[ STRATEGY BRIEF - LUXURY LEADERSHIP

The Luxury Moat

How a handful of houses built near-unassailable competitive
advantages

Why LVMH, Hermes, Chanel, and Richemont keep outperforming—and what the strategic
playbook means for luxury executives and private equity investors.
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] EXECUTIVE SUMMARY

An era of extraordinary concentration

THE GRAYSON COMPANY

Thousands of companies chase affluent consumers, yet a small group of European houses captures a disproportionate share of industry profit,

customer loyalty, and brand equity. Their edge is not simply better products —itis a decades-deep operating system that competitors struggle to

replicate.

The core players

LVMH, Hermes, Chanel,
Richemont, and Kering
command hundreds of billions
in market value and the world’s
most desirable brands.

THE LUXURY MOAT

A Buffett-style
moat

Intangible assets, vertical
integration, pricing power, and
disciplined distribution combine
into an exceptionally wide
economic moat.

Lesson for
executives

Leadership is now built through
sophisticated operating systems
that reinforce exclusivity while
enabling global growth.

Lesson for
investors

Enterprise value derives from
strategic assets that capital
investment alone cannot
recreate.



THE GRAYSON COMPANY

m THE NEW ECONOMICS OF LUXURY

One of retail’s most profitable segments

€35 O —3 6 OB Personal luxury goods market — approximate value (€ bn)

Annual personal luxury goods market

€355

~3 X

Growth in value over the past two decades

€225

€120

Top groups

Capture a disproportionate share of profit

. . .. . . ~2005 ~2015 ~2025
Growth is driven by rising global wealth, expanding consumption across , , ,
lllustrative figures based on Bain & Company estimates; exact totals vary by methodology.

Asia and the Middle East, and demand for experiential luxury —despite
cyclical softness in China.
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THE GRAYSON COMPANY
] WHAT MAKES LUXURY DIFFERENT

Value defined by meaning, not utility

In luxury, worth is determined less by functional utility than by scarcity, craftsmanship, symbolism, and cultural relevance. Certain goods become

more desirable as prices rise—because they signal status.

Scarcity Craftsmanship Symbolism Cultural relevance
Deliberately limited supply Artisan expertise signals quality Products act as visible markers Enduring codes keep brands
sustains desire and price. that cannot be rushed. of status and taste. meaningful across generations.

“Products can become more desirable as prices rise—functioning as signals of status.”
After Thorstein Veblen, economist — an observation more than a century old
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m THE FRAMEWORK

THE GRAYSON COMPANY

Five strategic moats that define luxury leadership

Absolute Control
of Distribution

Own the customer
relationship end to end.

THE LUXURY MOAT

Scarcity as a
Business Model

Limit supply by design,
not constraint.

Heritage as an
Economic Asset

Intellectual property that

never expires.

Strategic Scale

Shared infrastructure
across many brands.

Craft &
Experience

Human expertise as a

strategic asset.



Absolute control of distribution

The most important advantage is ownership of the customer relationship. Luxury leaders
reject wholesale in favor of directly operated boutiques and branded e-commerce—
managing every touchpoint themselves.

EVERY TOUCHPOINT MANAGED STRATEGIC BENEFITS

e Store architecture e Higher gross margins

e Service standards e Superior customer data

e Product assortment & pricing e Stronger pricing discipline

¢ Clienteling and CRM ¢ Elimination of discounting

e After-sales service ¢ Consistent global positioning

Luxury companies intentionally sacrifice short-term sales to preserve long-term brand
equity.
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] MOAT 02 - SCARCITY

Scarcity is a decision, not a constraint

Hermes is the definitive example. It deliberately limits production of icons like the Birkin and Kelly
despite demand that vastly exceeds supply—access often depends on purchase history and client

relationships rather than willingness to pay.

40%+ > Retail

Hermeés operating margins in recent years— Secondary-market Birkin prices frequently
among the highest in luxury exceed original retail

Scarcity transforms products into investments.
Select Hermes handbags have appreciated over long horizons, behaving more like collectible assets
than discretionary purchases—a feat very few industries achieve.

THE LUXURY MOAT
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] MOAT 03 - HERITAGE

THE GRAYSON COMPANY

Heritage is intellectual property that never expires

Unlike patents it cannot lapse; unlike technology it cannot become obsolete; unlike factories it

needs almost no capital to maintain. Heritage compounds over generations.

Louis Vuitton

Cartier

Hermeés

Chanel

Van Cleef & Arpels

THE LUXURY MOAT

Founded 1854 — craftsmanship and travel innovation

“Jeweler of Kings, King of Jewelers”

Saddlery expertise dating to 1837

Haute couture legacy and timeless design codes

Buyers of a €10,000 handbag purchase history,
authenticity, and cultural meaning—not merely leather.

High jewelry craftsmanship and iconic motifs



THE GRAYSON COMPANY
| MOAT 04 - SCALE

Conglomeration creates strategic scale

No company shows this better than LVMH. Decades of disciplined acquisitions built a portfolio spanning fashion, jewelry, beauty, wines & spirits,

hospitality, and selective retail—sharing infrastructure while preserving distinct identities.

A DIVERSIFIED HOUSE OF BRANDS

79t

Louis Vuitton Dior Tiffany & Co.
prestigious brands across luxury categories
Bulgari Fendi Loewe
Shared
real estate, sourcing, digital, and talent
Céline Givenchy Sephora
Dom Pérignon Moét & Chandon Hennessy Lower

earnings volatility as categories offset each other

Diversification reduces earnings volatility while preserving pricing power.
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] MOAT 05 - CRAFT & EXPERIENCE

THE GRAYSON COMPANY

Craftsmanship and customer experience as strategy

The fifth moat ties the others together: unwavering investment in artisan expertise and a curated, human customer experience. Treated as strategic

assets—not cost centers—they are the hardest capabilities for challengers to buy.

