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ABOUT THE
RESEARCH
As part of its ongoing European Risk Briefing series, ACE European Group
has published this research report in collaboration with Longitude Research.
The report derives from two primary sources.
First, we conducted a survey with a small
but focused sample of 45 respondents with
responsibility for risk management at companies
from across the luxury goods sector, with annual
revenues ranging from $250m to well over $1bn
in Europe. Given the highly specialised nature of
the industry sector under discussion, the sample
size is necessarily small in comparison with our
ACE Emerging Risks Barometer study undertaken
with 650 risk managers in 2013. The statistics
given in this report should therefore be interpreted
with caution in view of the number of interviewees.
Nevertheless, we believe this provides a useful
snapshot of the emerging risks that the luxury
goods sector faces. Respondents were chosen
at random from a pre-selected database and
were screened for eligibility. Participants spent an
average of 20 minutes on the survey. They were
not compensated for their participation and ACE
was not identified as the research sponsor.

Then, we held qualitative interviews with a variety
of senior corporate risk managers in the luxury
goods industry and others with expertise in the
area of reputational risk. We would particularly
like to extend our gratitude to the following
individuals, who gave in-depth interviews with
our research team:
• Sebastian Dovey, managing partner, Scorpio
Partnership
• Jonathan Kendall, president of the Marketing
and Education Commission at CIBJO, The World
Jewellery Confederation
• Milton Pedraza, CEO, the Luxury Institute
• Charles Beresford-Davies, managing director and
UK risk management practice leader at Marsh

Respondents were from the following countries
% of respondents
UK

18

France

13

Spain

13

Switzerland

13

Germany

11

Italy

11

Netherlands

11

Belgium

4

Luxembourg

4
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executive summary:
Luxury goods companies appear to be
facing a more complex risk environment
but often lack the tools and resources to
manage emerging risks effectively.
Almost six out of ten risk executives surveyed for this report say
that globalisation is increasing the interdependency of the risks they
face. Yet despite this more complex risk environment, they face
numerous barriers preventing them from identifying and mitigating
these risks effectively. The most significant are a lack of the right
risk management tools and processes, and lack of budget.

Reputation is a luxury goods company’s
greatest asset – but it may also be the
most difficult to manage.
Three-quarters of respondents agree that reputation is a luxury
goods company’s greatest asset. But this asset is also highly
susceptible to risk. Two-thirds of respondents believe that luxury
goods companies face a greater degree of reputational risk
compared with other industries. Moreover, reputational risk is
very difficult to measure and to mitigate. Our study shows more
than four out of five luxury goods companies agree that this is
more difficult to manage than any traditional risk category.
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Our sample also highlights four specific risk categories on
the watch-list for luxury goods companies:

1. Environmental risk
Risk managers surveyed expect environmental risk to have
the biggest financial impact on their business over the
next two years. More than seven out of ten respondents agree
that their customers and shareholders are taking environmental
risk more seriously. In response, companies in the sector must
demonstrate that they are taking the right steps to manage their
environmental risk exposures. Key areas of concern for managers
are air pollution, the destruction of habitats and protected
species, and water scarcity.

2. Business travel risk
The need for business travel is growing and this may be
exposing luxury goods companies to increased levels of risk.
More than nine in ten respondents say that, despite the development
of new technologies such as video conferencing, their company’s
reliance on business travel remains as high as ever. At the same
time, luxury goods firms are expanding into new markets, particularly
in Asia, Latin America and the Middle East. As European employees
spend more time and effort building their business relationships in
these less familiar markets, they are facing an increasing volume and
complexity of travel risks.

3. Directors and officers liability risk
D&O risk continues to climb the luxury goods corporate
agenda. Among the risk categories we analysed, respondents
place D&O risk third in terms of potential financial impact on
their business. More than 70% of respondents agree that their
company directors feel increasingly exposed and are placing the
company’s D&O insurance arrangements under greater scrutiny.
The top two D&O concerns for luxury goods companies are
bribery and corruption, and reporting errors, both cited by over
half of respondents.

4. Supply chain and infrastructure risk
Supply chains in the luxury goods sector are becoming
longer, more complex and may be more prone to costly
risk events and disruptions. More than nine out of ten
respondents say that supply chain disruption is one of the key
risk factors for a luxury goods business. The biggest concerns are
information, telecommunications or technology failure, failure to
comply with environmental regulation, and legal and regulatory
barriers associated with construction.
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INTRODUCTION:
A RISKY
ENVIRONMENT
FOR LUXURY
GOODS FIRMS

“

The luxury goods industry has survived the
economic turbulence of the past five years well.
According to Bain & Company, the sector will grow
up to 50% more quickly than global GDP between
now and 2015. And, despite some more recent
adverse headwinds such as a slow-down in China,
the sector remains on track to surpass €250bn of
sales by the middle of the decade.1
At the same time, luxury goods companies are
also facing higher levels of risk. Globalisation has
significantly increased the size of the market for
the sector, but has also made supply chains more
complex and requires much deeper and more
Chart 1: Please indicate whether you agree
with the following statement.
Globalisation is causing the interdependency
of the risks we face to increase.
Strongly agree
9%

