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CELEBRATING RECESSION IN STYLE: 
THE MAINSTREAMING OF ATTITUDES TOWARD LUXURY CONSUMPTION 

IN THE BALKANS AND EUROPEAN RUSSIA

Dr. Melika Husic, Sarjevo, and Dr. Nikolai Ostapenko,Washington, D.C.

The global luxury market, with its tremendous appeal and unparalleled glamor, increasingly captivates the attention of academicians and retail business analysts. Even though its relatively flexible boundaries make it difficult to evaluate separately from general consumer market shifts, the luxury goods market is experiencing spectacular structural changes, mostly under the pressure of recent recession-inspired negative consumer sentiment and “guilt” feelings. Additionally, there are serious geographical differences among markets and customers in the global luxury segment that deserve special attention. Issues related to the definition of luxury consumption and its structure, motivational drivers, and dynamics in the post-socialist consumer markets of the former Yugoslavia and Soviet Union are the focus of such attention.  

Defining Luxury Products

Derived from the Latin word luxuria, originally meaning “extravagance,” later “lust” (as in one of Christianity's seven deadly sins), luxury has long been tarnished by the connotations of excess, lasciviousness, and hedonism (White, 2009). It incites greed, desire, envy, and anxiety but also provides sumptuous pleasure and a sense of pride. It is a symbol of social status, of being one of the privileged few, as well as a source of aspiration and hope. In the past, the Spartans, Puritans, monks, and Amish, as well as socialist and ostensibly communist societies, viewed it as unwise to have luxuries available to only a few before necessities are available to all. For centuries, human beings have satisfied their wants with the possession of beautiful things, and as a result, luxury products have been subjected to intensive discussion and debate. Globalization has led to income growth worldwide, throughout the entire social hierarchy but most impressively among the top social strata (Husic and Cicic, 2009). Nowadays consumers everywhere closely follow this pattern and are willing to offer considerably higher amounts of money in exchange for unique products.
Traditionally, luxury or “status” goods have been defined as goods for which the mere use or display of a particular brand brings prestige to the owner, apart from any specific functional utility of the product itself (Grossman and Sharpiro, 1988). Deeter-Schmelz, Moore, and Goebel (2000) defined prestige preference as “an individual’s preference for shopping in clothing stores where the combination of patron status, store type and atmosphere, merchandise price, quality, branding, and fashion combine to create a particular prestige level.” Phau and Prendergast (2001) assume that luxury brands “evoke exclusivity, have a well-known brand identity, enjoy high brand awareness and perceived quality, and retain sales levels and customer loyalty.” It is hard to disagree with that.
Motivational Drivers for Luxury Consumption
Many consumers are motivated by a desire to impress others with their ability to pay particularly high prices for prestigious products (Mason, 1981); this form of consumption of luxury goods becomes a pure display of wealth. If luxury products are not priced high, they lose their characteristics of rarity and exclusivity (Dubois and Duquesne, 1993). In many ways, a higher price makes consumers feel superior, one of the elite who can afford these products (Garfein, 1989). A luxury product or service is by definition not available to all and could not be owned by everyone; otherwise, it would not be regarded as a luxury item. A product is not luxurious merely because of its price, however; luxury consumers also rely on the intrinsic product mystery along with its image in the world.
That explains why luxury products are used to arouse certain feelings and affective states in buyers, who derive a sense of personal reward and gratification (Sheth, Newman and Gross, 1991; Westbrook and Oliver, 1991). For consumers in a market economy, possessions serve as a signal or means of communication to others, as a way to create and manage impressions of who they are and what their current status or social position is (Douglas and Isherwood, 1979; Belk, 1985). Consumers who are greatly concerned with their physical appearance and the fashion statements they make are more likely to use different strategies to gain attention from others. An important class of symbols involves association with a prestigious reference group that represents excellence or distinction in an area related to one’s self-image (Wicklund and Gollwitzer 1982). Prestige “has always been designated as constituting a basic symbol of one’s social standing or status” (Eisenstadt, 1968). Thus people use status goods as symbols to communicate meaning to their reference peer groups. Hence many consumers acquire luxury goods primarily to satisfy an appetite for symbolic meaning.

In light of the growth in product competition and the globalization of markets, companies now are seeking to further differentiate their product offerings. Invariably many of them attempt to increase the level of added value for their product positioning by adding on the suggestion of “luxury,” or specifically choose to position their products as a part of the luxury-goods segment (Vickers and Renand, 2003). As discretionary income increases worldwide and global popular culture promotes immediate self-indulgence and gratification (the “societal ego”), the desire to seek status and recognition (not only to impress others or oneself) may be becoming more important for the ego (Dubois and Duquesne, 1993). 

