished property, there is likely to 
be little reason to invest in quality and longevity: they may need 
to disassemble or even dispose of the item the next time they 
move.

People who rent homes may not invest large sums in their 
homes, but they will still likely buy categories such as homewares 
and small decorative items. Items from these kinds of categories 
can be taken easily from house to house, are complementary to 
furnishings that may be provided by landlords and tend to carry 
a lower ticket price, which means there is less investment by the 
consumer. 

• For more, see our November 2016 report Renting and Retail 
In The UK: Shifting Property Market Set to Impact on How 
Shoppers Spend.

2. Millennials’ Living Spaces are Getting Smaller

Space is often at a premium for millennials. Young people in the 
US and UK often move to urban areas where there is a greater 
concentration of jobs, and where living spaces tend to be smaller. 
Moreover, some UK and US millennials’ homes are getting 
smaller due to increasing housing and rental costs in cities. Space 
and storage considerations mean less furniture is required to 
avoid clutter. Since many millennials live in small spaces, they 
carefully assess product purchases for need and utility as well as 
willingness to take them when they move.

Space is a particular challenge in the UK, where homes are the 
smallest in Europe: average new builds there are only 92% of the 
recommended size, as architects reduce home and apartment 
sizes due to soaring house and land prices.

Designers and retailers can appeal to millennials by producing 
smaller and more modular and multifunctional furniture that can 
more easily fit into smaller living spaces.

John Lewis reported that sales of smaller beds increased 53% 
year over year and mini-sofas by 12% in 2016. Strong sellers 
included a full-length mirror with shelves behind it, a coffee table 
that turns into a desk and a TV that doubles as a mantelpiece.

Urban living also means millennial consumers desire to purchase 
furnishings online and collect merchandise from convenient 
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drop-off points, instead of trekking to out-of-town superstores. 
Companies need to offer accessible collection points in central 
areas. 

IKEA has started opening smaller stores and city-center pickup 
points with better accessibility to public transport, much more 
conveniently located than its traditional out-of-town warehouses. 

3. Millennials are More Mobile 

Millennials are also tending to live more transient lives than 
previous generations, moving cities or apartments more 
frequently, and so are more likely to be looking for efficient and 
pain-free furniture solutions. Millennial furniture purchases 
are more short term in nature and flat-pack, deconstructable 
furnishings are easy to transport and assemble. 

Many new innovative online furniture retailers have been 
established that offer unique furniture pieces for the migratory 
millennial lifestyle.

Burrow, an online furniture retailer, designs and produces 
couches that are shipped in three or four boxes and are easily 
carried and assembled without tools in a few minutes.

Casper, an online mattress retailer, sells foam mattresses and 
delivers them compressed in boxes.

Campaign is an e-commerce furniture company that offers 
a range of sofas and chairs that can be assembled in a few 
minutes without any tools, are easily packed and convenient to 
move. 

Greycork produces furniture pieces that are made of 9-10 
components. 

Wood-Skin, an Italian design studio, developed a self-assembling 
table that transitions from flat to fully built with a simple pull. 
The product folds by itself according to a predesigned pattern.

Source: wood-skin.com
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4. Millennial Furniture Sales Accelerate in the 
Back-to-College Period

Particularly in the US, the back-to-college season is important 
for furniture and home décor spending by and for the youngest 
millennials, as college students are setting up a new household 
for the first time and require merchandise for dorm rooms and 
apartments.

US millennials spent over US$6 billion on dorm or apartment 
furnishings during the back-to-school season in 2015, according 
to the National Retail Federation (NRF). In the UK, the most 
commonly purchased back-to-university goods were bedroom 
items such as bed sheets and lamps, mentioned by 53.8% of 
survey respondents in November 2016, according to Verdict 
Retail. 

5. Millennials Seek a Strong Price and Value Prop-
osition

Millennials seek inexpensive furnishing items, as they have 
limited financial resources. Furthermore, due to their increased 
mobility, millennials tend to not invest in long-term furnishings. 
Many millennials also prefer to spend on experiences rather than 
possessions. 

For these reasons, millennials seek furniture products that 
are affordable for adequate quality, providing good value 
functionality. According to Essential Retail, 27% of UK millennial 
consumers do not own a large piece of furniture and do not think 
they will be able to afford one in the next five to ten years. 

According to a 2016 study by Furniture Today, US millennials plan 
to decorate or redecorate the living room space first. However, as 
previously mentioned, millennials spend less even on living room 
furnishings, than other age groups, as depicted in the following 
graph.

Source: wood-skin.com
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Source: Furniture Today/Fung Global Retail & Technology

Figure 3. US: Consumers’ Planned 2016 Living Room Redecoration Expenditures, by Age Group 
(USD)

In terms of aesthetics, millennials often prefer homes with clean 
lines and modern styles, and well-organized spaces, with efficient 
and abundant storage space. 

Many millennials tend to favor furniture styles and designs that 
are minimalist, modern and fashionable. Among these shoppers, 
Scandinavian and industrial styles are popular, benefitting 
retailers such as IKEA.

6. Millennials Appreciate Vintage Furniture

Due to limited budgets, millennials are less likely to purchase 
pricey name brands to impress, while many seek original and 
unique items. However, many will still seek individuality and 
differentiation. Handmade items, artistic features and vintage 
pieces bring in an element of personalization.

According to Furniture Today, 63% of millennials prefer vintage 
furniture, a higher share than in other age groups, as depicted by 
the following graph. 
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Source: Furniture Today/Fung Global Retail & Technology

Figure 4. US: Percentage of Consumers Who Prefer Vintage Furniture, by Age Group, 2016

This preference for vintage furniture has contributed to the 
popularity of second-hand and used outlets, as well as online 
marketplaces.

• Amazon launched a US and UK marketplace called 
Handmade at Amazon that sells artisan products similar 
to Notonthehighstreet.com and online marketplace for 
handmade objects Etsy. The Amazon marketplace offers over 
1,000 products including furniture, home décor and artwork. 

• Crate and Barrel also recently announced the launch of a 
marketplace that offers highly curated products from third-
party sellers.

7. Millennials Acknowledge the Importance of 
Sustainability

According to research firm Mintel, millennial consumers are 
more likely than other generations to consider sustainability 
before making purchases. Millennials appreciate products 
that are ethically and sustainably sourced and considered 
environmentally friendly. These values translate into millennials 
seeking to purchase efficient appliances and products that 
reduce energy consumption, such as LED lightbulbs. According 
to Accenture, millennials tend to be keen to adopt new energy-
related products and service applications, for example smart-
home technology such as lights and exhaust fans that turn on 
and off via sensors.
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John Lewis, a UK department store, reported that sales of 
connected home items, such as Nest technology that can adjust 
heating and lighting via a mobile phone app, were up 89% year 
over year in 2016. Home monitoring technology grew 265% year 
over year and represented the chain’s fastest-growing categories. 

IKEA is a retailer at the forefront of sustainable product 
development and has developed smart lightbulbs and lighting 
panels controlled by a remote control. IKEA is also working on 
developing plastic materials made from recycled and renewable 
sources. 

8. Millennials are Attracted by Connected 
Furniture of the Future

Millennials tend to be tech-savvy, so they are a natural customer 
base for a new wave of technologically advanced furniture 
products.

The furniture of the future will provide all kinds of connectivity, 
and there will be a rise in internet-enabled and digitally-
transformable furniture that will be controlled remotely through 
apps.

Innovative products that connect furniture with smart phones 
or combine furniture with technology and fashion design are 
emerging in the US and globally. 