Strongly disagree
4%
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Somewhat agree
49%

Somewhat disagree
38%

timely information about the risk environment
across different markets. Although the risks
that these companies face have many different
characteristics, they are now more closely
interlinked. Among the risk executives surveyed for
this report, 58% agree that globalisation is causing
the interdependency of the risks they face to
increase (see chart 1).
Gaining clear oversight of these risks, and coordinating a response to them, has become highly
challenging. Like many other industries, the luxury
goods sector has taken steps to embed enterprise
risk management frameworks, and build up the
knowledge, resources and insurance protection
that enables them to manage their rapid growth
while still maintaining a strong focus on their risk
exposures.
Yet companies continue to face challenges that
prevent more effective risk management. When
asked what they consider to be the biggest barriers
to dealing with emerging risks at their company,
respondents point to a lack of tools and processes,
a lack of budget, and a lack of management time
and attention as the most important issues (see
chart 2). In fact, luxury goods firms appear to face
bigger barriers to effective risk management than
those in other industry sectors. When the sample
of luxury goods risk managers in this study is
compared with a bigger study of risk managers
across a wide range of sectors conducted by ACE
in 2013, we find that luxury goods companies
are far more concerned about their lack of risk
management tools and processes, and a shortage
of budget – and they appear to be more concerned
about emerging risk overall.
By contrast, luxury goods risk managers seem less
concerned about a shortage of insurance options,
which is cited by just 22% as a barrier to effective
risk management. This is encouraging for the
insurance industry, but companies must take care
to ensure that they have the appropriate cover –
and that they understand what they are buying. It
is also clear that the insurance industry as a whole,
including its underwriters, brokers, claim managers
and adjusters, need to collaborate closely and
communicate with luxury goods companies to
ensure that more complex emerging risks are
properly understood.

Emerging risks to watch for the European luxury goods industry

In this report, we explore some of the key threats
facing luxury goods companies over the next two
years – and we look at how they are overcoming
the barriers to effective risk management. We
examine key categories of emerging risk, consider
the sources of that risk, and examine how
companies can manage and insure against them.

”

through the next phase of the economic cycle and
the changing patterns of global trade.

The clear message is that luxury goods companies
face specific risk challenges, often with different
nuances and emphases compared with other
industries. At ACE, our extensive experience across
the risk spectrum – from group accident and
health to construction and in liability risks that
range from directors and officers to environmental
– has enabled us to partner closely with some of
the sector’s largest clients for several years and
to assist them in mitigating and managing their
exposures in Europe and across the world.
Through the launch of our new European luxury
goods practice and by deploying our extensive
multinational capabilities, we look forward to
supporting them with appropriate risk solutions

Olivier Roussel, major accounts and
multinational manager, France at ACE Group

Chart 2: Which of the following do you consider to be the biggest barriers to the management
of emerging risks at your company?
% of respondents
40

Lack of risk management tools and processes

64
34

Lack of budget

62
57

Lack of management time and attention

56
46

Lack of human resources and skills

56
38

Lack of knowledge and information about risks

Lack of insurance options

33
All sectors

13
22

Luxury goods
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the four most
impactful risk
categories
In our survey of risk managers from the luxury
goods industry, we asked respondents to tell us
the risk categories they expect to have the most
significant financial impact on their business in the
next two years. Top of the list is environmental risk,
which 60% rate as one of the risks they expect will
have the most significant financial impact. This is
followed by business travel risk, cited by 53%; D&O
risk, cited by 47%; and infrastructure and supply
chain risk, mentioned by 42% (see chart 3).

In this section, we look at why these risks are
perceived as being the most impactful, and explore
some of the ways in which luxury goods companies
are responding to these complex threats.
1. Environmental Risk
Luxury goods companies may not seem like
the most obvious sector to be concerned about
environmental risk. Compared with oil and gas
companies, or even fast-moving consumer goods
firms, they have a relatively small environmental
footprint, and they are more rarely targets for nongovernmental organisations seeking to highlight
perceived abuses.
Nevertheless, environmental risk is clearly high on
their agenda. It is the number one risk in terms
of potential financial impact, by some margin. By
contrast, among risk managers in our larger crossindustry study last year, it was the second biggest
risk after supply chain.
In recent years, luxury goods companies have
paid increasing attention to environmental
and sustainability issues. Many have launched
environmentally friendly products or established
socially conscious brands and made careful use
of the media to communicate their message.
For example, French luxury goods maker Kering
(formerly PPR) has invested €10m in a high-end
documentary looking at the ways humans abuse
the environment in order to show the company’s

Chart 3: Which of these risk categories do you expect will have the most significant
financial impact on your business in the next two years?
% of respondents
Environmental risk