The most complete overview of the motivational forces for luxury consumption was provided by Vigneron and Johnson (1999). They distinguished five values of prestige consumer behaviors combined with five relevant motivations, and from these identified five different categories of “prestige” consumers. According to the authors’ categorization of luxury products, hedonists and perfectionists are more interested in pleasure derived from the use of luxury products and less interested in price (vs. quality), product characteristics, and performance. These consumers know what they want and use their own judgment, while price serves only as an “endorsement of quality.” The Veblen snob and bandwagon effects are evident in consumers who perceive price as the most important factor, with a higher price indicating greater prestige. They usually buy rare products and in this way emphasize their elite status (Vigneron and Johnson, 1999). 

Motivational forces for luxury consumption were analyzed through the hierarchy scale (Husic, 2006). The research showed that consumer behavior is influenced by social class: not only the one to which the consumer belongs but also the one to which he/she most wishes to belong. Consumers from the lower classes seek the acceptance of the higher classes and therefore copy their consumption patterns to symbolize prestige. Because all people would like to be accepted by their own social class or a higher one, most of them buy products labeled with a brand that will bring them desirable prestige, show their wealth, and accord with their desired status in society. The sense of belonging to a social class per se, however, does not have a relevant influence on luxury consumption and cannot be characterized as a driving consumption force (Husic, 2006). Nevertheless, one of the motivational factors for luxury consumption is lifestyle (Husic, 2009). It combines social class with psychographic characteristics and defines the behavior both of the individuals and of the group. Therefore, consumers buy and use luxury products to pursue the lifestyle of their choice. 
Luxury Industry Composition and Global Fashion Centers

Products especially sensitive to social judgment (“display of wealth”) are the most visible, and therefore they easily project wealth, status, and style to the outside world. They include clothing, fashion apparel, and accessories. It is much simpler to stock and handle them than other, bulkier items. According to an Interbrand report (2009), the first 15 places in luxury are traditionally occupied by fashion-designer brand names. 

Table 1: Strongest Luxury Brands, 2008
	Rank
	Brand Name
	2008 Brand Value, USD
	2008 Brand Value, Euro
	Country of Origin

	1
	Louis Vuitton Moët Hennessy (LVMH)
	21,602
	16,718
	France

	2
	Gucci
	8,254
	6,388
	Italy

	3
	Chanel
	6,355
	4,918
	France

	4
	Rolex
	4,956
	3,836
	Switzerland

	5
	Hermès
	4,575
	3,541
	France

	6
	Cartier
	4,236
	3,278
	France

	7
	Tiffany&Co
	4,208
	3,257
	United States

	8
	Prada
	3,585
	2,775
	Italy

	9
	Ferrari
	3,527
	2,730
	Italy

	10
	Bvlgari
	3,330
	2,577
	Italy

	11
	Burberry
	3,285
	2,542
	United Kingdom

	12
	Dior
	2,038
	1,578
	France

	13
	Patek Philippe
	1,105
	855
	Switzerland

	14
	Zegna
	818
	633
	Italy

	15
	Salvatore Ferragamo
	722
	559
	Italy


Source: Interbrand Report 2009

Luxury always sells in relation to fashion, since those products are never “made,” but are created (Dubois and Paternault, 1995). Meanwhile, the brand traditionally outlives the designer. A new trend among luxury designers is merging and acquiring each other’s businesses to gain greater market power. Today only three major groups represent luxury in fashion clothing and accessories. They are shown in Table 2.

Table 2: The Conglomerates behind Major Luxury Brands
	LVMH
	RICHEMONT
	GUCCI

	Louis Vuitton
	Cartier
	Gucci

	Christian Dior
	Dunhill
	Yves Saint Laurent

	Fendi
	Mont Blanc
	Boucheron

	Céline
	Van Cleef & Arpels
	Bottega Veneta

	Loewe
	Piaget
	Sergio Rossi

	Donna Karan
	Baume & Mercier
	Alexander McQueen

	Kenzo
	Chloé
	Stella McCartney

	Marc Jacobs
	Vacheron Constantin
	Balenciaga

	Givenchy
	
	


Source: Company websites, selected list only

It is well known that French designers represent the majority of the luxury-market labels. Still, the approach they use is completely different from that of their U.S. counterparts, or even of the Italian ones. U.S. designers emerged in the 1970s (Calvin Klein, Tommy Hilfiger, and Ralph Lauren among them), defining a more leisure-oriented casual elegance as part of the American lifestyle (Chadha and Husband, 2006). They added a completely new dimension to the fashion equation. It was not just the design or product that was critical; it was the image and lifestyle reflected by the brand. Ralph Lauren created an empire by marketing a luxury lifestyle. The era of mass marketing in luxury began in the 1990s, when the French tried targeting a wider consumer base. The ingredients had always been there: a tradition of fine craftsmanship with leather products and tailored men’s suits, an abundance of excellent-quality materials, modern production and distribution technology, and most importantly, a pop-culture passion for “la dolce vita” (Chadha and Husband, 2006).