Curvilux designed a nightstand that can answer calls, stream 
music, set mood lighting and charge devices. 

Source: curvilux.com
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Sleep Number, a US mattress manufacturer, produced a SleepIQ 
mattress that controls desired comfort levels for different body 
parts through a smartphone app. The technology also gathers 
sleeping heart rate data, motion and breathing, as well as 
analyses data and rates sleep quality. The mattress also connects 
with health and fitness apps such as Fitbit.

King Living, an Australian furniture company, produces King 
Sofa, which incorporates voice-controlled reclining via the Apple 
iPhone using the Siri assistant. 

HUMElab designed an interactive touch coffee table that serves 
as a typical coffee table, but also allows users to play video 
games on it, handle documents, send emails and watch videos. 

IKEA has produced furniture that includes wireless mobile phone 
charging stations.

9. Millennials Still Visit Brick-and-Mortar Stores

US millennials research and purchase home furnishings at a quick 
pace, with the majority spending one week only to research 
products, according to Furniture Today. 

Among all furniture types, millennials take the longest to 
research a sofa purchase; on average, they take a month before 
committing to a purchase decision.

• US millennials are also not willing to wait for furniture 
deliveries for a long time, especially for online purchases. 

• Almost half of millennial online buyers expect a delivery 
within 1-2 weeks and 13% less than a week or even the 
same day. 

• With in-store purchases, 36% want same-day delivery and 
31% less than one week, according to Furniture Today.

Tech-savvy millennials browse for and research potential 
furniture purchases online, but still embrace the brick-and-
mortar shopping experience. According to Furniture Today, 47% 
of US millennials shop for furniture online, but buy at brick-and-
mortar stores. Meanwhile, only 3% of US millennials do not find 
it necessary to touch and feel furniture and mattresses before 
making a major purchase, according to Accenture.

Source: curvilux.com
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Source: Furniture Today/Fung Global Retail & Technology

Figure 5. US: Percentage of Consumers that Research Furniture Online and Buy In-Store, by Age 
Group, 2016

The online channel in the US and UK will continue to develop 
robustly with the adoption of new technologies such as virtual 
and augmented reality (VR/AR). Consumers will increasingly shop 
for home products with the aid of VR and AR, facilitating fast 
and easy product visualization, including of products tailored or 
designed to order. And furniture retailers can use app technology 
and AR to show consumers how certain furniture can fit into 
their homes.

• IKEA used VR at a pop-up restaurant in London, where 
customers could use an app to visualize in 3D how catalogue 
items would look in their homes. 

• Wayfair, a US online pure-play furniture retailer, launched 
an app designed to guide shoppers using VR through virtual 
furniture showrooms. 

10. Millennials Use Social Media for Decorating 
Inspiration 

Millennials follow design trends on social media sites such as 
Pinterest and Instagram and use them to generate furnishing and 
decorating ideas.

Social media is also becoming a more popular channel for online 
product research and idea sharing. Pinterest is the leading social 
media site US consumers use to research furniture products, and 
the site’s popularity is the strongest among millennials, according 
to Furniture Today.
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Source: Furniture Today/Fung Global Retail & Technology

Figure 6. US: Breakdown of Furniture Consumers Who Use Pinterest for Online Research, by Age 
Group

Which Retailers are Set to Benefit from Millennial 
Purchasing Habits?

We believe the retailers that are benefitting the most from 
millennial furniture purchasing habits—and will continue to do 
so—will be those that offer low prices, on-trend merchandise 
and continuously new merchandise providing ample choice and 
variety. These include Amazon, IKEA, Wayfair and At Home.

Amazon has been the fastest-growing UK furniture and 
homewares retailer over the past five years, apart from Dunelm. 
Amazon has more than doubled its UK home purchases market 
share since 2011, and is forecast to reach 3.7% in 2016, according 
to research firm Conlumino.

IKEA has increased its UK sales for a fifth consecutive year 
and has announced a goal to double its UK sales by 2020. The 
company opened four small order-and-collection shops in the UK 
in 2016. 

Wayfair is the leader in the US furniture e-commerce space and 
posted a strong performance in the holiday 2016 period. 



Millennials and Furniture in the US and the UK 

108

Source: wayfair.co.uk

At Home, a US-based retailer, has reported 11 straight quarters of 
comparable sales increases and doubled its store footprint over 
the past four years. At Home operates brick-and-mortar stores 
only (online selection browsing capability) and its business model 
is similar to fast-fashion apparel disruptors Zara and H&M. The 
company has a fast product cycle, due to the fact that it designs 
70% of its merchandise, having a 3- to 9-month development 
process, compared to two years for legacy furniture chains. 

At the same time, established brands and retailers are likely to 
face competition from newer companies that target millennials’ 
demands more sharply. Nimbler, tech-enabled online pure 
players are often focused on serving millennial needs, which 
means that they can chip away at legacy brands’ current and 
future customer bases.
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Source: wayfair.co.uk

Key Takeaways

• Because millennials range in age from 16 to 36, they 
constitute a consumer segment that is of growing value in 
most markets. 

• Currently, millennials in the US and the UK spend less on 
furniture than previous generations, largely because they 
have lower incomes and household formation levels, as well 
as a propensity to live in smaller urban dwellings.

• Millennials mainly prioritize furniture items that make their 
lives easier and more enjoyable, and only make useful 
purchases that represent good value. 

• Millennials seek small, multifunction and affordable 
furnishings and are attracted by products with embedded 
technology. 
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India Rising—
An Overview of India’s 
Burgeoning Startup Ecosystem
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Key Takeaways
This is the first report in our series on the 
Indian startup ecosystem.

1) India started 2016 with 4,400 technology 
startups, which comprised over 40% of 
the country’s total startups. 

2) Nearly 76% of India’s business-to-
consumer (B2C) tech startups were 
concentrated in the e-commerce and 
online aggregators sector.

3) A large proportion of startups, 
incubators and accelerators are situated 
in Bangalore, India’s main startup hub.

4) The Indian government has launched 
campaigns such as “Startup India” 
and “Make in India” to encourage 
entrepreneurship and investment in the 
country.

5) Business would likely benefit from 
clearer and more realistic government 
initiatives, objectives and policies for 
new businesses and entrepreneurs. 
Moreover, improving basic infrastructure 
in the country would contribute to 
growth in commerce.
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Executive Summary

The Fung Global Retail & Technology team traveled to India 
to research the startup sector, and to meet with startups and 
entrepreneurs that are making an impact in various industries. 
This is the first report in our Indian Startup Ecosystem series. In 
this report, we provide an introduction to the ecosystem and its 
major players.

Three key factors are fueling India’s startup ecosystem: a focus 
on science and technology in academic study, a largely young 
workforce and a spike in funding. India is also the world’s second-
largest country by population and has the fourth-fastest-growing 
economy.

We have identified the following four key types of players that 
are helping to develop the country’s innovation ecosystem: 
startups, incubators/accelerators, investors and the government. 
In 2016, India had over 4,400 tech startups and ranked third 
after the US (48,000 tech startups) and the UK (over 5,000 tech 
startups). 

Many incubators are located in the country’s top science, 
technology, engineering and management institutes. Local 
specialist firms and multinationals that have their research and 
development (R&D) centers in India have also established many 
incubators and accelerators. 

Indian startups have attracted the attention of domestic and 
foreign investors alike, and in recent times, as the government 
has opened up the economy, it appears that the amount of 
funding received from overseas investors has surpassed that of 
domestic investors.

The government has introduced campaigns such as “Startup 
India” and “Make in India” to encourage entrepreneurship, 
investment in the country and subsequent job creation. However, 
challenges remain.

Business would benefit from clearer and more realistic 
government initiatives, objectives and policies for new 
businesses and entrepreneurs.  And improving basic 
infrastructure in the country would contribute to the growth of 
companies.

Moreover, the Indian startup ecosystem would arguably benefit 
from greater originality in the ideas it creates, in order to 
compete on a global level. Instead of creating me-too firms with 
an Indian edge, entrepreneurs need to ideate original businesses 
that will give them a first-mover advantage around the globe.
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An Introduction To The Indian Startup Landscape 

India’s startup ecosystem is robust and thriving, and is vastly 
concentrated in the technology sector. The Fung Global Retail & 
Technology team traveled to India to research the startup sector, 
and to meet and speak with the companies and entrepreneurs 
that are making an impact in various industries. We will publish 
our key findings in a series of Indian Startup Ecosystem reports. 
In this first report, we provide an introduction to the ecosystem 
and its major players.

What Makes India Unique?

Three key factors are fueling India’s startup ecosystem: a focus 
on science and technology in academic study, a largely young 
workforce and a spike in funding. It is also the world’s second-
largest country by population and has the fourth-fastest growing 
economy, according to the IMF. 

Here are our Need to Knows:

• India started 2016 with some 4,400 technology startups, and 
these comprised over 40% of the country’s total startups, 
according to Indian trade body NASSCOM and management 
consulting firm Zinnov. 

• This ranked India third, after the US (which had produced 
about 48,000 tech startups) and the UK (around 5,000). 

• In a country where there are fiercely competitive academic 
exams for university courses in the science, technology, 
engineering and medical fields, many startup hubs and 
incubators are based in some of India’s top universities, such 
as the Indian Institutes of Technology (IITs) and the Indian 
Institutes of Management (IIMs). 

• Nearly 76% of India’s B2C tech startups were concentrated 
in the e-commerce and online aggregators sector in 2015, 
according to NASSCOM and Zinnov.
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Source: NASSCOM/Zinnov

Source: Compass

Figure 1. India: Distribution of India’s B2C Startup Investments by Sector, 2015

Figure 2. Average Age of Founders in Top-20 Global Startup Ecosystems (Years), 2015

India’s youthful population supports this ecosystem. Some 
65% of Indians are aged 35 and Bangalore has the youngest 
entrepreneurs among major cities worldwide, with an average 
age of 28.5 years compared to Silicon Valley’s 36.2 years. 
Bangalore is India’s top city for startups and ranked 15 in the 
Global Startup Ecosystem Index. 
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Source: NASSCOM/Zinnov

Figure 3. India: Share of Startups in India, by City, 2015

Bangalore is home to 26% of India’s startups, according to 2015 
data from NASSCOM and Zinnov. Dubbed as India’s ‘Silicon 
Valley,’ the city is smaller in size than the bustling metropolises of 
Mumbai and Delhi, has a cosmopolitan English-speaking crowd, 
numerous co-working spaces and fairly good technological 
infrastructure. It is home to many of India’s indigenous IT firms, 
and has long been known as an outsourcing destination for tech 
companies in the US and Europe, so hiring technologically-skilled 
people in the city is easy.

Apart from containing the majority of Indian startups, Bangalore 
has seen many incubators, accelerators and venture capitalists 
set up shop. 

However, the startup story in India is not a recent one. According 
to Microsoft Accelerator, the Indian entrepreneurial evolution 
occurred in the 1970s when the first graduates of computer 
science from national universities went on to found some of 
India’s biggest names in IT, such as Tata Consultancy Services 
(TCS), HCL and Patni. 

After the government introduced liberal reforms to the tech 
industry, around the mid-1980s, Texas Instruments was one 
of the first international technology companies to establish an 
Indian facility for software exports in Bangalore. This was the 
forerunner to many more international firms following suit and 
setting up an Indian IT facility to support their global business.

Since the 1980s, Indian commerce has seen much evolution in 
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terms of the kinds of companies being established in the country 
and the number of multinational players showing interest 
in the country; some estimates suggest that the number of 
multinationals in India quadrupled between 1991 and 2012. It 
has also gained from reforms introduced by the government to 
open up the economy.

However, in the last decade or so, India has generated increased 
interest from foreign investors. This has been particularly 
notable in the past two to three years, as the government 
launched campaigns such as ‘Startup India’ and ‘Make in India’ to 
encourage investment and support businesses and entrepreneurs 
in the country.

In 2015, India saw its highest-ever level of startup funding, with 
some $9.0 billion invested in the country’s firms, up from some 
$5.0 billion in 2014, but 2016 saw funding fall to about $4.0 
billion, according to startup-tracker YourStory.

Source: YourStory

Figure 4. India: Disclosed Startup Funding (USD Bil.) 
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R&D in India

The Indian government plans to plough cash into R&D. Until 
2015, the government had allocated less than 1% of GDP toward 
R&D. The Ministry of Science & Technology has proposed that 
this be increased to at least 2% in the coming years. It remains to 
be seen if the government will move forward on this.

In the private sector, however, India has seen a sizeable amount 
invested in R&D, as several international corporations moved to 
set up their R&D base in the country. Most recently, American 
firms Mondelez, the Boston Scientific Corporation, Ford Motor 
Co., Informatica, German firm Bosch and Chinese tech company 
Huawei are a few of the many international names that have 
chosen India to further their R&D competence. The Indian 
government has also signed a Memorandum of Understanding 
(MoU) with the UK government, to take research in the fields of 
solar energy and nano materials, further.

As India has grown to be an innovation hub, this has led to the 
rise of an active ecosystem, with many firms setting up their base 
in India or home-grown firms being founded to fulfil the various 
roles necessary for other companies to thrive.

The Key Players in the Indian Startup Ecosystem

We have identified the following four key types of players in the 
startup ecosystem: 

i. Startups

ii. Incubators and accelerators

iii. Investors

iv. The government 

In this section, we discuss some of the important firms that have 
made a mark on the Indian startup ecosystem. 
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i. Startups 

As we noted earlier, many of India’s startups are centered 
primarily around technology. So far, India has seen around nine 
of its startups, across sectors, join the unicorn club (i.e., having a 
total valuation of $1 billion or more). These are ranked below by 
the amount of funding they have received.

Startup Sector Funding (USD Mil.)

Flipkart E-Commerce $3,200 

Snapdeal E-Commerce $1,700 

Ola Cabs Taxi Aggregator $1,230 

Paytm Fin Tech $935 

Quikr Marketplace $350 

Hike Messenger App $261 

Big Basket Grocery E-Commerce $246.8 

Oyo Rooms Hotel Network $230 

Zomato Food Tech $223.8 

Inmobi Ad Tech $220.6 

CarTrade Automobile Marketplace $188 

Practo Med Tech $179 

Grofers Logistics $165 

Housing.com Online Real Estate $159.2 

Ecom Express Logistics $149 

Byju’s Education Tech $149 

Shopclues Marketplace $131.3 

Pepperfry Furniture/Homewares E-Commerce $128 

MobiKwik Fin Tech $126.9 

Delhivery Logistics $126.5 

BookMyShow Entertainment Ticket Booking $124.5 

 *As of January 20, 2017.
Source: Tracxn/Techinasia.com/Crunchbase.com

Figure 5.’Big Buckets’ of Indian Startups: Top Firms by Funding Received*
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ii.  Incubators and Accelerators

Many of the important incubators have risen from India’s top 
national engineering and science colleges and universities. The 
government lists some 118 incubators from universities, public-
sector industry associations and self-help groups on the website 
for its “Startup India” campaign, but there are many that have 
been established by industry veterans and by the multinationals 
that have located their R&D centers in India. 

Below, we profile some of the main incubators and accelerators 
that we have identified in the retail and tech space:

1. Kyron Global: Bangalore-based accelerator Kyron was 
established in 2012 and focuses on the fintech, ed-tech, 
media and retail sectors. It takes a keen interest in startups 
using emerging technologies such as 3D printing, Internet 
of Things (IoT), virtual reality (VR) and robotics. Some of the 
better-know startups from this accelerator include bitcoin 
company Unocoin and price-comparison platform Scandid. 

2. GSF India Accelerator: This 13-week accelerator program is 
in its fifth year and has produced several successful startups 
such as DailyRounds, a clinical case-based mobile app for 
doctors, and Townista, an app to discover and book local 
social events in a city. Several of the angel investors and 
mentors are the founders of established startups and well-
known companies in India.

3. Freemont Partners: Mumbai-based Freemont Partners 
provides seed funding and mentorship to tech-based 
startups in the mobile, health-tech and e-commerce sectors. 
It has partnered with the incubation cells of four of India’s 
top business and engineering schools and provides seed 
funding of up to Rs5 million ($73,400).

4. Microsoft Accelerator: This accelerator was set up by the 
tech giant Microsoft in 2012 to identify and support early-
stage tech entrepreneurs. It runs two programs of four 
months each to mentor startups in the cloud, internet and 
mobile technologies that use Microsoft.  

5. Target Accelerator: This was set up by US retailer Target in 
2014, for startups that concentrate on disrupting retail. The 
key areas that the 16-week program looks at are: marketing, 
omnichannel, mobile, big data analytics, merchandising and 
supply-chain technologies. 
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6. Catalyzer: This accelerator runs programs for startups 
concentrating on mobile, internet and telecom in the tech 
space, and on education, environment, healthcare, nutrition 
and design in the nontech space. It even ran a workshop 
in 2015, in collaboration with US-based MIT to mentor and 
train an exclusive set of attendees. 

7. AnthahPrerana: This is an accelerator organized by 
the Bangalore chapter of global community The Indus 
Entrepreneurs to mentor 10 selected startups every year. It 
runs a two-day bootcamp at Bangalore’s premier business 
school IIMB and then a 90-day “Turbo Accelerator” program. 
Key areas of focus include health-tech, food-tech, smart-
farming solutions and robotics.

iii. Investors

Indian startups have attracted the attention of domestic and 
foreign investors alike, and in recent times, as the government 
opened up the economy, it appears that the amount of funding 
received from overseas investors has surpassed that of domestic 
investors. We outline some of the most active investors below. 
Many of these have invested heavily in retail, e-commerce and 
technology.

Startup Sector

Sequoia Capital
This is an American venture capital (VC) 
firm with offices around the world. Sev-
eral rankings and news reports indicate 
that, in 2015, it was the most active 
investor in Indian startups. 

SAIF Partners
Bangalore-based venture and growth capital fund 
is one of the most active Indian investors in the 
country’s startup scene. It has invested in a variety 
of sectors so far, including healthcare, finance, 
retail and technology. Some of its most popular 
investments are in travel portal MakeMyTrip, search 
services firm Justdial, furniture e-commerce site 
Urban Ladder and digital payments firm Paytm.

Tiger Global Management
New York-based Tiger Global has been 
an active investor in Indian startups, the 
most popular one being Flipkart. And in 
May 2016, it was announced that the 
hedge fund, which is the largest investor 
in the e-tailer, cut its stake in Amazon 
by two-thirds. In January 2017, it was 
announced that a managing director at 
Tiger Global was made CEO of Flipkart, as 
it owned nearly 30%–33% of the retailer.

Kalaari Capital
VC firm Kalaari Capital is based in Bangalore and 
invests in early-stage tech startups in the internet, 
fintech, ed-tech, e-commerce and enterprise soft-
ware sectors. Some of the big-name investments it 
has made are in furniture e-commerce site Urban 
Ladder, social news and entertainment platform 
ScoopWhoop, online jewelry retailer Bluestone and 
lingerie e-commerce site Zivame. 

Figure 5.’Big Buckets’ of Indian Startups: Top Firms by Funding Received*
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This is not an exhaustive list of venture capital firms in India 
but is indicative of the companies providing venture funding 
to startups. Apart from these firms, individual investors, 
private equity firms, crowdfunding platforms, banks and asset 
management firms take an active interest in the Indian startup 
space.

 

iv. The Government

In August 2015, the Indian government announced a campaign 
called Startup India to encourage entrepreneurship, the 
establishment of new businesses and the subsequent creation 
of jobs. As part of the campaign, new policies were created to 
foster the easy setup of business in India and avoid the typical 
bureaucratic barriers that firms used to face.

To facilitate entrepreneurship in India, the government has 
implemented many benefits as part of the Startup India initiative, 
such as:

• Reducing the patent registration fee by 80%.

• Launching a mobile app and website, bringing together 
important information about the country’s startup 
ecosystem.

• Offering tax rebates for three years.

Startup Sector

Accel Partners
California-based Accel Partners has 
actively invested in many Indian startups, 
including Flipkart, BookMyShow, Swiggy 
and Ola.

IDG Ventures
IDG Ventures is a global VC firm with 
a strong presence in India. It takes an 
active interest in the Indian internet, 
mobile, software, health tech and fintech 
sectors. Some of the more popular firms 
that the Indian office has invested in are 
Flipkart, Myntra (now owned by Flipkart), 
lenskart.com, firstcry.com and Zivame.

Source: Yourstory/Tracxn/Sequoia Capital/SAIF Partners/Kalaari Capital/Tiger Global Management/Accel 
Partners/IDG Ventures
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• Introducing a modified bankruptcy code.

• Launching a fund of funds worth Rs100 billion to provide 
seed capital to startups.

The campaign has allowed for many such provisions but in a 
complex, fragmented economy like India’s, optimistic initiatives 
such as this face a high risk of running aground. For example, the 
initial participation was lower than anticipated, so the policy was 
revamped and relaunched in 2016. Currently, the government is 
mulling over the overhaul of the fund of funds and allowing the 
involved investors to allocate half of the amount to mature-stage 
startups and the other half to early-stage startups. 

In the World Bank’s 2016 ranking of 189 countries for ease 
of doing business, India comes in at a disappointing 131. 
Inefficient implementation of highly idealistic incentives such as 
this, including the frequent altering of policies, do not help to 
ease conduct of business. Such implementation can make the 
government’s role less assuring and fail to provide the intended 
boost to startups.

Source: india.gov.in
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Outlook: What Is Still Needed

The pace of economic growth, the size of its youthful population 
and flourishing talent pool mean India is primed to be a global 
leader in innovation. However, there are several aspects that are 
restraining its ability to grow, of which many are related to the 
country’s governance.

• Business would benefit from clearer and more realistic 
government initiatives, objectives and policies for new 
businesses and entrepreneurs:  While the “Startup India” 
campaign looks great on paper, and is likely to curb the 
“Inspector Raj” culture or the rule of bureaucracy, there are 
areas that can be simplified or improved on. For example, a 
tax holiday for three years may not be very useful to most 
startups, as most businesses need between two to three 
years just to break even.