60

Business travel risk

53

D&O risk

47

Infrastructure/supply chain risk

42
40

Export risk
36

Cyber risk
Terrorism and political violence
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greener side. “We want to change the way we
conceive our business, socially and environmentally
speaking,” said François-Henri Pinault, chief
executive of the company, at the time of the
documentary’s release.
In part, luxury goods companies need to show
they are good corporate citizens precisely because
their products are not considered necessities, says
Milton Pedraza, CEO of the Luxury Institute: “As
they are luxury goods, companies need to do more
to prove that they are far more ethical, far more
environmentally friendly and far more charitable,”
he explains.
Moreover, many European luxury goods companies
have invested heavily in the world’s emerging
consumer markets over recent years and it is
in some of those markets that environmental
regulation is currently changing fastest, says
Nicolas Givelet, environmental risk engineer for
Continental Europe at ACE Group.
“Expanding or opening a new market typically means
acquiring new property, which may have an unknown
environmental history,” he says. “Because no company
wants to acquire an expensive environmental liability,
it is important to learn as much as possible about the
history of the property, how it was used in the past
and any pollution incidents associated with it.”
He continues: “Before opening or expanding
operations in emerging markets, it is imperative
to perform strict due diligence on assets and
to evaluate closely the current and likely future
environmental regulatory regime.”
Indeed, more than seven out of ten respondents
agree that their customers and shareholders are
taking environmental risk more seriously (see
chart 4). This has driven environmental risk up the
corporate agenda, gaining the attention of senior

Luxury goods companies
need to show that they are
managing environmental risks
in an appropriate way and are
increasingly conscious of their
environmental responsibilities.

leadership and board members. Luxury goods
companies need to show that they are managing
environmental risks in an appropriate way and
are increasingly conscious of their environmental
responsibilities. “Luxury goods companies are
profitable businesses; they make good margins
and they can afford to pay well. People expect
them to deal with these things ethically,” says
a senior risk executive from a European-based
multinational luxury goods company.
Chart 4: Do you agree with the following
statement?
Our customers and shareholders are taking
environmental risk increasingly seriously
Strongly agree
16%

Strongly disagree
4%

Somewhat agree
56%

Somewhat disagree
24%

Asked about the aspects of environmental risk that
cause them the greatest concern, respondents
point to air pollution as their biggest worry (see
chart 5). Air pollution can be a damaging byproduct of the manufacturing process for some
luxury goods. For example, a recent report2 from
Human Rights Watch on the Hazaribagh tanneries
in Bangladesh, which supply leather for some
luxury products, documents a range of concerns
with the facilities, including unregulated industrial
pollution of air, water and soil, as well as perilous
working conditions and the use of child labour.
Respondents also worry about the destruction of
habitats and protected species. Many luxury goods
firms, such as manufacturers of leather goods
and clothing, obviously need to pay more careful
attention than their peers to questions such as
animal rights, and the ethical and sustainable
sourcing of their materials. Producers of fine
fragrances, which rely on rare plants or herbs, must
09
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also be able to demonstrate that they are adopting
a sustainable approach to sourcing. Failure to ensure
strict controls around sourcing could lead to serious
environmental – and reputational – risk exposures,
because the company may find itself unable to
secure supplies and may suffer financial damage as
a result of adverse publicity.
Water scarcity also looms large as an environmental
risk. Many luxury clothing companies consume large
quantities of water through the manufacture of
textiles and often this consumption takes place

in manufacturing centres, such as India and
Bangladesh, where water stresses may already
be acute. Luxury goods companies that produce
jewellery must clearly pay careful attention to the
use of water in the mining industry, which supplies
key materials, such as diamonds and gold.
The effect of environmental regulation
The rapid proliferation of environmental regulations
is a key factor in the increased perception of
environmental risk. There are currently more than
17,000 separate environmental regulations that
address air, water, land and soil contamination
across the world, but little global consistency
between them.3 For example, there is limited
accord between the US’s Natural Resource
Damage Assessment (NRDA) process and the
EU’s Environmental Liability Directive (ELD), which
requires companies to notify authorities and
undertake preventive or remedial measures if
environmental damage is threatened or occurs.
While there has traditionally been more litigation on
environmental matters in the US, there have been
significant regulatory developments that are likely
to increase accountability in Europe as well.

Chart 5: Which of the following aspects of environmental risk currently cause you
the greatest concern?
% of respondents

Air pollution

42

Habitat/protected species destruction

38

Water scarcity

38

Transportation, storage or disposal of hazardous chemicals

36
33

Flooding
Water pollution

31

Site contamination

31
27

Business interruption
Changing or growing environmental protection legislation

10
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Confusion over insurance options?

ACE’s Nicolas Givelet explains: “While luxury goods
companies may focus on potential liability claims,
the more likely danger is a pollution incident that
damages their own property and that must be
cleaned up, often at great expense, for example in
the case of tanneries and dyes. While companies
may expect these exposures to be covered under
commercial general liability insurance policies, they
are typically excluded.”

Environmental risk may be the top emerging risk
worry for luxury goods companies, but the level of
insurance cover they have in place is low. Just 31%
say that they have a specific insurance policy in
place to cover them for environmental risk, while
a further 36% don’t have a specific policy and
don’t know if these are covered by other policies
they have in force (see chart 6). This suggests
that companies in the sector need to do more to
understand their insurable exposures and consult
with insurance brokers and providers to determine
whether they have the optimal cover in place.

