
Thursday 17 March 2016 ★ FINANCIAL TIMES 9

Watches & Jewellery

U tterances from the Swiss
watch industry tends to be
sugar-coated, which is why
Georges Kern, chief execu-
tive of IWC Schaffhausen,

caused such a stir in November 2015: he
said that watches in the industry were
overpriced — a rare statement in gen-
eral, even more so from a company
owned by Richemont, one of the world’s
biggest luxuryconglomerates.

His brand has decided to bring prices
down by focusing on its two mid-level
collections, Pilots and Portofino,
launched in December 2014. Indeed,
IWC confirms that prices for new Pilots
are lower now than when similar mod-
elswere launchedin2012.

As the brand with the highest growth
within Richemont, one of the big three
watchgroups, Kern’smovemayindicate
what consumers can expect from Basel-
world:pricesadjusteddownward.

It can’t come soon enough, says Adam
Craniotes, chief executive of Red Bar,
the worldwide watch lovers’ group, as
inflation has been widespread and
relentless. “Honestly, it’s every brand. I
don’t think there’s a single brand that
didn’t takeadvantage,”hesays.

Some within the watch industry are
even pleased that prices are now being
examined. Alain Zimmerman, chief
executive of Baume & Mercier, a Rich-
emont brand, says: “I’m so happy that
price has finally become part of the dis-
cussion. In the past, price didn’t matter
a lot [to other brands]. For many people
$2,000isahellofa lotofmoney.”Baume
& Mercier decreased prices on its Clas-
simarangeby10percent twoyearsago.

Watch prices have been outpacing
inflation, says Jon Cox, head of Euro-
pean consumer equities for Kepler
Cheveux. “From 2000-14, the value of
the industry has increased on a growth
rate of 6 per cent year over year, but in
unit terms, there was no growth. So the
boom is entirely due to prices.” But core
global inflation has not been above 3 per
centsince2000,accordingto JPMorgan.

A more likely explanation for such
exuberant prices rises is the increase in
wealth around the world. According to
the World Wealth Report 2015, com-
poundannualgrowthinwealthbetween
2009 and 2014 was 7.7 per cent. Wealth
in Asia, the key new market for luxury
goods, went from $5.9tn in 2002 to
$15.8tn in2014.

The consequence of such wealth-
driven demand is that when growth fal-
ters — such as with the current collapse
in commodity prices and the rise in the
Swiss franc after it was unpegged last
year — the luxury market does too. The
Federation of the Swiss Watch Industry
recorded a 3.3 per cent decline in value
of sales from 2014 to 2015, with Hong
Kong falling by 22.9 per cent and main-
landChinaby4.7percent.

In the light of such news, it is less sur-
prising that the discounting of sought-
after watches can be openly found
across reputable internet retailers.
David Sadigh, founder and chief execu-
tive of the Digital Luxury Group, a
Swiss-based watch industry analysis
company, says he constantly sees steep
discounts: on Jomashop.com, a watches
and luxury
goods website,
he says you can
find Rolexes
with discounts
of between 10
and 25 per cent,
“and Raymond
Weil is 75 per
cent off. I’m see-
ing an Aude-
mars Piguet at
20 per cent dis-
count and the
James Bond
Omega is at 38
per cent off. This
is the model
t h e y j u s t
launched last
year.”

Watch companies viewed China’s
unprecedented growth as a reason to
ramp up production, such as with the
acquisition in 2012 of La Joux-Perret by
Citizen, which cited expansion into
China as the reason for the purchase.

But appetites for luxury goods were
already slowing down as far back as
2012, when Pinault-Printemps-Redoute
saw just a 2 per cent increase in Gucci’s
sales in the Asia-Pacific region. With the
production cycle of Swiss watches at
anywhere from a year to four years for
the haute horlogerie pieces, makers are
nowfacingexcess inventory.

