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Duty Free Domestic

Differentiation in Duty Free

Bundle packs are hardly a new news in packaged goods.
But this is TR exclusive- and no one in TR would be able to afford to drop the price this much. 
So, clearly when we look at these two prices we are puzzled. Someone here is making too much money right? 



Margin Structure and Differentiation
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* Figures are exemplificative.

Travel Retail Price: 10 ϵ
Content: 10xchupa-chups 

PRICE:           100ϵ 100ϵ
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High Street Value:2 ϵ

Airports charge high concession fees for the retailers and get a % of the sales of up to15%
Trade terms are usually very high,asthe space comes at premium and brands are willing to pay for it.
Broadly speaking in this channel the P&L is different and the final consumer price is 4 to 5 times that of the good purchased, vs 
the 3x of what you would find in domestic shops.
Which again is why differentiation is important, and one category that got this right is Confectionary.  



Travel Retailer vs Dept. Stores
Higher Gross Margin, but also Higher Operating costs

Dufry (TR) Macy's Mark & Spencer

Currency CHF Bn USD Bn GBP Bn

Sales 4.1 28.1 10.3

COGS 1.5 16.9 6.3

Gross margin 64% 40% 39%

SGA 1.9 8.4 3.3

SGA% Sales 47% 30% 32%

Operating Profit 0.3 2.8 0.7

Profit margin 7% 10% 7%

Source: Annual Reports 2014

This allows the duty free retailers to sustain the high costs, as we can see from this comparison of the P&L.
If we look at the P&L structure of DufryΣ ƻƴŜ ƻŦ ǘƘŜ ōƛƎƎŜǎǘ ¢w ƻǇŜǊŀǘƻǊǎ ŀƴŘ aŀŎȅΩǎ ƛƴ ǘƘŜ ¦{ ŀƴŘ aϧ{ ƛƴ ¦YΣ ȅƻǳ Ŏŀƴ ǎŜŜ 
that the much higher gross margin is offset by higher running costs, especially higher rents and fees. 



Travel Retail ςthe 6th Continent

Å+60Bn $ Sales

Å40% of Global Personal Luxury

Å3+Bn Passengers (only plane!)

ÅDoubled over the past 10 years

Source: Trbusiness.com

Travel Retail has often been described as the 6th continent of Retail, and this is especially true in the luxury sector- 40%, almost 
half of all the spending in personal luxury happens in travel retail!
²Ƙŀǘ ƛƴƛǘƛŀƭƭȅ ǎǘŀǊǘŜŘ ŀǎ ŀ άŎƻƴǾŜƴƛŜƴŎŜέ ŎƘŀƴƴŜƭ ǉǳƛŎƪƭȅ ŜǾƻƭǾŜŘ ƛƴǘƻ ǘƘŜ ǇŜǊŦŜŎǘ ŎƘŀƴƴŜƭ ŦƻǊ ǇŜǊǎƻƴŀƭ ƭǳȄǳǊȅ - every year over
3Bn passengers, mostly with high disposable income, transit through the airports of the world.



¢ƻŘŀȅ ŎƛƎŀǊŜǘǘŜǎ ŀƴŘ ǎǇƛǊƛǘǎ ŀŎŎƻǳƴǘ ŦƻǊ ƭŜǎǎ ