®SAGE businesscases

Overexposure of a Luxury Brand: Coach Inc.’s
Distribution and Image Problem

Case

Author: Author:

Matthew Wilson

&

Karen Robson

Online Pub Date: January 02, 2019 | Original Pub. Date: 2019
Subject: Marketing, Brand Management & Strategy, Marketing Channels
Level: | Type: Indirect case | Length: 2268

Copyright: © Matthew Wilson and Karen Robson 2019

Organization: Coach Inc. | Organization size: Large

Region: Northern America | State:

Industry: Retail trade, except of motor vehicles and motorcycles
Originally Published in:

Publisher: SAGE Publications: SAGE Business Cases Originals

DOI: http://dx.doi.org/10.4135/9781526488015 | Online ISBN: 9781526488015



javascript:void(0);
javascript:void(0);
javascript: void(0);
javascript: void(0);
javascript: void(0);
javascript: void(0);
javascript: void(0);
http://dx.doi.org/10.4135/9781526488015

SAGE SAGE Business Cases
© Matthew Wilson and Karen Robson 2019

© Matthew Wilson and Karen Robson 2019

This case was prepared for inclusion in SAGE Business Cases primarily as a basis for classroom discussion
or self-study, and is not meant to illustrate either effective or ineffective management styles. Nothing herein
shall be deemed to be an endorsement of any kind. This case is for scholarly, educational, or personal use
only within your university, and cannot be forwarded outside the university or used for other commercial
purposes. 2020 SAGE Publications Ltd. All Rights Reserved.

The case studies on SAGE Business Cases are designed and optimized for online learning. Please refer to
the online version of this case to fully experience any video, data embeds, spreadsheets, slides, or other
resources that may be included.

This content may only be distributed for use within Bellevue University.
http://dx.doi.org/10.4135/9781526488015

Overexposure of a Luxury Brand: Coach Inc.’s Distribution and Image
Problem

®SAGE businesscases

Page 2 of 9


http://dx.doi.org/10.4135/9781526488015

SAGE SAGE Business Cases
© Matthew Wilson and Karen Robson 2019

Abstract

Coach Inc. is a luxury fashion brand, primarily known for its women’s handbags. Through the
2000s and early 2010s, the brand pursued a strategy of expansion, leading to its merchandise
being available in many locations—particularly in department stores. In 2014, the brand an-
nounced plans to reduce its distribution, citing concerns related to department store discounting
of its merchandise and a related drop in brand status. In addition to cutting back on distribution,
the brand renovated its own retail outlets, made changes to its products, and entered into a part-
nership with popular singer Selena Gomez. In response, sales of handbags in the price bracket
of USD 400 or higher were up, as was perception of the Coach brand itself. This case provides
an opportunity for students ...

Case

Learning Outcomes
By the end of this case study, students will be able to:

« understand the meaning of “luxury” in the context of brands;

» understand the distribution strategy of Coach Inc;

« understand the relationship between distribution and brand positioning; and

+ assess the effectiveness of Coach Inc.’s steps towards repositioning its brand as “modern luxury.”

Coach Inc.: Affordable Luxury

Coach Inc. is a U.S. luxury brand primarily known for men’s and women’s handbags. The company was
founded in New York City in 1941 as a wholesale business selling small leather goods to department stores.
The business remained a relatively small wholesale business until 1996, when the CEO at the time, Lew
Frankfort, hired Reed Krakoff to lead the company’s marketing efforts (Levy, 2011). Krakoff had previously
worked for other fashion brands such as Ralph Lauren and Tommy Hilfiger, and had a vision for the brand,
saying: “When you needed a new bag, you might go to Coach. | wanted to change it to a want, not a need”
(Levy, 2011). In the decades that followed, Coach grew into a massive, coveted brand for leather goods and
accessories, with total company revenue growing 800% during Frankfort’s tenure as CEO (Wahba, 2017).