While Americans were master marketers, the Italians excelled at creating the right kind of buzz, another powerful tool in spreading the luxe culture, mainly through the film industry. It came naturally to them, with numerous flamboyant figures like Gianni Versace creating as much news as his clientèle of princesses, stars, and high-society figures. Italian fashion appeal grew rapidly, and today Milan is as much a fashion center as Paris (Chadha and Husband, 2006). 

The master move of the luxury fashion industry is the “logofication” of accessories, mainly handbags, by plastering instantly recognizable symbols in a continuous pattern all over the item (Chadha and Husband, 2006). Another interesting concept is the “luxurification” of clothing in fashion. This term refers to the transfer of the label from inside the collar or waistband to the outside: across the chest, down the side, hidden in plain sight in logos, buttons, emblems, initials, and other forms of public display. Today you are not what you wear but “who” you are wearing (Twitchell, 2001). At the other end of the spectrum, there is the example of the Hugo Boss company, where the more you pay, the smaller the logo. This obviously sharpens the historical conflict between discreet old money and flashy new money. Consumers who refuse to serve as human billboards will have to compensate the company for the intentional loss of clothing “publicity.” 

Global Luxury Consumers and Luxury Demand 
Currently, students of the luxury market consumer are investigating a new aspect: guilt. A report by Unity Marketing, an agency that specializes in understanding the mindset of the luxury consumer, shows that the majority of affluent consumers everywhere are changing their shopping behavior in response to the present economic downturn. In particular, they shop less often and more strategically, making lists, taking comparison trips, and researching sites like Guilt.com for luxury sample sales (Unitymarketingonline.com). Resilience is still present in the global luxury market, and the unprecedented demand coming from Asian countries, especially emerging China, will ensure its continued existence
The rich are still getting richer, and there are more of them today than at any other time in history. A recent survey by AC Nielsen ranked the United Arab Emirates in the top five countries in terms of consumer purchasing power and luxury consumption of fashion clothing and accessories. By the end of 2010, the luxury-goods sector in Dubai will reach $100 billion. UAE luxury expenditures charged on American Express cards rose 27% in 2008 alone. Wealth is no longer measured in millions of dollars, because the number of millionaires in the world has grown so greatly. In 2004 there were 8.3 million millionaires in the world (World Wealth Report 2005, Merrill Lynch & Cap Gemini), of whom 7.5 million lived in the United States and more than 425,000 in Great Britain. The Market Research Report (2002) predicted that in 2009, Europe will have more than 27 million consumers with an annual discretionary income in excess of 50,000 Euros. These figures support the importance of the luxury market and its strong tendency to grow in the near future all over the world. 
Wealth is not equally distributed, of course. The wealthiest 2% own more than half the world’s wealth, and this wealth is concentrated in North America, Europe, Japan, and Australia (Oslobodjenje, 2006). The wealthiest group includes 691 persons from 45 countries around the world, with a combined personal wealth of $2.2 trillion (Luxury Institute, 2005). As for “new money,” a total of 236,000 Chinese and 61,000 Indians became millionaires in 2004 (World Wealth Report 2005, Merrill Lynch & Cap Gemini). With respect to luxury consumption, 37% of luxury goods are purchased in Asia, 35% in Europe, 24% in the United States, and 4% in the rest of the world (Chadha and Husband, 2006).
Geographically, much of today's wealth emanates not from the traditional centers of Europe and the United States, but from farther east – Brazil, Russia, India, and China (the BRIC countries). The UK has more millionaires than the United States (Gulf Marketing Review, 2008). In China, there is increasing affluence and an impressive number of people interested in luxury. China has become luxury's “Great Wall” of revenue. China's luxury consumption in 2007 reached $8 billion, accounting for 18% of the global total and qualifying the country as the world's largest spender. The new Russians understand luxury as something that has to cost a lot to be worth anything (Caines, 2008). In Tokyo, 94% of women in their twenties want to own a Louis Vuitton product, 92% would like to have Gucci, 57%, Prada, and 51%, Chanel (Prasso and Brady, 2003). 
The luxury industry is following this trend. In 2008 Hermès presented a Passage to India-inspired spring-summer show, complete with maharajah-style headdresses woven with orange Hermès ribbon, and Balenciaga designer Nicolas Ghesquiere included Chinese-inspired prints in his spring-summer range. In 2008, Gucci rolled out a Russia-themed show for the autumn-winter season, with enough fur and babushka carpetbags to appeal to the recession-proof shoppers of the world. In Paris, Lanvin and Givenchy accessorized their collections with satellite-sized costume jewelry attuned to the gilded tastes of Russia and India (Caines, 2008).
Dubai might well be the new über-luxe capital of the world. The entire luxury-fantasy metropolis embodies the contemporary hysterical luxe craze (White, 2009). In Dubai, there was little evidence of the financial credit crunch that has gripped the globe (Gulf Marketing Review, 2008). Although the financial market turmoil is reportedly putting a crimp in the sales of luxury brands in mature markets, there are few signs of this in the Gulf. The affluent consumer in the Gulf countries is resilient. The grande dame of the grandes marques, Louis Vuitton, is unperturbed. “The Middle East seems to have again demonstrated its resilience and its strong dynamism,” observes Damien Vernet, GM Middle East and Africa, LV. “We did not feel the impact of the crisis, either in terms of changing customer profiles or shopping patterns.”
There is a strong argument that products cannot be sorted into simple categories of luxury and non-luxury by their appearance or by the intrinsic qualities of the goods themselves. They must be placed into their socioeconomic context (Veblen, 1899). There is also an argument that the socioeconomic context must be defined in the context of a specific country's environment. In this setting, a luxury good is something that is definitely out of the ordinary in terms of daily living needs. For example, BMW, Lexus, and Mercedes are considered luxury cars in the United States, Europe, and other affluent nations. Any car at all, however, could be considered a luxury in some poor countries because of their economic conditions (Vickers and Renand, 2003). 
Even though consumers in different parts of the world buy or wish to buy luxury products for apparently varied reasons, they possess similar values and, regardless of their country of origin, their basic motivational drivers are really the same; only the individual weighing differs (Wiedmann et al., 2007). In a global marketplace, there is no conceivable understanding of luxury that is nationally or regionally bound. 