He concludes: “To protect their assets and
investments, luxury goods companies should
consider premises pollution policies that provide
coverage for the first-party costs of environmental
remediation as well as the potential third-party
liabilities arising from on-site incidents. Companies
may also want to consider coverage that provides
expert help in a crisis to manage any resulting
threat to their reputation.”

Failure to ensure strict controls
around sourcing could lead to
serious environmental – and
reputational – risk exposures.

Chart 6: Which of the following statements best applies to your approach to insurance?
% of respondents
Infrastructure/supply chain risk

62

Export risk

38

Cyber risk

31

Environmental risk

31

Terrorism and political violence risk

22

51
38

36

33

2
13

47

0
0

31
67

2
0

16

31

20
18

9

40

33

Business travel risk

D&O risk

27

0
2

We have a specific policy that covers these risks
We don’t have a specific policy and I don’t know if these are covered by other policies
We don’t have a specific policy but these risks may be partly covered by other policies that we hold
We don’t have a specific policy and these risks are not covered by our existing insurance policies
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2. Business Travel Risk
Advances in video conferencing and related
technologies were meant to reduce the reliance of
companies on business travel. Yet, in the luxury
goods industry – as in many other industries – the
need for executives to travel overseas has not
reduced. Among our respondents, more than nine out
of ten respondents say that, despite new company’s
technologies, their reliance on business travel
remains as high as ever (see chart 7).
No wonder, then, that business travel is ranked
second highest among the risk categories in terms
of its potential financial impact on the business
and that luxury goods companies appear to worry
about business travel risk more than companies
in other sectors. In our larger 2013 cross-industry
survey, business travel risk did not feature nearly as
prominently as an emerging risk concern.
Perhaps this shouldn’t be surprising. The ongoing
globalisation of the sector is a key factor. Consider
the Swiss watch industry, for example. Between
2000 and 2012, Asian countries accounted for
some 70% of the increase in Swiss watch exports,
with Hong Kong and China driving the growth. In
2012, the two markets accounted for about 28% of
Switzerland’s watch exports – double the proportion
in 2000.4
But what is more surprising is the extent of the
concern about this risk among luxury goods
companies, compared with other industries in
general. As luxury goods companies expand their
geographical footprint, their employees are finding
that they need to spend more time overseas to
establish and manage new operations.
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Chart 7: Please indicate whether you agree
with the following statements
Our employees expect full business travel
insurance and risk advice as part of their
package.
Strongly agree
24%
Strongly agree
24%

Somewhat agree
67%
Somewhat agree
67%

Somewhat disagree
9%
Somewhat disagree
9%

Despite new technologies, our company’s
reliance on business travel remains as
high as ever.

Strongly agree
13%
Strongly agree
13%

Somewhat agree
78%
Somewhat agree
78%

Somewhat disagree
9%
Somewhat disagree
9%

There is no substitute for the on-the-ground
presence of senior executives in the luxury goods
industry, according to Jonathan Kendall, president
of the Marketing and Education Commission at
CIBJO, The World Jewellery Confederation. “The
most senior executives in luxury goods companies
need to spend time on the ground getting a
feel for how their products are purchased and
consumed,” he says. “It’s a very nuanced and
intuitive thing. This cannot be managed from a
distance; the leaders need to be on the ground
and feel it.”

Emerging risks to watch for the European luxury goods industry

Emerging markets
Increasingly, business travel needs to be
undertaken in emerging markets, which may be
less familiar to the executives travelling there, and
more prone to loss events, such as theft, travel
disruption and other issues.
Travel to Brazil and Mexico, two fast-rising luxury
markets, can be problematic as kidnappings are
not uncommon. Indeed, the regions that cause
luxury goods companies the greatest concern
are Africa, the Middle East and Latin America
(see chart 8). This is in keeping with perceptions
across industry in general.
Stéphane Baj, regional director of A&H corporate
and affinity for ACE in EMEA explains: “Even if the
level of medical care in many emerging markets
has undoubtedly improved since the 1980s and
1990s, business travellers’ access to quality
medical care still presents its challenges, which
moreover are quite different depending on the
region or country visited.”
According to Baj, this is often because a limited
number of private medical facilities can offer
the right level of hygiene and there may be no

public emergency service for primary medical
transportation from the place of accident to
the nearest hospital, while in some countries the
cost of private medical facilities can be
prohibitive for many.
“And all this is aside from the fact that, in some
areas, the level of care has actually deteriorated
because healthcare is no longer subsidised by
big international companies, who may now prefer
having their own private medical facilities in their
compounds.”
In some emerging economies, finding the right
specialist medical treatment in the case of an
accident or illness may be more difficult than
in Europe. It can be very challenging to manage
a situation in which employees travelling in a
foreign country on business become sick, find
themselves in potentially dangerous situations,
or need evacuation from a politically unstable
country. More generally, it is hard to put a price on
the stress that employees experience when they
face a medical emergency abroad. In particular,
frequent travellers face an increased risk of blood
clots and say they are less healthy overall.5