Coach’s main offerings can be grouped into a number of categories, including women’s handbags, men’s
and women’s accessories (such as belts, wallets, and accessories for electronic devices and pets), footwear,
watches, travel bags, jewelry, and fragrances (Coach Inc., 2007). These offerings were sold through two main
distribution channels: directly to consumers through Coach retail outlets and a catalog, and indirectly through
wholesale sales to department stores, the most significant of which were Macy’s, Nordstrom, Bloomingdale’s,
Saks, Lord and Taylor, Dillard’s, and Carson’s (Coach Inc., 2007).

There are levels of luxury, spanning from the ultra-luxury brands at the highest end to affordable luxury
brands. Ultra-high-end luxury brands, such as Hermés, often sell handbags for tens of thousands of dol-
lars—the iconic Hermés Birkin bag, for example, could sell for over USD 200,000 (Kane, 2015). Handbags by
brands such as Louis Vuitton, Burberry, or Gucci regularly sell for over USD 1,000. In contrast, Coach hand-
bags and accessories are considered to be affordable luxury goods. The price of the products reflects this: a
Coach handbag can be purchased for between USD 100 and USD 500. Other affordable luxury brands that
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Coach competes with include Kate Spade and Michael Kors.

Luxury branding requires a different strategy from non-luxury branding and includes 10 key characteristics
(Table 1). Ultimately, the key concern for managing a luxury brand is in maintaining a high brand equity—or
a high value ascribed to a brand name itself, rather than to products. Brand equity is particularly important
for luxury brands as consumers often purchase luxury goods as status symbols, or essentially for the brand
itself. Regardless as to whether something is affordable luxury or high-end luxury, luxury brands are associ-
ated with high quality, high status, and exclusivity—all of which can contribute to brand equity. For instance,
many consumers purchase luxury items as status symbols (Han, Nunes, & Dréze, 2010) or to impress others
with their ability to pay high prices (Dubois & Duquesne, 1993).

Table 1. Key Characteristics of Luxury Branding

1. Maintaining and controlling a premium image

2. Creating an aspirational image

3. Aligning all aspects of the marketing program to ensure quality products and pleasant consumption ex-
periences

4. The use of brand names and identifiers (such as logos, packaging, and signage) to drive brand equity

5. The use of personalities, events, countries, or other entities to drive brand equity

6. Careful control of distribution through a selective channel

7. The use of premium pricing

8. Management of the brand architecture

9. Broadly defined competition

10. Aggressive protection of trademarks and combatting of counterfeits

Source: Based on data from Keller (2009).

Although historically consumption of luxury goods has been confined to a small group of elite consumers,
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an increasing number of young, modern, and spendthrift individuals are purchasing luxury goods (Twitchell,
2003). This expansion of luxury markets has created a somewhat paradoxical type of consumption—the
mass consumption of luxury goods (Kastanakis & Balabanis, 2012). In particular, affordable luxury brands like
Coach lie at the intersection of exclusivity and mass appeal. Despite the increasing mass consumption of lux-
ury goods, very high-end luxury brands remain accessible only to a very small percentage of the population.

Expansion in Wholesale

One of Coach’s key strategies throughout the early 2000s and into the 2010s was to increase distribution. In
2005, this strategy of expansion led the company to operate in over 1,000 department stores in addition to
nearly 200 retail outlets and 82 factory outlets in the United States; three quarters of its sales in 2005 came
from department stores (Coach Inc., 2005). At the time, Coach merchandise—particularly handbags—often
featured patterns with the Coach name and logo, known as the “Signature C” pattern. Handbags featuring
this pattern were hugely popular, with many shoppers purchasing these affordable luxury bags.

Once stocked in a department store, Coach Inc. was no longer in control of the price of its offerings, as depart-
ment stores could offer promotions and discounts on merchandise. As a result, prices in department stores
were often lower than prices in Coach retail stores, especially around times of the year when promotions
were high. Coach products were popular gifts; during the winter holiday months of November and December,
Coach merchandise was often discounted as a result of department store Black Friday and Christmas promo-
tions. Many customers became accustomed to seeing Coach items in discount racks of department stores,
and only purchased Coach goods at a discount (Bain, 2016).