Drivers of Regional Luxury Consumption in the Balkans

An analysis of luxury consumption was conducted in the formerly socialist countries of Bosnia and Herzegovina, Croatia, Serbia, and Slovenia, in the Balkan region (Husic, 2009). In this politically troubled and economically challenged region, 26.9% of the respondents consume luxury products, according to Dubois and Duquesne (1993). Regardless of the particular economic situation and lifestyle in a respective country, between 20% and 30% of the population definitely qualify as luxury consumers in the region (Table 3). 
What puzzles many analysts is how a country with a per capita GDP of less than $5,000 can be a significant luxury-brand market. The answer lies in an uneven economic development and the presence of a shadow economy. Four Balkan countries, Slovenia, Croatia, Serbia, and Bosnia and Herzegovina, were republics of former Yugoslavia. After its dissolution, these four newly established states followed different paths of socioeconomic development. 

Table 3: Luxury Consumers in the Balkan Region

	Country
	Non-luxury consumers
	Luxury consumers
	Total

	Bosnia and Herzegovina
	167 (78.77%) 
	45 (21.23%)
	212 (100.00%)

	Croatia
	122 (60.70%) 
	79 (39.30%)
	201 (100.00%)

	Serbia
	118 (72.84%) 
	44 (27.16%)
	162 (100.00%)

	Slovenia
	150 (80.21%) 
	37 (19.79%)
	187 (100.00%)

	Total
	557 (73.10%) 
	205 (26.90%)
	762 (100.00%)


Source: Research data analysis

Luxury consumption is influenced by income, education, and age, while gender influence is less significant. It is interesting that income has the same influence as other demographic variables (Husic, 2009). This suggests that luxury consumers do not come exclusively from the upper-income cluster. Motivation for luxury consumption lies in the desired lifestyle orientation: one wishes to pursue a certain lifestyle and therefore buys products associated with the psycho-demographic characteristics of the reference group.

As for the categories of luxury consumers in the Balkan region, we classified them according to the above-mentioned study by Vigneron and Johnson (1999). The majority of luxury consumers in the region are either perfectionists (31%) or hedonists (20%). The perfectionists are quality-oriented older consumers with higher incomes, mainly from Croatia. The most important features they expect from a product are perfection (quality) and performance. Hedonists enjoy the product they purchase. They are middle-aged and middle-income consumers who want to indulge themselves as a reward for the hard work they do. In the Balkans, therefore, luxury consumption is mainly self-oriented, and the obvious goal of the consumers is to stand apart and not be confused with everyone else (Husic, 2009). 