Artisan expertise

Skills developed over decades
cannot be replicated with
capital alone.

THE LUXURY MOAT

Clienteling

Personal relationships turn
transactions into lifelong
loyalty.

Curated
experience

Every environment reinforces

exclusivity and prestige.

Long-term
stewardship

Protecting brand equity is
prioritized over near-term
sales.
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THE GRAYSON COMPANY
| CASE STUDY - LVMH

The world’s most sophisticated luxury platform

Under Bernard Arnault, LVMH evolved from a holding company into an operating platform resting on six mutually reinforcing capabilities.

. e . . Capital Allocation . .
G Portfolio Diversification ApTEa Vertical Integration
Discipline

75+ brands smooth cyclical swings and enable Acquires only heritage, pricing power, and Controls manufacturing, workshops, retail, e-
cross-category relationships. growth—e.g., Tiffany & Co. commerce, and data.

a Marketing at Global Scale e Talent Development e Financial Performance
Billions in shows, culture, and partnerships Internal academies and artisan training Industry-leading margins, cash flow, and return
elevate the whole portfolio. institutionalize craft. oninvested capital.

THE LUXURY MOAT
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THE GRAYSON COMPANY
| COMPANY FOCUS - HERMES

Hermes: the power of saying “no”

If LVMH shows the power of scale, Hermes shows the power of restraint—optimizing lifetime brand equity over quarterly revenue.

PRESSURES IT HAS RESISTED WHAT RESTRAINT PRODUCES

e No aggressive licensing
’ Some of the industry’s highest operating margins

Minimal discounting

Carefully managed distribution

Conservative production growth ‘ Exceptional pricing power

Limited product availability

. Extraordinary customer loyalty

. Strong resilience during luxury downturns

Scarcity has become an operating philosophy—not a marketing tactic.

THE LUXURY MOAT
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THE GRAYSON COMPANY

Richemont: dominating hard luxury

While fashion draws the headlines, Richemont quietly leads one of luxury’s most profitable
categories—jewelry and watches.

MAISONS STRUCTURAL ADVANTAGES

e Cartier e Higher average selling prices
e Van Cleef & Arpels e Lower fashion obsolescence

e Jaeger-LeCoultre e Strong gifting demand

e |WC ¢ Investment characteristics

e Panerai e Multi-generational ownership

e Vacheron Constantin

Jewelry behaves differently from apparel in downturns—giving Richemont relatively stable
demand.
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m QUANTITATIVE EVIDENCE

Leaders outperform on nearly every measure

Margin comparison (%)

70%

Gross margin Operating margin

M Luxury Leaders M Typical Premium Retail

THE LUXURY MOAT

65—75%+

Gross margins (vs 40-55% typical)

25%+

Operating margins; Hermes has topped 40%

Above CPI

Annual price increases, often beating inflation

100—180+

Years of brand longevity
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m THE SCORECARD

THE GRAYSON COMPANY

Luxury leaders vs. typical premium retail

Gross margins

Operating margins

Annual price increases

Customer lifetime value

Discounting

Brand longevity

These metrics explain why luxury companies command valuation premiums relative to other retail sectors.

THE LUXURY MOAT

Frequently 65-75%+

Often above 25%; Hermeés has exceeded 40%

Several points, often above inflation

Exceptionally high—repeat purchases & clienteling

Minimal

Often 100-180+ years

40-55%

5-15%

Limited by competition

Moderate

Frequent

Highly variable



THE GRAYSON COMPANY

Al without diluting exclusivity

The next decade tests whether luxury can adopt Al while preserving the human
craftsmanship and emotional resonance that define it. Leaders deploy Al behind the
scenes—enhancing high-touch service rather than replacing artisans or associates.

‘ Predictive clienteling ‘ Personalized recommendations
. Inventory optimization ‘ Demand forecasting
. Customer lifetime value modeling . Counterfeit detection

The winners will keep the customer-facing experience curated and distinctly
human—using Al to sharpen decisions, not to automate the relationship.
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THE GRAYSON COMPANY
| STRATEGIC LESSONS

What executives and investors should take away

For Executives For Investors

e Advantage is built through long-term stewardship, not short- e The most valuable luxury assets derive worth from intangible
term optimization. capital.

e Decisions that protect brand equity—even at the expense of e Heritage, trust, pricing power, artisan expertise, and client
near-term sales—create superior value over decades. relationships can’t be bought or rebuilt quickly.

e Exclusivity and global growth are reinforced by disciplined e These moats compound over generations—among the strongest
operating systems. in global consumer markets.

THE LUXURY MOAT
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THE GRAYSON COMPANY

] BOTTOM LINE

The rarest—and most defensible—advantages of all

As Al reshapes commerce, the fundamentals that have defined luxury leadership for a century are unlikely to change. If anything,
authentic heritage, disciplined exclusivity, and emotional connection become even more valuable as technology levels operational

capabilities.

Systems, not products Stewardship compounds Intangibles are the value
Reinforcing capabilities—distribution, scarcity, Protecting brand equity over decades beats The strongest luxury assets can’t be recreated
heritage, scale, craft—create the moat. short-term optimization. with capital alone.

THE LUXURY MOAT
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