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Este Lauder acquired niche perfumer Le Labo. Image credit: Le Labo

 
By SARAH JONES

NEW YORK Successful consumer packag ed g oods companies are evolving  their offering s to meet specific consumer needs,
providing  lessons for luxury brands looking  to differentiate themselves ag ainst competitors.

Speaking  at a Luxury Marketing  Council event on Feb. 28, a BCG analyst arg ued that rather than creating  new needs, up-and-
coming  niche companies are instead supplying  for a demand that was previously underserved. Up ag ainst the challeng e of
consumers buying  less tang ible g oods, luxury can take notes from the CPG g rowth tactics of acquisition and focus.

"Categ ories that are larg e have historically tried to address a multitude of needs," said Umar Haider, partner and manag ing
director at Boston Consulting  Group, New York. "And g rowth comes from actually finding  pockets within those macro
categ ories where there's opportunity for differentiated delivery ag ainst consumer needs, and focusing  on that with razor
precision and not trying  to be all thing s to all people."

Dif f erentiating demand
Consumers today are more frug al, making  it harder for brands to g row. Whereas in the past, a CPG label mig ht have scaled its
business throug h big g er media buys and better retail placements, today these tactics are not as successful.

The market is now more frag mented, as consumers are faced with more options and more ways to buy. In this field, smaller
companies are snatching  sales from the big g est players.

One of the ways that these brands are winning  customers is by offering  targ eted products. For instance, while consumers used
to turn to soda for a plethora of needs, today consumers have a bevy of options available to them to tackle various needs, such
as energ y drinks and bottled water.

Therefore, a lot of the opportunity that exists is in articulating  a need.

Consumers today are attracted to the extremes of healthfulness and indulg ence. In this seeming ly contradictory environment,
both plant-based nutritional items and Hostess have been g rowing  sales, while food products that sit in the middle have seen less
success.
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Halo Top's better-for-you positioning  has helped it succeed. Imag e credit: Halo Top

Other aspects that appeal to consumers include convenience and simple ing redients.

Millennials do not see luxury as being  tied to a price point. However, companies can charg e a premium price for a product if it
delivers more on a need.

Many larg er companies are not positioned to develop new niche products. For them, producing  a small batch of a product to
test it will cost more and be less profitable than continuing  with business as usual.

Because of this, many corporations are turning  instead to acquisition to play in new areas of their categ ory. For instance, Este
Lauder has added a number of niche perfumeries to its stable of brands.

Other labels have launched incubator prog rams, helping  startups develop while benefiting  from their ing enuity and newness.

German automaker BMW founded a prog ram to help the company identify and integ rate startups into its infrastructure more
rapidly.

The BMW Startup Garag e expands on prog rams that the automaker already has in place, working  to tap the potential of
fledg ling  companies that can benefit from BMW's international reputation and successful strateg ies. Connecting  with startups will
help BMW stay at the forefront of cutting  edg e technolog y and ensure that the brand has access to a new g eneration of
talented innovators (see story).

While org anic g rowth is possible, merg ers and acquisitions are driving  a lot of g rowth today.

Chris Olshan, CEO of the Luxury Marketing  Council and moderator of the presentation, noted that Richemont's purchase of
Yoox Net-A-Porter Group allows it to access the retail company's dig ital prowess for the rest of its brands.

Rising threats
In the luxury market, more niche products have taken away market share from long standing  leaders.

Champag ne is being  threatened by the g rowth in popularity from rival sparkling  wines, with prosecco leading  the charg e.

By 2021, sparkling  wines, considered to be any "bubbly" not produced in the Champag ne reg ion of France, are expected to
reach 219 million cases produced per year. For example, a report from just-drinks and The IWSR found that proscceo sparkling
wine has become so popular with consumers that it has dethroned cava wines and is second in popularity when compared to
Champag ne (see story). 

The beauty industry has also underg one a major chang e over the last few years, shifting  from a few larg e brands in a dominant
position to many smaller indie brands taking  over the scene.

This splintering  has been led by multi-brand retailers such as Sephora that encourag e consumers to shop by categ ory rather
than brand, according  to L2's Dig ital IQ Index on Beauty. With the rise of indie brands, consumers now have more options than
ever, leaving  brands with the problem of how to stand out in the pack (see story).
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"Growth is harder," Mr. Haider said. "So it's more and more critical to understand what are your sources of advantag e and how
you actually evolve the models that have been built over time."
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