Chart 8: Which regions cause you greatest concern in respect of business travel risk?
% of respondents
Africa

56

Middle East

51

Latin America

42

Eastern Europe

42
33

North America
29

Russia and Central Asia
Western Europe

22

Emerging Asia (e.g. China, India)

9

Developed Asia (e.g. Singapore, Hong Kong)

9
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Business travel insurance
At the same time, luxury goods companies are
aware of their duty to take care of their executives.
Employees expect this as standard: among our
respondents, more than 90% say that their
employees expect full business travel insurance
and risk advice as part of their package
(see chart 7).
Despite this, only 31% of companies surveyed
say that they have a specific insurance policy in
place to cover business travel risk (see chart 5).
A further 31% do not have a specific policy in
place, and do not know if this risk is covered by
other policies.
The fact that luxury goods companies operate in
so many different markets can further complicate
matters from an insurance perspective. In the
past, many businesses would use a single global
insurance policy, issued to a parent company,
to protect all of their employees worldwide.
But companies need to be aware that, in some
countries, insurance regulations can undermine
the effectiveness of this approach, opening
the door to problems with benefits and claims
payments.
As ACE’s Stéphane Baj emphasises: “In a world
of increasingly exotic business travel destinations
and an ever more complex global regulatory
environment, they also need to ensure that the
insurance solutions they put in place will actually
perform – and, of course, compliantly pay out
claims – when they are needed most.”
3. Directors’ and Officers’ (D&O) Liability Risk
Senior European business executives face a
more hostile public environment post-crisis.
They are also subject to unprecedented and
growing levels of personal liability, and can be
held personally responsible for a daunting array
of issues, including health and safety, data and
environmental protection, fraud and negligence,
allegations of corruption, employment-related
claims and infringement of intellectual property.
D&O risk can have a significant financial impact
– not just on individual directors but on the
company as a whole. In our survey, D&O is placed
14

third in terms of its potential financial impact on
the business. This is higher both in percentage
terms and in terms of its ranking compared with
our larger 2013 cross-industry survey, where it
was placed fourth. Directors themselves recognise
the challenge. Among our respondents, more than
70% agree that directors feel increasingly exposed
and are placing the company’s D&O insurance
arrangements under greater scrutiny (see chart 9).
Chart 9: Do you agree with the following
statement?
Directors at our company feel increasingly
exposed and are placing our D&O insurance
arrangements under increasing scrutiny
Strongly agree
18%

Strongly disagree
7%

Somewhat agree
53%

Somewhat disagree
22%

A heightened regulatory and compliance
environment has emerged in the wake of the
recent financial crisis and is now an important
driver of increased D&O risk. In addition to the
burden of legislation, shareholders and employees
have become more conscious of their rights.
And directors and officers have become more
concerned about exposure to potential liabilities
in the country where they reside, as well as in
countries where they may have responsibility for
subsidiaries.
Jonathan Kendall believes that D&O risk is much
higher up the agenda of senior leadership today
than it was ten years ago. “Nowadays, people
are increasingly careful,” he says. “The world is
changing, and luxury companies need to make
sure they’re in line with governance requirements.
People are reluctant to put themselves in a
position of risk, and I think they’re absolutely right.”
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The legal exposure of directors and officers
presents multinational luxury goods companies
with numerous challenges, due to the scope of
their executives’ duties as well as to the sheer
variety of possible claimants in various countries.
The company itself can sue senior officers for
damages when fraud or breach of fiduciary duty
is claimed. Directors and officers may also be
vulnerable to claims by a liquidator or equivalent
on the grounds that they permitted the corporation
to trade while insolvent.

risk more frequently. Consolidation in the industry
also adds to the risk, because companies become
more complex from a reporting perspective.

The world is changing, and
luxury goods companies need
to make sure they’re in line with
governance requirements.

Grant Cairns, regional manager for financial lines
in Continental Europe for ACE, says: “One of the
particular challenges for sectors such as luxury
goods companies increasingly in the public spotlight
is that securities litigation remains high and is
arguably rising in the US, at the same time as
shareholders now appear to be more aware of their
rights elsewhere.”

The top two D&O concerns for luxury goods
companies are bribery and corruption, and
reporting errors, both of which are cited by 56%
of respondents (see chart 10). Interestingly, the
same two concerns topped the list in our larger
cross-industry 2013 survey among risk managers
across all sectors. The attention to reporting
errors may be fuelled by high-profile reporting
failures, like those at Royal Bank of Scotland, and
the associated financial penalties. As more luxury
goods companies go public, they will confront this

In recent years, bribery has become more of a
focus in Europe. The UK Bribery Act makes it
a criminal offence to give or receive a bribe and a
corporate offence to fail to prevent bribery. Several
European countries have also made changes
to their legal systems that make it easier for
aggrieved shareholders to bring actions against
directors and officers.

Indeed, our research indicates that the US regulatory
environment is a consideration for many in the
European industry: six out of ten respondents
agree that the uniquely complex legal and
regulatory environment in the US poses
particular liability risks (see chart 11). “The US
is a regulatory minefield, particularly for luxury
goods companies that are quoted in the US,”
confirms a senior risk officer from a Europeanbased multinational luxury goods company.