Coach Pulls Back

The strategy of expansion was successful: in 2013, Coach sold its merchandise in roughly 1,000 department
stores, 350 retail stores, and almost 200 factory outlets. However, the extensive coverage in department
stores did not translate to more revenue: by 2011 Coach obtained only 13% of its revenue from department
stores (Figure 1), and by 2016 less than 5% (Kell, 2016). At the same time, the high levels of discounting at
department stores had begun to damage the perception of the Coach brand, with the North American Pres-
ident Andre Cohen stating, “We departed a bit from our roots. We were a bit overexposed as a brand. We
became a bit too promotional, and | think we chased revenue a bit too aggressively” (Shaw, 2015).

Figure 1. Coach Inc. Revenue From Indirect and Direct Sources, 2001-2011
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Source: Coach Inc. Annual Reports, 2001-2011. Retrieved from http://www.tapestry.com/investors/

Coach’s mass market presence had caused the brand to lose much of its prestige status. In response, it an-
nounced a number of changes to reposition itself as a “modern luxury” brand. Some of the most significant
changes related to Coach’s channels. The brand made plans to pull back from its indirect distribution chan-
nels and in 2016 it removed merchandise from 250 of the 1,000 department stores that offered Coach prod-
ucts in North America (Kell, 2016). At the same time, it announced plans to reduce the level of markdowns
that it would allow those department stores that would continue to stock Coach products to apply to its mer-
chandise (Kell, 2016). Changes were also made to Coach’s direct channel: the company closed a number of
retail outlets and began undertaking renovations to many of the remaining outlets, as well as the construction
or preparation of new locations (Kell, 2016). The majority of the USD 570 million renovation budget was for
existing stores in North America, which the brand intended to give a more upscale look and feel (Soni, 2015).

The brand also had plans to modernize its offerings—notably its well-recognized handbags. To achieve this,
it planned to cut back on visible branding on its merchandise (Figure 2). Cohen stated:

We did sell a lot of signature C bags at one time, and that is one way the brand became overex-
posed—it is a very visible sign of the brand. We still love our logo and you will see it coming back
in different guises over the next few seasons, but it has reduced in importance compared to a few
years ago. (Shaw, 2015)

Alongside these product changes came price increases: Coach Inc. introduced more higher end bags, with
prices going up in double digits (Shaw, 2015).

Figure 2. Rebranded Coach Handbag
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Source: Maxpixel. Retrieved from https://www.maxpixel.net/Handbag-Luxury-Products-Coach-Product-

Purse-Luxury-2597948

Another major move by the brand was to enter into new relationships with celebrities. In 2017, Coach Inc.
announced that music star Selena Gomez—the most followed person on Instagram—would be the new face
of the brand (“Coach rebrands as Tapestry,” 2017). The collaboration between Coach Inc. and Gomez also
included the development of a limited-edition line of handbags and accessories.

Referring to the positioning of Coach, Cohen said:

We like to call it “modern luxury,” a product that is of the highest quality in terms of craftsmanship,
as good as any traditional luxury brand out there. What is different with Coach is that we don’t see
ourselves as exclusive. We don’t want to be the brand that is only for the select few. (Shaw, 2015)

In order to ensure these changes were apparent to consumers, the brand was also investing much more mon-
ey in advertising and promotions than in previous years. The collaboration with Selena Gomez, for example,
came at a reported cost of USD 10 million (Eytan, 2016), while the brand was also spending more on print
and outdoor advertising than in recent years (Shaw, 2015).

Coach in 2018: Modern Luxury

Coach’s efforts at repositioning the brand seemed to be working. By 2017, Coach handbags priced at USD
400 or higher represented more than 55% of handbag sales (Garcia, 2017). In 2016 and 2015, this bracket
represented only about 40% and 30% of handbag sales, respectively (Bain, 2016). In addition, the brand was
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seeing more engagement online. The first two Instagram posts made by brand ambassador Selena Gomez
generated 5 and 6 million likes, respectively. Had Coach successfully repositioned its brand? And, moving
forward, how could Coach maintain status as a relevant, desirable luxury brand?

Further Reading
Reddy, M. , Terblanche, N. , Pitt, L. , & Parent, M. (2009). How far can luxury brands travel? Avoiding the
pitfalls of luxury brand extension. Business Horizons, 52(2), 187-197.
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