“Most of the brands,” says Mr Sadigh,
“are telling you they’re not aware of the
discounting, but in some cases they
know they sold watches to distributors
or retailers which they knew did not
have the capacity [to sell through].
They say, ‘Oh, I don’t know where my
watcheswent,’but theydo.”

Onlinediscountsmayrepresenta first
quarter reaction to the soft 2015 holiday
season. But the discounts could also be
part of a wider trend; Patek Philippe,
which declined to be interviewed, made
a price adjustment downward in select
markets 12 months ago because of the
unpegged Swiss franc, according to an
open letter from chief executive Thierry
Sterntoretailpartners.

Others in the industry are wary. “We
know what’s going on, and unfortu-
nately there’s no business as usual,” says
Stephen Urquhart, chief executive of
Omega, who indicates the brand will not
reduce prices but acknowledges 2016
willbeachallenge.

“We’ve been through this. Omega has
been trying to get its position back prop-
erly so the worst thing to do is to lose
consistency.”

O mega is a case study in
what will and won’t work
in shoring up prices. It has
spent recent decades
rebuilding brand value to

restore it to its pre-1970s position when
it was head to head with Rolex in pres-
tige, pricing and demand. Approxi-
mately 10 years ago, the company
dropped numerous retailers such as
American department store Macy’s and
started building standalone flagships in
an effort to bring back parity. This
leaves it less at the mercy of wholesale
distributors’pricingpolicies.

Following similar logic, over much of
2014-15, brands within the Richemont
group opened standalone stores, seizing
control of their inventory and distribu-
tion. The conglomerate currently does
over 50 per cent of all retail sales within
their own stores, according to the World
WatchReport.

Brands within the Swatch Group such
as Longines have rapidly moved to
greater control. In the last twelve
months, the company has opened three
of its own shops in the United States, a
market where it did not have a single
standaloneboutiqueayearago.

This suggests that it will be able to
maintain prices, as does its ownership:
Richemont, Swatch and LVMH can
absorb the costs of excess stock or coun-
teract theeffectsof increasedcosts.

Cut prices please prospective buyers
— but almost no one else, says Mike
Margolis of Horology Works, which rep-
resents H Moser & Cie, Hautlence,
Anonimo and Cyrus watches across
North America. “My personal opinion is
a price decrease makes everybody
angry: the guy who bought two weeks
ago is angry, the dealer is angry; the only
guy who likes you is the one who hasn’t
boughtyet.”

Of the brands represented by Marg-
olis, he indicates that none has thus far
indicated a price shift downwards for
Baselworld, with the exception of Haut-
lence which has already made a correc-
tion on one reference after feedback
indicated itwas initiallyslatedtoohigh.

Pressure on
prices comes
from the Apple
Watch too, which
starts retailing at
$549 and goes up
to $1,500 for a
model with a
leather strap by
Hermès. If Apple
releases a major
update, the Dig-
i ta l Luxury
Group estimates
the likely sales of
25-30m pieces
would hammer
the mid-priced
Swisswatchmar-
ket at a time it

canill-afford.
The importance of prices is more than

symbolic. Even if they do start to come
down, whether openly at Baselworld or
surreptitiously afterwards, it may not
be enough to protect independent
brands, says Jon Cox of Kepler Cheveux,
who suggests that consolidation and
takeovers are likely. Prices may only be
thefirst things to fall.

Time is up for
above-inflation
price hikes
Watches An outbreak
of candour in the
industry suggests that
rampant price rises are
a thing of the past, says
Syl Tang

May’s flagshipGenevawatchauctions
shouldprovideabarometerof thepre-
ownedwatchbusiness inthefaceofa
decline innewretail salesandgeneral
feelingsofeconomicuncertainty, writes
Simon de Burton.Here,experts fromthe
five leadingspecialistauctionhouses
givetheiropinionsonthestateof the
collectormarket.