Chart 10: Which of the following aspects of D&O risk currently cause you the greatest concern?
% of respondents
Bribery, fraud and corruption

56

Reporting errors

56

Tax issues

49

Action from regulators

47
38

Breach of contract
Employee actions (e.g. harassment, wrongful dismissal
suits or actions related to health and safety)

24

Shareholder lawsuits
Creditor/liquidator actions in relation to
bankruptcy procedure

22
7

15

Chart 11: Do you agree with the following
statement?
The uniquely complex US legal and regulatory
environment poses particular liability risks for
our business.
Strongly agree
27%

Somewhat agree
33%

Somewhat disagree
40%

For luxury goods companies doing business in
key emerging markets, and particularly China,
bribery has become an important issue. Recently,
Xi Jinping, Communist Party General Secretary
and Chinese President, told Beijing media of his
quest for a “thorough clean-up” of “four forms of
decadence: formalism, bureaucracy, hedonism and
extravagance.” According to the consultancy Bain
& Company, the party’s efforts to curb the waste
of public money and weed out corruption have had
a large impact on “gifting luxury”, with watches and
menswear taking the biggest hit.6
Mitigating risk
Part of the challenge of mitigating D&O risk
for luxury goods companies is that it can arise
from pretty much anywhere in the business.
“Supply chain risks can potentially lead to D&O
loss,” says Trevor Maynard, head of Lloyd’s
exposure management and reinsurance team.
“Or, if share prices move adversely for any reason
and if directors are at fault, then the terms and
conditions might be triggered.”
Among our research sample however, take up of
D&O insurance is low. 67% say that they do not have
a specific policy in place, and do not know if it the
risk is covered by another policy. Although our survey
finds that directors are scrutinising insurance policies
more carefully, this seems surprising for a sector
whose leaders are in the public spotlight.
16

Increasingly, many regulatory authorities are trying
to ensure that D&O insurance is in compliance with
the local legal system. As luxury goods companies
continue to expand their geographical reach, it
will be essential to find insurance products that
both protect their directors and officers worldwide
and are compliant with tax and regulatory
requirements.
ACE’s Grant Cairns agrees: “Going forwards,
one of the priorities for companies in the luxury
goods sector will be to work with insurance
market partners who have real global expertise
in co-ordinating complex claims where multiple
jurisdictions are involved and who can help them
implement effective local policies as part of a
compliant multinational programme.”
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4. Supply Chain and Infrastructure Risk
As the luxury industry continues to expand
geographically, supply chains are becoming longer,
more complex and, inevitably, more prone to risk.
More than nine out of ten respondents (92%) say
that supply chain disruption is one of the key risk
factors for a luxury goods business (see chart 12).
Charles Beresford-Davies, managing director and
UK risk management practice leader at Marsh,
says that today no company operates in isolation.
“Every business is now part of a complex global
network of suppliers, outsourcers and customers,
all of which are subject to resiliency risk. In the
luxury goods sector, having both a robust and
ethically-sound supply chain is paramount.”
Luxury goods companies confront distinct supply
chain challenges. One is that manufacturing
is highly centralised. A luxury leather goods
Somewhat agree
Strongly agree
manufacturer,
for example, may assemble or 56%
18%
manufacture all of its products in Italy, even if
his domestic market only accounts for a small
proportion of its global revenues. This is in
contrast to many other industries, such as fastmoving consumer goods, which have moved to a
more decentralised manufacturing model to get
closer to their markets.
Chart
Do you agree or disagree
with disagree
the
Somewhat
Strongly 12:
disagree
24%
2%
following
statements?
Supply chain disruption is one of the key risk
factors for a luxury goods business
Strongly agree
16%

Somewhat disagree
9%

Somewhat agree
76%

Companies also have to maintain the quality and
supply of key raw materials, such as ethically
traceable gems and rare skins, throughout the
supply chain. They must also prioritise sustainable
development. In the words of Brunello Cucinelli,
founder of Cucinelli: “Luxury consumers want to
know, or will want to know, that their goods are
made humanely.”7
Understanding risk exposure
One major concern in dealing with supply chains
is the ability to understand the risk exposure that
arises from the complex interdependencies within
the global supply chain. For example, almost one in
five businesses hold no data about their suppliers’
suppliers, according to recent research.8
One expert who spoke to ACE for this report
argues that companies should redevelop their
risk analysis and identify exposures among both
suppliers and suppliers’ suppliers. “Companies
need to follow the financial situation of their
suppliers,” he says. “They need to look at their
subcontracts to see whether they have any
recourse against the suppliers of another supplier.”
Another senior risk officer in a European luxury
goods company believes that it becomes more
challenging to control the supply chain after the
first tier. “A major priority for our business is to
make sure that each layer is looking after the next
layer in a coherent way,” he says. “By the time we
get to the bottom of the chain, we can have several
hundred suppliers involved.”
Consider the recent challenges faced by Aston
Martin. In February 2014, the luxury car company
had to recall some 18,000 cars – three-quarters
of the supercars it has built since 2008 –
after the company belatedly discovered that a
Chinese supplier had used counterfeit plastic in
accelerator pedals.9
With so many complex issues at stake, it is not
surprising that supply chain and infrastructure risk
ranks so highly in terms of its potential financial
impact on the sector over the next two years.
At the same time, supply chain and infrastructure
issues can prevent these companies from
making new investments. Almost three-quarters
of respondents agree that concerns about
17

Chart 13: Which of the following aspects of infrastructure/supply chain risk currently cause you
the greatest concern in the key markets where you operate?
% of respondents
Information or telecommunications technology failure

49

Failure to comply with building/environmental regulation

40

Legal and regulatory barriers to construction
(planning laws, etc.)