• Improving basic infrastructure in the country will 
contribute to growth in commerce and the economy: High 
Internet penetration numbers and such are merely due to 
the size of the population and are driven by private-sector 
investments. In 2015, the World Economic Forum identified 
the following factors as holding up India’s infrastructure 
development: corruption, political and regulatory risk, 
access to financing and macroeconomic instability. 

• The Indian startup ecosystem would arguably benefit 
from greater originality in the ideas it creates, in order 
to compete on a global level: It is commendable that 
numerous home-grown startups, such as Flipkart and Ola, 
are giving their global rivals a run for their money within 
India. But instead of creating me-too firms with an Indian 
edge, entrepreneurs need to ideate original businesses that 
will give them a first-mover advantage around the globe.

India is number three in the world in terms of a dynamic startup 
ecosystem. However, some remaining hurdles can only be 
overcome by the government. If doing business in India gets 
easier, it can attract further investment, talent and mentorship 
that can help grow the domestic innovation space.

Source: india.gov.in
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Key Takeaways
1) Major value retailers account for almost 

one-quarter of the total UK clothing 
market, we estimate. The value apparel 
market was worth nearly £10 billion in 
2016, and sales increased at a CAGR of 
3.4% over the past five years.

2) New entrants and higher standards have 
boosted the UK value clothing market. 
The structural “winners,” such as Primark 
and Boohoo.com, are those that offer a 
fast-fashion product to a young target 
customer.

3) Grocery retailers are prominent in the 
value apparel market, and they appear 
to have gained sales as a result of the 
BHS closure in August 2016.

4) Higher standards and an explosion 
in choice are heaping competitive 
pressures on long-standing value players.
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Executive Summary

Major value retailers account for almost one-quarter of the 
total UK clothing market, we estimate, based on Euromonitor 
International data. The value apparel market was worth almost 
£10 billion (including VAT) in 2016, and sales increased at a 
CAGR of 3.4% over the past five years. Two major factors have 
underpinned growth in the value clothing market in recent years: 

1. The product offering has been vastly elevated: Value 
retailers are more popular because value apparel is better 
than ever. The selection of stylish and attractive product 
available at very low prices has dramatically increased, 
especially in merchandise ranges targeted to millennial and 
Gen Z consumers.

2. E-commerce has injected new vigor into the value market: 
Sophisticated, fashionable online-only players are distinct 
from the somewhat tired formats of previous generations 
of value retailers. Boohoo.com and Missguided have been 
vastly outperforming their multichannel peers, even when 
measured only against those retailers’ online sales, as well 
as their brick-and-mortar peers.

Primark, with total UK revenues of £2.9 billion in fiscal 2015 
(latest available data) and Asda’s George brand, with estimated 
clothing and footwear sales of around £2.1 billion in fiscal 2016, 
are the biggest players in the UK value clothing market. Grocery 
retailers and online-only retailers are two highly successful 
segments in the market, and new entrants continue to pile in.

Grocery retailers are prominent in the value apparel market. 
Tesco, Sainsbury’s and Morrisons appear to have gained sales as 
a result of the closure of the BHS chain. Each of these retailers 
remarked that they had seen strong apparel growth over the 
Christmas 2016 period. This benefit will fall away after the 
anniversary of BHS’s final closure, which was in August 2016.

Internet-only retailers such as Boohoo.com, PrettyLittleThing 
and Missguided are growing rapidly. Boohoo.com recently said 
that sales for fiscal year 2017 (ended February 28), were up 
about 50%, ahead of previous guidance of 46%–48% growth. The 
company recently acquired PrettyLittleThing, which will further 
boost its UK revenues. Privately owned Missguided recently 
reported that sales were up 34% in the year ended March 2016, 
and that sales rose 60% in the subsequent six-month period.

New entrants are heightening competition in the market. These 
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include Pep&Co, which is now rolling out clothing to stores in its 
sister chain, Poundland. Reserved, a Polish retail brand, is set to 
open its first UK store shortly, on London’s Oxford Street. And 
Amazon, which already offers low prices on branded fashion, is 
set to launch private-label products designed specifically for the 
UK market.

Higher standards and an explosion in choice are heaping 
competitive pressures on a number of long-standing value 
players such as Matalan, New Look and Blue Inc. So, growth in 
the overall value clothing market is not a rising tide that is lifting 
all boats. 

Introduction

In this report, we explore value clothing retailing in the UK, 
including reviewing leading value players and analyzing drivers 
of growth. We look at the size and growth of the value clothing 
market and the market shares of top retailers, discuss grocery 
retailers and Internet-only retailers that sell value apparel, and 
identify likely winners and losers in 2017.

We define value clothing retailers as those that offer low price 
points that are generally significantly below those of midmarket 
rivals: in essence, the value retailers are where shoppers are 
likely to turn if they are strapped for cash. Almost all value 
retailers focus on private-label fashions rather than on third-
party brands.

Retailers in this market include Primark, Boohoo.com, New 
Look, Matalan, H&M, Peacocks, Pep&Co, Missguided, Forever 
21, Select Fashion, Blue Inc and the now-defunct BHS. We also 
consider the private-label apparel lines offered by grocery 
retailers Tesco (F&F brand), Sainsbury (Tu brand) and Asda 
(George brand) as part of the value market, as well as apparel 
offered by grocers Aldi and Lidl.

There is a case for including Sports Direct and T.K.Maxx within 
the value market, as they typically sell below full retail price, or 
at least with the appearance of a discount. However, we consider 
them adjacent to the value sector for two reasons. First, in many 
cases, they are selling at prices that are still substantial. Second, 
and relatedly, Sports Direct and T.K.Maxx also provide customers 
with substantial branded offerings, including big-name mass-
market brands and, in the case of T.K.Maxx, premium labels.
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Value Retailers Capture One-Quarter of the Cloth-
ing Market

Major value retailers account for almost one-quarter of the 
total UK clothing market, we estimate, based on Euromonitor 
International data on 14 major value retailers:

• The value market’s aggregate market share has increased 
by approximately 510 basis points in the last 10 years, as 
depicted in the graph below.

• The size of the UK value clothing market was almost £10 
billion (including VAT) in 2016, and sales increased at a CAGR 
of 3.4% over the past five years.

As we discuss later, however, not all major value retailers have 
gained over the period.

Two major factors have underpinned growth in the value clothing 
market:

1. The product offering has been vastly elevated: Value 
retailers are more popular now because value apparel is 
better than ever. The selection of stylish and attractive 
product available at very low prices has dramatically 
increased, especially in terms of merchandise targeted to 
millennials and Gen Zers.

The graph shows the sum of 14 major value retailers’ estimated clothing sales and market shares: the retailers 
are Asda, Primark, Matalan, Tesco, New Look, H&M, Peacocks, Sainsbury’s, Lidl, Aldi, Boohoo.com, Missguided, 
Forever 21 and BHS.
Source: Euromonitor International/Fung Global Retail & Technology

Figure 1. UK: Major Value Clothing Retailers’ Sales (Left Axis, GBP Bil.) and Aggregate Share of 
Total UK Clothing Market (Right Axis, %) 
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2. E-commerce has injected new energy into the value 
market: Sophisticated, fashionable online-only players are 
providing a very different shopping proposition from the 
occasionally tired-looking store formats and relatively basic 
product offering of previous generations of value retailers. 
As a result, Boohoo.com and Missguided have been vastly 
outperforming their brick-and-mortar peers, even when 
measured only against those companies’ online sales.

For these reasons, the value market has attracted a broader 
and more diverse range of consumers, including young, fashion-
conscious shoppers who have turned to pure plays and middle-
class consumers who are trading down for certain purchases such 
as basics while visiting higher-end stores for investment items.