Development of the luxury market is in its initial stage in the Balkan region. From the supply standpoint, there are not many luxury brands present in this market, primarily because of the size of the market. The most developed and economically stable market is Slovenia; however, it is the smallest one, with slightly more than 2 million inhabitants. It is not profitable enough to attract the big international investors and leaders in the luxury industry. On the other hand, the biggest market is Serbia, with approximately 9 million inhabitants, but it also is underdeveloped both socially and economically. The most tempting market for investment in the luxury sector is Croatia, which has the most motivated and most fashionable consumers. Another reason for lack of investment is the geographical position of the Balkans. Proximity to Italy or Austria makes it easy for consumers to travel and shop directly in those famous fashion centers. 
From the demand standpoint, this region still struggles with the post-socialist mindset that promotes collectivistic values and equality in consumption. Not surprisingly, consumers feel a strong sense of “luxury shame,” and the core value is not to show wealth but to spend modestly. Therefore the only social group willing to display its possessions is the “new money” category. Members of this group quickly acquired wealth during or right after the war in the Balkan region (1991-95) by using grey-economy opportunities, avoiding payment of taxes, and building new business empires by privatizing or simply exploiting poorly managed public properties as their own. Moreover, the local-celebrity/politician segment is much more strongly represented in luxury consumption than elsewhere in the world. While only 3% of the world's rich are considered celebrities and more than 80% are entrepreneurs, in the Balkans this ratio is reversed, with more celebrities than business people. 

Finally, luxury shopping sprees are not exactly a “feel-good” experience in the Balkans (Urwin and Spanier, 2008). Instability and guilt influence the spending behavior of the population. To boast about your Balenciaga bag or parade your Prada outfit, you need a properly receptive audience, but such behavior is considered distasteful under current economic conditions. Some Balkan countries are struggling more than others with an economic downturn and acute political issues. Slovenia is the only one granted membership in the European Union thus far, and it is economically well ahead of the others. The overall world economic recession is an additional obstacle to luxury consumption in the Balkans.
Though in absolute numbers this market is not currently appealing enough to international luxury retail investors, 26.9% of its consumers are luxury-oriented. Consumers in all the Balkan countries share similar histories, languages, and lifestyles, and together they represent a lucrative and dynamic consumer market of 20 million people. Finally, there is a defined elite consumer segment that has refined taste and international fashion awareness. Members of this group should not be neglected by luxury brands, as they are the opinion leaders in establishing trends. We predict that the “new money” segment will follow their lead toward luxury with enthusiasm. 
Luxury Consumption and Affluent Behavior in European Russia

Luxury consumption and affluent behavior patterns with regard to home, personal, and experiential luxuries have been evolving in Russia for a long time. High-end clothing, footwear, leather goods, jewelry, and eyewear command an overwhelming 65% of the Russian consumer goods market. It is common knowledge that Russians are highly attuned to explicit manifestations of wealth, and they interpret them as an expression of their newly acquired freedom from the political restraints and limitations on travel to Western countries that were common in the past. The pattern has been emphasized in recent years by impressive macroeconomic growth and investment activity, low public debt, positive improvements in the banking and financial systems, the healthy growth of consumption, and the unprecedented upward mobility of the upper middle class. 

A managing partner of the Accenture consulting group, Richard Wildman, acknowledged at a conference in November 2008 that “consumers from the emerging markets have driven the bulk of [luxury goods] sales in recent years, averaging around 23% of the total from 2003 to 2008; in comparison, developed markets were flat or declining… The relative luxury market growth rates for Russia – forecast to grow fourfold by 2015; China, sixfold from $2 billion to $11.2 billion; and in India it is set to jump tenfold” (The Moodie Report, November 26, 2008). The Russian retail sector is supported by attractive commercial rent values, an increasing number of new mall openings, and unlimited outsourcing opportunities for products from neighboring India and China. For instance, Russians annually spend $28.37 per capita on jewelry: about 2.5 times more than Indians ($11.41 in 2007), who are widely regarded as the world’s biggest consumers of gold (INDEX online. August 5, 2007).