36

Lack of investment in civil infrastructure (e.g. roads,
rail, airports and ports)

31

Supply chain disruption in general

29

Energy outage or shortage (e.g. oil and gas)

29

Power outage or shortage

29

Lack of skills and professionalism needed to deliver
the built infrastructure our business needs

24

Insolvency or collapse of supplier
Unethical or illegal actions by partners in the supply chain

poor infrastructure can be a barrier to making
investments in some important markets (see
chart 12).
The biggest concerns for luxury goods companies
when it comes to infrastructure and supply-chain
risk are information, telecommunications or
technology failure, failure to comply with building
environmental regulation, and legal and regulatory
barriers associated with construction (see chart
13). These barriers are particularly important for
luxury brands, looking for new sites in emerging
markets, which can be fraught with infrastructure
delays and construction labour shortages.10
Gilbert Flepp, cyber risk manager for ACE in
Continental Europe, says he is not surprised to
see IT issues ranking high on the list. “The luxury
goods industry needs to give utmost attention
to its data security protection, as any leakage of
sensitive information about their customers could
have huge repercussions on their reputation,” he
says, adding that “a fine-tuned risk assessment
is required to tailor-made specific data breach
response team solutions.”
Milton Pedraza of the Luxury Institute says that
buildings in some emerging markets can also be a
major supply chain issue. “We have seen buildings
18
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literally falling to the ground in India and China
because of rapid construction,” he says. “You might
be in a situation where you rent a store and it may
not have been constructed to the exactitude of the
regulatory requirements, and therefore, either you’re
in violation, or worse, you could have a massive
accident where you are accountable because you
are the owner or lessee.”
Hervé Cosson, regional technical lines manager for
ACE in Continental Europe, says that complexity is
increasing as construction and engineering projects
involve more people and equipment from around
the world. “Complexity changes the nature of the
insurance cover that clients need,” he says. “It
becomes much more nebulous, and insurance costs
are rising because of that.”
The risk of supply chain failure
One key factor in supply chain failure is that some
international companies are increasingly relying on
a smaller group of suppliers. Consolidation of the
supplier base can reduce costs and increase control,
but it does expose companies to risk. If something
happens to a critical supplier, companies may not
be able to meet demand and may be exposed to a
larger financial loss. Further, there will be a bigger
financial impact where there is more regulatory
supervision and trade sanctions, which can make
supply more complicated and financially onerous.
High levels of insurance in place
Two-thirds of companies say that they have
insurance in place to cover supply chain and
infrastructure risks – by far the highest percentage
for any risk category covered in the survey. Given
the breadth of this risk category, this may not be too
surprising. But, as Trevor Maynard, head of exposure
management and reinsurance at Lloyd’s points out,
companies still may underestimate the likely financial
costs of supply chain risks as they have not yet
experienced a ‘definitive’ supply chain event. “We
know that there is supply chain risk, yet the actual
losses for any one event can be difficult to quantify,”
he notes. “But once it gets above a certain threshold,
losses could be significant.”
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in other industries (see chart 14). “An integral part
of being a manager in our company is thinking
about reputation,” says a senior risk manager from a
Europe-based multinational luxury goods company.
“Everyone is deeply aware that reputation is our
most important asset. You can see it in the way we
conduct our business, and it’s one thing everyone in
the company understands.”

reputation at
risk in the
luxury goods
industry
Luxury goods companies have always faced
reputational risks, but they have never been as
pervasive or as immediate as they are today. The
fast-moving social media landscape has dramatically
increased the speed with which reputational risk
crises arise and need to be resolved.
In the current service-oriented business environment,
intangibles, such as corporate reputation, can
constitute the bulk of an organisation’s assets.11
Reputation is luxury goods companies’ greatest asset,
according to three-quarters of respondents; two out
of three also agree that luxury goods companies
face a greater degree of reputational risk than those

Chart 14: Please indicate whether you agree with the following statements
% of respondents
Ultimate responsibility for reputational risk lies
with the CEO/managing director

22

Reputational risk is more difficult to manage
than any other specific risk category

16

Social media has greatly exacerbated the potential
for reputational risks to affect our company

16

We monitor and measure our reputation
on an ongoing basis

16

We feel inadequately covered for our reputational
risks from an insurance perspective
Information and advice on managing reputational
risk is difficult to come by
Luxury goods businesses often face a greater degree
of reputational risk than those in other industries
Strongly agree

18
20

Somewhat agree

67
62
60
24

Reputation is our company’s most significant asset
We find it difficult to quantify the financial
impact of reputational risks on our business

62

52

13

60
22

16

13

4

22

0

24

0

22

2

27

49
49
Somewhat disagree

7

24

49

18

9

Strongly disagree

2
2

27

7

33
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A key challenge, however, is that reputational risk
is very difficult to measure and to mitigate. Our
survey shows that more than four out of five luxury
goods companies (82%) agree that reputational
risk is more difficult to manage than any other risk
category. For this reason, insurers now sometimes
add crisis management services to their insurance
offerings covering liability risk classes – which in
ACE’s case include product recall, export liability
and environmental liability in much of Europe.