Reflecting the higher standards in the segment, the growth in 
value retail has not been a rising tide that has lifted all boats. 
Undistinguished middle-ground retailers targeting shoppers in 
the family life stage or older shoppers have struggled to gain 
traction, just as their midmarket retail peers have. For example, 
Matalan has posted declining sales and BHS closed down 
completely in August 2016 following years of revenue declines.

Top Retailers in Value Clothing

Market Share

Below, we break down the value clothing market by retailer, 
based on Euromonitor data. Some smaller players, such as Select 
Fashion and Blue Inc, are not included. The still-tiny market 
share captured by Internet-only retailers is notable. For example, 
Boohoo.com and Missguided capture only small shares. We think 
this underlines the fact that there is substantial scope for growth 
at these types of retailers as more value spending migrates 
online.

We strip out BHS data in the graph below, due to the retailer’s 
closure in August 2016. Based on our own estimates, we think 
that Euromonitor’s figure for the George brand at Asda is 
improbably high relative to the Primark figure (see Figure 3 for 
our own estimates). Moreover, press reports suggest that both 
Kantar Worldpanel and Verdict Retail see Primark as taking 
greater share than Asda.



UK Value Clothing Market—Pure Plays Drive Market Growth 

130

Source: Euromonitor International/Fung Global Retail & Technology

Figure 2. UK: Leading Value Clothing Retailers’ Estimated Share of the Value Clothing Market, 
2016 (%)

Figure 3. UK: Leading Value Clothing Retailers’ Revenues Excluding Sales Tax and YoY % Change 
in Revenues

Retailers’ Revenues

Below, we rank major value retailers by their latest full-year 
revenues. For specialist retailers such as Primark and Matalan, 
this includes any non-clothing revenues. For grocery retailers 
Asda, Tesco and Sainsbury’s, the figures are our estimates for 
their net sales of clothing, footwear and accessories combined. 
UK-only data for some value retailers, such as Forever 21, are not 
available.

Revenues (GBP Mil.) Year-End YoY % Change

Primark UK 2,891 Sep 15 3.8

Asda (George)* 2,100 Dec 16 N/A

New Look UK** 1,268 Mar 16 4.3

H&M UK*** 1,094 Nov 16 3.4

Matalan 1,061 Feb 16 (3.0)

Tesco (F&F)* 1,000 Feb 17 N/A
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*Estimates for clothing, footwear and accessories
**Includes an element of international e-commerce sales
***Estimated based on data that included sales tax
Source: S&P Capital IQ/company reports/Fung Global Retail & Technology

The closure of BHS in 2016 freed up several hundred millions 
of pounds of apparel sales. BHS’s last filed accounts were for 
the year ended August 2014, when it turned over £668 million. 
Its revenues were consistently declining year over year in 
the preceding years. The closure of the business opened up 
opportunities for other retailers that target customers aged 45 
and older, as BHS did. We believe that the grocery retailers will 
take some of the remaining BHS clothing share and that Matalan, 
Bonmarché, Peacocks and Pep&Co also have the opportunity to 
gain sales.

We also note that two retailers adjacent to the private-
label value market, T.K.Maxx and Sports Direct, have been 
outperforming the total apparel market:

• TJX UK, the parent company of T.K.Maxx and HomeSense 
in the UK, grew revenues by 10.9%, to £2.4 billion, in the 
year ended January 2016 (latest). At the time of writing, the 
company operates more than 350 T.K.Maxx stores and 30 
HomeSense stores in the UK and Ireland.

• Sports Direct grew total sales by 14.2% in the first half of its 
fiscal year 2017, ended October 2016 (latest). Its core UK 
sports retail segment grew revenue by 7.4% in the period, 
and operated 454 stores at the end of the period. Group 
revenue stood at £2.9 billion in the year ended April 2016, 
with UK revenues accounting for £2.3 billion. The retailer 
sells a mix of third-party brands and proprietary brands with 
a discount positioning.

Revenues (GBP Mil.) Year-End YoY % Change

Sainsbury’s (Tu)* 800 Mar 17 N/A

Peacocks 370 Feb 16 5.1

Bonmarché 188 Mar 16 5.3

Boohoo.com UK 130 Feb 16 37.9

Missguided 117 Mar 16 34.4

Select Fashion 81 Jun 16 (5.9)
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Offline-Only Retailers

As we have already noted, Internet-only retailers have helped 
drive growth in the value clothing market. And, as with the 
overall apparel market, more and more value clothing spending 
will migrate online in the coming years.

Among brick-and-mortar retailers, there are very few holdouts 
against e-commerce, but they feature disproportionately in the 
value market. E-commerce laggards have included Sainsbury’s, 
which launched its Tu brand online only in August 2015.

Primark is the only major apparel specialist that does not sell 
online. The company indicated that the economics do not stack 
up, given its ultralow price points. George Weston, CEO of parent 
firm Associated British Foods, underlined this position in the 
company’s most recent earnings call, when he confirmed that 
analysts could rule out a move online by Primark because “the 
economics of the stores are just much better than the economics 
of online clothing retail.” Discount fashion chain Pep&Co remains 
purely store-based, too.

Among the grocery retailers, Lidl remains a solely brick-and-
mortar retailer. Rival Aldi launched a transactional nonfood 
UK website in January 2016, through which it sells its clothing 
ranges. Morrisons is also planning an online launch for its 
clothing ranges, as we discuss later in this report.
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Segment Review: Grocery Retailers, Internet Pure 
Plays and New Entrants

In this section, we review three notable segments within the 
value clothing market: grocery retailers, Internet-only retailers 
and new entrants to the market.

Grocery Retailers are Resurgent

Supermarket retailers account for 10% of the total UK clothing 
and footwear market by value, according to Kantar Worldpanel. 
But this share is depressed by their low average unit prices; they 
capture almost one-quarter of the market when measured by 
volume.

One challenge for this segment is that consumers are changing 
their grocery-shopping behavior. British grocery shoppers are 
increasingly turning away from large out-of-town superstores 
in favor of smaller supermarkets, discount supermarkets, 
convenience stores and transactional websites. In theory, 
this should be hitting the clothing sales of major supermarket 
retailers, as supermarket fashion relies on large-store footfall 
to generate incremental clothing sales to customers doing their 
regular grocery shopping. However, the UK’s three publicly 
traded supermarket groups have recently noted strong growth, 
not declines, in their fashion sales. They have likely mopped up 
share from BHS following its final closure in August 2016. If that 
is the case, the year-over-year boost in sales enjoyed by the 
grocery retailers will annualize later this year.

• Sector leader Tesco said its comparable fashion sales rose by 
4.3% in the six weeks ended January 7, 2017. Tesco’s fashion 
label is F&F.

• Second-place Sainsbury’s noted a 10% leap in its clothing 
and footwear sales in the third quarter of its fiscal year 
2017, which covered the Christmas 2016 period. Sainsbury’s 
fashion label is Tu.

• Fourth-place Morrisons said its Nutmeg clothing brand 
“performed well” in its nine-week Christmas trading period, 
which ended January 1, 2017.
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Walmart-owned Asda is the biggest retailer of apparel among 
the grocery chains. Its long-established clothing brand is called 
George. Asda has been posting negative comparable sales 
growth in total, but has failed to disclose performance in fashion 
recently. Asda’s total comps fell by 2.9% in the fourth quarter of 
its fiscal 2017 year. Traffic was down 1.8% in the quarter—and 
declining store traffic is sure to have affected clothing sales.