Russia is notoriously known for its exorbitantly priced restaurants, fancy cars, and general addiction of the affluent elite to the most expensive merchandise available. Moscow buys over 80% of Russia’s luxury goods in a luxury clothing and accessories market estimated at $4.5 to $9 billion. The other two centers of wealth and luxury consumption in the country are St. Petersburg in northwestern Russia and Yekaterinburg in the Urals, where Moscow’s successful chains usually proliferate. Russia is home to the world’s third-largest concentration of billionaires (after the United States and Germany) and to more than 100,000 millionaires with a combined $300 billion of cash on hand. Moscow, with its glamorous offerings, is the most expensive city in Europe; more rich people reside there than in New York, according to the Associated Press.
The global economic downturn presented major challenges to the commodity- and energy-price-driven Russian economy. Crude-oil prices, within a single year, declined from $150 a barrel (July 2008) to a miserable low of $40 per barrel (March 2009). The total number of Russia’s billionaires was halved in the past year, and the Russian ruble started to fluctuate sporadically again. What is the impact on luxury consumption?
The worsening of the macroeconomic situation in Russia triggered pessimism and confusion in the retail industry, even among Moscow’s luxury-store management. Alexander McQueen, Stella McCartney, and Lanvin closed their stores fewer than 18 months after their respective grand openings in Moscow. The sole Vivienne Westwood shop had a notice – “closed for repairs” – taped to the door for some time: less embarrassing than admitting that the firm was “pulling out” of the country. Fancy British stiletto heels, majestic gowns, and Italian-made woolen coats first disappeared and then were offered at a 70% discount in neighborhood stores last fall. The St. Petersburg Times predicted that around one-third of the profits normally earned on luxury clothes and accessories might vanish in 2009 (The St. Petersburg Times, March 31, 2009). 

One symbol of the times was the recent opening in Moscow of an H&M store in the former Alexander McQueen space, in a prime location. Some luxury customers were lured away by this new opportunity. Donatella Versace and Tom Ford have not jetted to Moscow lately to share their amazing plans for operational expansion with enthusiastic crowds, as they did in 2008. Moscow’s answer to London’s Bond Street, Stoleshnikov Pereulok, buzzed with rumors of crisis-spurred shutdowns. The Russian franchiser Aizel, working for Diane von Furstenberg, Marc Jacobs, and Agent Provocateur, admitted that sales dropped by 10% this spring. 

The truth is that the consumer market is just slowing down and shifting modes: bigger discounts for the majority and über-luxury for the exclusive few. It takes time to adjust psychologically to the idea of bad times that affect even the wealthiest segment of the most affluent of the non-Western nations. Most of Russia’s traditional luxury consumers are presently feeling “guilty yet rich.” Things very well might get worse before they get any better. Finally, the Russian rich are Veblenian-effect consumers, in the classification of Vigneron and Johnson (1999). They attach greater importance to price as an indicator of prestige because their primary objective is to impress others. This attitude endures tenaciously. For instance, when the annual Millionaire Fair was held in Moscow in 2006, a diamond-studded cell phone was sold for $1.27 million (Herald Tribune, 2006). Just in case the glitter of the 120 carats of diamonds encrusting the white-gold phone failed to draw customers, there was a plaque declaring, “Certificate of the most expensive mobile phone ever.” The world’s largest exhibition of luxury goods continued at the Fair in 2007. Customers were eagerly buying $50 million private jets, Bentleys, penthouses, and yachts without remorse.
Very “serious” luxury brands – Chanel and Louis Vuitton – are expanding rapidly in Russia. Chanel is opening a new boutique in Yekaterinburg and seeking more sales opportunities in Moscow, where it already has two stores. Louis Vuitton is also opening a store in the fast-growing city of Yekaterinburg, and the company’s further plans include new store openings in the Black Sea resort Sochi, host to the 2014 Winter Olympics, where Christian Dior and Dolce & Gabbana are already situated; the southern city of Rostov-on-Don; and the Samara region on the Volga region. The Economist explains this counter-phenomenon as follows: “When people have less, they spend what they have on the best quality. Shoppers are going for fewer, more classic items. Vuitton always gains market share in crises” (The Economist, September 17, 2009). Profits may be lower, but revenues are about the same as last year. Vuitton items have never been on sale at a discount anywhere in the world. The price of the ultimate luxury is founded on LV’s machine-like discipline, strong manufacturing copied from auto-assembly lines, professionally skilled personnel who set up stores in advantageous locations, and, obviously, appealing advertising. LVMH, LV’s parent company, counts on emerging markets for 15% to 22% of its revenue annually (Money Week, September 24, 2009).
The recent trend in Russia is to move luxury shops to the fancy dacha suburbs of the big cities. The Moscow suburban village of Barvikha, home to members of the business and political elite, including President Putin, accommodates Lamborghini and Ferrari dealerships and Tiffany, Prada, Ralph Lauren, and Giorgio Armani shops that are never empty. Though the average Russian earns only $5,000 a year, the so-called “new Russians” still have a healthy appetite for the luxury items available there. They enjoy the opportunity to shop in stores that finally are in proximity to their upscale summer homes. Nick Nelson, an equity strategist at London’s UBS, suggested that Russian sales can offset a great deal of lost revenue in the United States and worldwide. Russians are the fourth-largest consumers of luxury goods after the Japanese, Americans, and Chinese. 