Aurel Bacs
Phillips/Bacs &
Russo, Geneva
Therewillbe
watcheswith
estimates from
SFr3,000-500,000
($3,000-500,000).
AndIthinkthatsayssomethingabout
thewayweneedtoviewthecurrent
market—thatqualitycanactuallybe
accessible.

Bidderswill rangefromstudents to
billionaires,andtheywillallbethereto
buyanepicwatch.But tobe“epic”,a
watchnolongerneedstohaveaseven-
figurevalue. Itneedstobe ingreat,
originalconditionandhaveanamethat
resonates.
Watch to watch: Breitling Duograph

presented to Jack Brabham for winning the
1960 Formula One championship.
Estimate SFr30,000-60,000 ($30,000-
60,000). May 14, Geneva.

John Reardon
Christie’s, New York
It isclear that the
worldofwatch
auctions is
becomingmoreand
moreaboutvintage,
eveninHongKong
wherethesaleshavetraditionallybeen
dominatedbymodernpieces.

Manycollectorsareasking
themselveswhytheywouldconsider
spending$5,000onaPatekPhilippe
Calatrava[asimplethree-handwatch]
witharepolishedcaseandarefurbished
dialwhenthatsame$5,000couldbuy
somethingsuchasUniversal
chronographinsuperb,original
condition.
Watch to watch: 1817 Breguet pocket watch
formerly owned by Charles-Louis Havas,
founder of l’ Agence France-Presse. May 16,
Geneva.

Tim Bourne
Sotheby’s, London
Speakingtopeople
inotherareasof the
pre-owned
business, there
appears tobea lotof

inventoryout there.But I thinkthe
auctionhouseshaveseveraladvantages,
not least inthefact thatwedon’thaveto
layout largesumsofmoneyonstock.
Wecanalsobeselectiveaboutwhatwe
consignandcanadvisesellersofvalues
basedoncurrentmarketconditions.

I thinkthefuture lies insmaller,very
wellcuratedsalesandwhilemajor
pieceswill continuetocometoauction,
themarket isnot likelytobeflooded
withthem.Aswiththeartmarketasa
whole, I thinkpeopleare feeling
cautiousaboutspendingbiggersums.
Next sale: May 14, Geneva.

Julien Schaerer
Antiquorum,
Geneva
We’reheading
towardsourbigMay
salewitharealistic
attitude—there’sa
definiteuncertainty
intheworldrightnow,andI thinkwe’re
feelingthat intheauctionmarket.

Interestingly,however,weare
noticingthatcollectorsare looking
harderto findvintagebrandsthatareon
therise—pricesofsomewatchesby
makerssuchasUniversalandHeuer, for
example,havedoubled, tripledand
evenquadrupledduringthepast three
years.

We’realsoseeinganincrease in
demandfordivewatches fromthe

1960sand1970sbypreviously
overlookedmanufacturerssuchas
Yema,ElginandBenrus.Not longago,
whentheycouldbebought for$200,
collectorswouldscarcely lookat them.
Nowtheyare fetching$1,000-2,000.
Watch to watch: Corum “Buckingham”,
originally owned by Elvis Presley. Estimate
$10,000-20,000. April 13, New York.

Jonathan Darracott
Bonhams, London
Weholdregular
auctionsofmore
affordablewatches
[from£500]atour
Knightsbridge
rooms . . . butnone
of theKnightsbridge lotssold foran
exceptionalsum—biddingseemedvery
controlled,andbuyershadclearlydone
theirresearchandset limitsonthe
amounttheyweregoingtospend.

I thinkthebiggest threat tothewatch
businessasawhole isprobably fromthe
greymarket. Ifwatchesdon’t sellat
retailandendupinthesalerooms, they
inevitably fetchonethirdtoonequarter
of thenewprice.Wewouldn’t turnnew
watchesaway,ofcourse—butwe’re
consciousthat,whenretailersresort to
sellingatauction, it’susually thestartof
adownwardspiral.
Watch to watch: Rolex “Comex”
Submariner dive watch. Estimate
£40,000-60,000. June 22, London.
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