However, significant sequential changes in Asda’s quarterly 
comps and traffic suggest that these metrics could swing to 
positive territory in the coming year. If they do, the George 
fashion range should benefit, and Tesco may be negatively 
impacted.

Source: Company reports

Figure 4. Asda: Total Comparable Sales and Traffic, YoY % Change
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Sainsbury’s has likely benefited from a number of initiatives, 
including the launch of an e-commerce site in August 2015 and 
the release of an upmarket Tu Premium range in September 
2016. The company recently signed retail expert Mary Portas to 
help make Tu a “destination brand for high-street fashion.”

Morrisons was late to the apparel category, launching its 
Nutmeg brand only in 2013, and initially only in childrenswear. 
The retailer’s typically smaller supermarkets present ranging 
issues for clothing and footwear. Nevertheless, in February 2017, 
Morrisons announced plans to extend the brand to womenswear.

E-commerce remains an opportunity for Nutmeg, and in 
Morrisons’ March 2017 full-year results presentation, CEO 
David Potts said that the company would expand its online 
offering to include clothing at an unspecified time. E-commerce 
could provide a boost to the company’s clothing sales that is 
proportionately higher than what it provides to supermarket 
rivals, given the space challenges that Morrisons faces in many of 
its stores.

Seeking to tap the athleisure trend, Tesco enhanced its apparel 
offering with an activewear range for spring 2016.

Meanwhile, Aldi and Lidl have made moves to capture greater 
share in clothing, too, with special, short-lived collections 
launched within their rotating nonfood special buys. In 2016 and 
early 2017, for instance, Aldi launched on-trend fashion lines, 
officewear, running apparel, cycle clothing, skiwear and even 
riding apparel.

Pure-Play Game Changers

Boohoo.com brings exceptional speed and agility to the value 
clothing market. Coupled with ultralow selling prices, this makes 
for a compelling proposition that is far more sophisticated than 
the mediocre shopping environments and undistinguished 
product ranges that characterized some previous generations of 
value retailers.

Boohoo.com’s “test and repeat” model is based on stocking 
a limited number of units of each new style, and then buying 
deeper volumes if a style performs well. The company sources 
around 50% of its products in the UK, which, combined with 
the test-and-repeat strategy, enables it to cater to shoppers’ 
demands for fast fashion. Boohoo.com’s online-only operation 
brings simplicity to this model, whereas other fast-fashion 
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retailers must deal with the complexity of stocking new products 
in multiple stores.

Boohoo.com can reportedly get a product from concept to sale 
within two weeks. The company says it offers 20,000 different 
styles and introduces up to 100 new styles a day, and that “the 
speed and agility of the group enables it to be first to market 
with the latest on-trend styles and fashion.”

The company acquired UK pure play PrettyLittleThing and the 
US pure-play brand Nasty Gal in late 2016. Boohoo.com’s sales 
jumped by 50% in its 2017 fiscal year.

Missguided offers a similar mix of low-priced fast fashion aimed 
at young shoppers. The privately owned company says that it 
adds more than 50 new styles to its site each day.

Missguided founder and CEO Nitin Passi told The Guardian in 
2015, “[W]e’re rapid fashion….If a trend comes, we need to 
have it on our site in under a week.” The company says it can 
turn samples around in a day, and it reportedly gets products to 
market much quicker than fast-fashion legend Zara does. Passi 
has stated that his ambition is to turn the company into a £1 
billion business in five years. In November 2016, the company 
opened its first brick-and-mortar store, at London’s Westfield 
Stratford City mall.

Missguided retail store at the Westfield Stratford City mall
Source: Fung Global Retail & Technology
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Missguided is a distinctive player, even in a crowded young-
fashion pure-play segment that includes PrettyLittleThing, 
ASOS, Little Mistress, Bejealous, Brand Attic and Romwe. These 
e-commerce names span the value and midmarket segments, 
and we expect them to capture share from legacy store-based 
young-fashion retailers such as New Look and Topshop.

New Entrants are Widening Choice

Competition in the value clothing market will only increase with 
new entrants such as Reserved and Amazon UK’s private-label 
apparel lines.

Pep&Co

• Pep&Co is a new UK womenswear, menswear and 
childrenswear brick-and-mortar value apparel concept 
started by former Asda and Bain & Company executives in 
2015. The company is owned by South African retail holding 
company Steinhoff. Pep&Co opened 50 stores across the UK 
in summer 2016 and plans to have 85 stores in the UK by the 
end of 2017.

• Following a trial period, Pep&Co will also roll out Pep&Co 
clothing shops within large Poundland stores. Pep&Co 
management stated that their goal is for Pep&Co to be to 
Poundland what the George brand is to Asda.

• The fashion chain is aimed at mothers on a budget. Prices 
start at £1 and 95% of product sales are under £10.

Missguided retail store at the Westfield Stratford City mall
Source: Fung Global Retail & Technology

Source: pepandco.com
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Reserved

• Reserved is owned by LPP, an apparel retailer based in 
Poland. Reserved will shortly open its first UK store, in the 
former BHS site on Oxford Street in London. LPP generated 
PLN 6,021 million (£1.1 billion) in 2016. Analysts expect LPP 
revenues to increase by 17% year over year in 2017 and by 
12.7% in 2018.

Source: eserved.com

Amazon

• Amazon has launched eight own-label fashion brands on 
its US website. The labels are only available for Amazon 
Prime members. Several of these labels offer items at value 
price points and are created by and exclusive to Amazon, 
including Franklin & Freeman for men’s shoes, Franklin 
Tailored for men’s formalwear, James & Erin for women’s 
clothing and Scout + Ro for children’s clothing.

• In February 2017, Drapers reported that Amazon is planning 
to launch private-label clothing ranges designed for the UK 
market and that the company has recruited senior apparel-
buying experts from Primark and Marks & Spencer.

• Separately, Amazon is planning to develop its own line 
of workout apparel in order to capitalize on the ongoing 
strength of the athleisure trend in the US and Europe.



Commerce Conundrum

139139

• Amazon can leverage its vast amount of transaction and 
consumer browsing data to develop successful private-label 
fashion lines.

• Away from private label, Amazon routinely sells branded 
fashion below regular retail prices, with various depths of 
discounts, arguably making its offering similar to that of an 
off-price retailer.

Source: Amazon.com
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Likely Winners and Losers

Finally, in the following three tables, we outline some notable 
retailers that look, respectively, likely to outperform the 
value market in 2017, broadly keep pace with the market or 
underperform versus the market.

Source: Company reports/Fung Global Retail & Technology

Figure 5. Value Clothing Retailers that are Likely to Outperform the Value Market in 2017

Aldi and Lidl
Grocery discounters Aldi and Lidl do not consistently feature clothing 
ranges; instead, they offer selected items for a short period within their 
weekly special deals. However, their offerings frequently capture the 
attention of the specialist and mainstream media, propelling what are 
often highly limited ranges to public attention.
This is in the context of very rapid total sales growth at these retailers. 
According to Kantar Worldpanel, both Aldi and Lidl grew their sales by 
around 13% in the 12 weeks ended February 26 (latest). However, in the 
latest four-week period, also ended February 26, Aldi’s growth accelerat-
ed to 14.2% and Lidl’s accelerated to 16.5%.

Boohoo.com
Boohoo.com recently said that sales for the fiscal year ended February 
28 were up about 50%, ahead of previous guidance of 46%–48% growth. 
Moreover, this growth has not been at the expense of profitability; 
adjusted EBITDA margins are expected to be at the top of the company’s 
guidance range of 11%–12%. Analysts currently forecast 40% revenue 
growth for fiscal 2018. Boohoo.com’s recent acquisition of PrettyLittle-
Thing will boost its UK revenues, and its purchase of the Nasty Gal brand 
in the US will bolster its international sales. Reflecting Boohoo.com’s 
storming growth, its share price climbed 281% in the 12 months ended 
March 10, 2017. 