Affluent Russian consumers have the greatest top-of-mind awareness of foreign luxury brands, in comparison with customers in other major emerging markets, China and India.  The Russian luxury market is more developed and more European in nature. The following brands are recognized by Russians: Chanel – 39%, Giorgio Armani – 37%, Dior – 35%, Dolce & Gabbana – 29%, and Versace – 27%. The best-known luxury brands in Russia are Versace, Dior, Chanel, Zaitsev/Russia, Yudashkin/Russia, and Giorgio Armani. When considering purchases, Russians look above all for high quality (53%), good reputation (53%), and high fashion (44%).

The most popular luxury items in Russia are watches and jewelry, electronics, art and antiques, marine products (yachts, speed boats, marinas, and submarines), luxury cars and car accessories (including amphibious vehicles), private jets and helicopters, high-end real estate properties, interior design items and luxury furniture, exclusive spirits and gourmet food, luxury cosmetics, beauty and health products, designer clothes, and luxury travel and leisure opportunities (such as golf). Many well-educated Russians with good management jobs have sufficient financial security and like to buy beautiful things. The Russian mentality historically supports a carpe diem attitude, a tendency to spend money madly. Russian Vogue suggests that it is now “consumerism time” in Russia. According to the Russian Golf Association, the number of golf courses—20 at present—soon will double. The majority of them are located on the outskirts of Moscow. The golf market, growing by a remarkable 75% a year, was estimated at $1 billion at the end of 2008, and that amount is expected to double by the end of 2009. 
The Russian luxury real estate market is growing by a healthy 20% per year. Marketed homes are designed with private zoos, golf courses, and big aquariums. The most expensive Russian apartment sold in Moscow thus far was priced at $22 million, and the demand for luxury apartments exceeds the supply. Plenty of buyers are willing to pay more than $100,000 per square meter. New elite construction in downtown Moscow is expected to raise this price to $40 million per apartment. Newly erected apartments will have indoor swimming pools, enclosed gardens, private yacht piers, and up to eight floors per unit, with private elevators for family members. New infill construction and land development in central Moscow is limited, and this boosts demand to an even higher level.
Russia has become the second-largest market for luxury automobiles in Europe after Germany. Most transactions are made in cash and not on credit, as is typical elsewhere. An imported luxury car is a must-have accessory for any successful Russian businessman. Daimler-Benz’s latest Mercedes models are the market favorites, and sales jumped 90% in 2008. Russia is the third-largest market for company cars, after the U.S. and the Arab Gulf countries. Rolls-Royce has a lengthy waiting list for the first golden-plated models (some are also encrusted with Swarovski crystals). In 2007, Bentley alone sold 240 cars in the country, and the company plans to double this number within the next couple of years by operating five dealerships in Moscow, Krasnodar, Yekaterinburg, Novosibirsk, and Rostov-on-Don. Bentley expects to make Russia the third-biggest market for the brand in the world, after China and Japan.
Among the truly exotic Russian luxuries is the “Express,” a hotel on wheels that travels between Moscow and St. Petersburg. It is the first VIP train operated by a state-owned company in Russia. A ticket costs about $800 per person. It has state-of-the art amenities to accommodate travelers’ every wish: air-conditioning, flat-screen TVs, DVDs, appliances, and even full showers. The second route, from Moscow to Sochi, is planned to open by the beginning of the Olympic Games. The demand among business people, tourists, and foreign guests lends full support to the project. Another luxury train connects Moscow with Yekaterinburg, Novosibirsk, Irkutsk, and Vladivostok: The “Golden Eagle” Trans-Siberian Express, operated by Britain’s GW Travel, is a joint project of England and Russia. Passengers travel in great style and enjoy the masterpieces of Russian gourmet cuisine. The floors are heated, and plasma TV sets are in every cabin. A two-week holiday on the “Golden Eagle” costs about $10,000 per person. But it is the world’s longest railway line!
In the luxury timepiece category, the legendary firm Breguet successfully re-entered the Russian market after 200 years of absence. Tsar Alexander I of Russia, Napoleon Bonaparte, and Leo Tolstoy all owned Breguet watches. The new store location is right in Red Square. The cheapest item in the store costs $14,000, and watches from the Imperial Collection are priced up to half a million Euros. The watch market is moving toward more distinct, art-oriented, intimate, and expensive pieces in the best traditions of the renowned jeweler Fabergé.
The Russian gourmet food market recently welcomed the specialty food chain Globus Gourmet, which operates the first luxury hypermarket in Moscow, as well as France’s exclusive grocery chain Hédiard (with 320 stores in more than 30 countries), now owned by Russian billionaire Sergey Pugachev. The average shopper there spends about $80 per visit. This move triggered great interest among gourmet professionals and connoisseurs in the further development of the luxury food market. 
In the high-society gossip market, the Russian “equivalent” of Paris Hilton and the country’s most notorious TV personality, Ksenya Sobchak, released a guidebook on “how to marry rich.” She and her coauthor, Oksana Robsky, stated in the book that there are at least 35 billionaires in Moscow alone. This means that Russia is becoming well accustomed to wealth and glamor in the best traditions of the world’s fortunate crème de la crème. And this state of affairs seems likely to persist.
All in all, the phenomenon of luxury living is becoming more accepted in Russia, while the gap between “the super-rich” and “the rest” is widening. To support newly acquired social status, the rich “spend richly” and revel in doing so. Luxury brands and exotic, self-gratifying items are seen as a way to entice more and more customers to enjoy a chic, pas-de-problèmes existence. This concept of living has great appeal and is positively regarded in the mainstream value system of Russian society. Though the global financial crisis affected the coffers of the rich in a negative way, it did not significantly deter luxury consumers from the pursuit of their exclusive lifestyle. The near-rich had to choose other alternatives. Some of them opted out in favor of discounted consumption; some decided to concentrate more on intellectual vs. material life; some simply fell too far and were excluded from the middle-class category for the time being. Meanwhile the show goes on, and … in great style!   
Conclusion
Luxury consumption did not come to a halt during the global financial crises of 2008-2010, as many retail analysts expected, but it has changed structurally and incorporates a certain “guilt factor” on the part of consumers. Still, iconic “absolute luxury” consumption again proved resilient in the face of recession. LV, Armani, Hermès, and Chanel expanded and did well financially, especially in emerging markets. Mid-level luxury (or “high-fashion luxury”) sales (Marc Jacobs, Stella McCartney, Alexander McQueen, Gucci, Prada, Valentino, Versace, Bvlgari, etc.) have dropped, owing to their much greater exposure to the middle-class slowdown as consumers in this category wait for “better times” and new celebrity endorsements. And some department-store “entry-level luxury” items did not do well, moved down-market, or were put on sale (Victoria Beckham ‘dVb’ denim, Paris Hilton clothing lines, Jessica Simpson accessories, Just Cavalli, etc.). 
The truly upper-income consumer, however, seems unaffected. Brands such as Burberry and Coach, which grew their business by providing accessible luxury during the boom years, are now in trouble. Old luxury brands that depend on small numbers of very high-ticket sales will continue to prosper. When times are good, everyone loves luxury. But when the going gets tough, only the middle-class consumers cut back or take their custom elsewhere. The top-tier luxury consumers shrug, stick around, and keep on spending. 