The fast-moving social media
landscape has dramatically
increased the speed with which
reputational risk crises arise and
need to be resolved.

only 42% say that they are very effective at instilling
a culture of reputational risk across the company
(see chart 15). In an industry where reputation
matters so much, there is clearly still some room for
improvement. Scorpio Partnership’s Sebastian Dovey
points out, however, that many high-end luxury
goods buyers may be more resilient and loyal to
brands than other buyers and less reactive to blips
in a luxury goods company’s reputation. “A family
may have been buying particular luxury products for
generations,” he says. “They may, for example, have
been buying a luxury car brand for decades and
built up a strong relationship with the brand.”

More than four out of five (83%) of the executives
of luxury goods companies polled agree that they
find it difficult to quantify the financial impact of
reputational risks on their business. It is clear that
luxury goods firms struggle across a number of
different aspects of reputational risk management.
For example, only 40% say that they are very
effective at identifying the threats to reputation, and

Chart 15: How effective is your company at managing the following aspects of reputational risk?
% of respondents
Instilling a culture of reputational risk management
throughout the company

42

Measuring external perceptions of the company

42

Ensuring that reputational risks are managed
across the entire supply chain

42

58
49
42

0
9
11

Putting in place governance structures to manage
reputational risks

40

56

4

Identifying threats to reputation

40

56

4

Restoring reputation following a risk event

38

49

13

Crisis management

38

49

13

Quantifying the financial impact of reputational risk
Very effective

Could do better

20

67

13

Poor
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Threats to reputation
The main sources of reputational risk that luxury
goods companies confront are the heightened focus
on fraud and corruption in foreign market subsidiaries
and aggressive tax avoidance/tax evasion in the
business environment. Difficulty managing product

quality and/or working practices across the extended
supply chain is another significant reputational issue
for more than one-third of respondents. Luxury
goods companies are also worried about litigation,
loss of earnings and damage to existing customer
relationships (see chart 16).

Chart 16: Which of the following do you consider to be the biggest potential sources of
reputational risk for your company today?
% of respondents
Heightened focus on fraud and corruption in foreign
market subsidiaries

51

Aggressive tax avoidance/tax evasion in the business
environment

49

Difficulty managing product quality and/or working
practices across extended supply chains

36

Corporate governance failures leading to financial
or reporting irregularities

31

Increasing corporate social responsibility expectations

31

Concerns about poor employment conditions around
the world

31

Increasing stakeholder and media scrutiny
of business practices

22
16

Difficulty keeping pace with regulatory changes
Concerns about failure to protect customer privacy

13

Compensation culture and an increased awareness
of consumer rights

9

Concerns about discrimination in the workplace
High-profile product recall incidents

7
2
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CONCLUSION
The growth of the luxury goods industry over recent
years has been impressive. Once, these were products
that were confined to a small elite of wealthy buyers
in a handful of key markets. Today, luxury goods
companies form part of a large, global industry with
many millions of customers in almost every country
of the world.
With growth, and a rise in profile, has come exposure
to new and unexpected types of risk. Moreover,
globalisation means that these risks are now
interconnected to an unprecedented extent. For
example, a risk event in a factory in India or China
can set off a chain of events that leads to financial
loss, liabilities for individual directors and reputational
damage. Moreover, the speed with which these
threats emerge has accelerated dramatically in a
world of 24/7 news coverage and social media.
The scale of the threats that the sector faces
demands a highly sophisticated approach to risk
management. The interdependencies between risks,
and the fact that threats can emerge from anywhere
in the business to undermine hard-won reputations,
means that companies need an enterprise-wide
approach to risk management.
At the same time, they need to pay careful attention
to insurance. Our research sample suggests that
many companies may not know if they have insurance
cover for different emerging risk categories. Given
the high potential financial impact that these risks
can have, greater dialogue between the luxury goods
industry and the insurance community would help
businesses to gain a clearer understanding of the
highly dynamic risk environment that the sector
faces and the risk management solutions that are
increasingly available.
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The opinions and positions expressed in
this report are not intended to provide
legal or other expert advice. It is
presented as information only. Readers
should consult legal counsel or other
experts, as applicable, with any specific
questions they may have. Any references
to insurance policy provisions are not
intended to amend or alter any final
policy or contract. The terms and
conditions of the ultimate, final policy or
contract will govern the rights and
obligations of the parties.
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