Missguided
Privately owned Missguided recently reported that sales were up 34% in 
the year ended March 2016, and that sales rose by 60% in the subse-
quent six-month period. Some 40% of the company’s sales are made 
overseas and, like other pure-play retailers with significant international 
sales, its sales will have been flattered by the depreciation of the pound.

Sainsbury’s (Tu)
The UK’s second-biggest grocery retailer, Sainsbury’s, reported strong 
clothing sales in the third quarter of fiscal 2017, with sales of its Tu brand 
up 10% year over year. In the fourth quarter (latest), Tu brand clothing 
sales were up 5%. Unlike Tesco and Asda, Sainsbury’s has consistently 
reported its apparel sales in recent years, and those sales appear to 
have been consistently growing ahead of the market. Growth has been 
supported by the company’s move to start selling Tu online and likely by 
the BHS closure, too.
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H&M does not frequently provide updates on its performance at a na-
tional level, but it continues to post weak global comparable store sales 
growth, which has offset by expanding new store openings. The latest 
company data for the UK is for the year ended November 2016, when 
sales were up by a modest 3% in local currency, versus a 6% increase in 
UK store numbers. Some analysts estimate that H&M’s fourth quarter 
2016 comparable sales were broadly flat in the UK. As of the end of 
2016, the company had a substantial base of 281 stores in the UK. That 
means its future expansion opportunities are limited and that it could be 
vulnerable to share loss to Internet pure plays.

Primark
Primark is the leading value specialist and it continues to gain share of 
the overall apparel market. But many of its gains are now driven by new 
stores and relocations; underlying growth is now much softer than it was 
in previous years. Primark grew its UK comparable store sales by 2% in 
the first half of fiscal 2017, ended March 4, 2017. In the prior fiscal year, 
UK comps fell by 2%. According to Kantar Worldpanel, Primark gained 
10 basis points of share of the total UK apparel market year over year in 
the 12 weeks ended December 18, 2016, and it gained 19 basis points of 
share in the 12 weeks ended January 15, 2017 (including gains from new 
selling space).
Despite input cost pressures resulting from pound depreciation, Primark 
stated that it will not increase prices—which suggests that it does not 
want to sacrifice top-line growth to shore up margins. The absence 
of an e-commerce offering could be a drag on top-line growth in the 
coming period, particularly if Primark loses share to Boohoo.com, whose 
low-price, fast-fashion merchandise appears to overlap with Primark’s 
offering. However, Primark will enjoy insulation from the margin-deplet-
ing effect of e-commerce.

Select Fashion
Privately owned Select Fashion grew solidly between fiscal years 2010 
and 2015, with revenue up 135% over the period. However, in fiscal 
2016, revenue fell by 5.9%, despite an undisclosed number of new store 
openings, and the company returned to a net loss after three years of 
reporting positive bottom-line numbers. Select Fashion now looks vul-
nerable to the growth of pure plays such as Boohoo.com.

Tesco (F&F)
Britain’s biggest grocery retailer, Tesco, reported 4.3% comparable sales 
growth for its F&F clothing and footwear brand over the six-week Christ-
mas 2016 period. However, the absence of any commentary in preceding 
quarters suggests that this was an atypical performance.
A potential threat in 2017 is an Asda recovery, as we discuss in more 
detail elsewhere in this report. An improvement at hypermarket-focused 
Asda would likely draw shoppers from Tesco’s larger stores, hitting im-
pulse sales of Tesco’s nonfood ranges, including clothing. Any gains from 
the BHS closure will annualize later in 2017.

Source: Company reports/Fung Global Retail & Technology 

Figure 6. Value Clothing Retailers that are Likely to Keep Pace with the Value Market in 2017
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Blue Inc and The Officers Club
Blue Inc and The Officers Club are sister banners that both focus on male 
shoppers (although Blue Inc has diversified into womenswear, too). Blue 
Inc acquired The Officers Club out of administration (bankruptcy) in 
2011. In January 2016, Blue Inc brought in administrators to its A. Levy 
& Son subsidiary and closed some 76 Officers Club and Blue Inc stores. 
In March 2017, Blue Inc filed for a Credit Voluntary Agreement, which 
proposes to reduce rents and close unprofitable stores. According to re-
ports in The Telegraph and Drapers, some landlords have raised concerns 
about the company’s viability.
This marks a fall from grace for Blue Inc, which was planning an IPO in 
2014, but which eventually opted for a private sale instead. Blue Inc op-
erates approximately 157 stores (including Officers Club stores). Its latest 
accounts, for the year ended December 2013 (prior to the raft of store 
closures), showed that it generated £99 million of revenue that year.

Bonmarché
Bonmarché offers fashions for mature shoppers. Total sales were down 
4% in the first half of fiscal 2017, ended September 2016. Total growth 
recovered to 3.3% in the third quarter, but that was in the wake of 
rival BHS shutting its stores between July and August 2016. Bonmarché 
should be reaping the rewards of BHS’s closure, given that BHS also had 
an older customer base looking for middle-of-the-road styles. However, 
Bonmarche’s uptick in the third quarter was only tepid: online sales were 
down 3.8% and store-only comp growth was a modest 0.8%, suggest-
ing that store openings have been the principal driver of growth. The 
company is working to improve its product offering and is phasing out its 
already-limited menswear ranges in order to focus on its core shopper.

Matalan
Matalan focuses on shoppers in the family life stage (i.e., moms with 
kids). The company’s revenues declined by 1% in the third quarter of 
fiscal 2017, ended November 2016. Matalan appears to be losing sales 
to other retailers that offer a more fashionable offering and a more 
appealing shopping experience. Moreover, we think Matalan’s retail-park 
locations put it at a disadvantage to mall-based and high-street retailers:  
stores in retail parks demand product that is compelling enough to 
entice shoppers to make a special trip to a stand-alone store.

New Look
New Look’s UK comparable store sales declined by 7.3% year over year 
in the nine months ended December 2016, including a decline of 4.6% in 
the third quarter. The company said that it expects sales to remain chal-
lenging for the remainder of fiscal 2017 and into fiscal 2018. New Look is 
a legacy young-fashion player, and it appears vulnerable to the growth of 
online-only players such as ASOS, Boohoo.com and Missguided. As more 
young consumers turn to the Internet, the competitive advantage of 
New Look’s substantial store network wanes: the company operated 575 
UK stores as of the end of 2016.

Source: Company reports/Fung Global Retail & Technology 

Figure 6. Value Clothing Retailers that are Likely to Keep Pace with the Value Market in 2017
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Key Takeaways

• New entrants and higher standards have boosted the UK 
value clothing market. The structural “winners” look to 
be those with fast-fashion product and a young target 
customer. Market leader Primark and fast-growing Boohoo.
com and Missguided share these characteristics.

Source: boohoo.com

• Grocery retailers are prominent in the value apparel market, 
and Tesco, Sainsbury’s and Morrisons appear to have gained 
sales as a result of the closure of BHS. This support will fall 
away once we lap the first year since BHS’s final closure, 
which was in August 2016. Sainsbury’s looks to be the most 
consistent outperformer in the grocery apparel segment.

• Higher standards and an explosion in choice are heaping 
competitive pressures on long-standing value players such as 
Matalan and New Look.
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