Furthermore, in times of crisis, certain luxury items like jewelry are used as investments or hedges against inflation. With the cost of precious metals—and the perceived inherent value of jewelry—continuing to increase, planned jewelry purchases are most likely to be made now, to avoid further inflation, rather than deferred. Similar consumer behavior is expected in the housing market. As this market is in decline and foreclosure rates are rapidly increasing, prospective buyers with ready cash are expected to look at securing investment properties. Their intention is to buy low, anticipating that in a year or two they can turn a profit and sell high, or at least higher. 

The evolution of a significant “guilt” constraint or “luxury shame” among luxury customers has delayed the recovery of the luxury-goods industry. Consumers are less at ease about spending their money than they used to be. It took many marketing strategies to blend purchase with charitable donation (as a percentage of total purchase value or with a discount for donating used items), green living (by paying for environmentally safe products) or even a change in store format (such as temporary luxury “pop-up stores” in non-luxury shopping areas). Some customers permanently moved online to club sites that are accessible by invitation only, such as Guilt.com, GuiltMan.com, and ShopItToMe.com, to avoid conspicuous consumption and obtain “sample sale” discounts.

Considering the uniqueness of their market, über-rich consumers will be the last to feel the crisis and the first to overcome it. Furthermore, the current recession, like the previous ones, will create “new rich” who will expand the luxury target market in the years to come.  
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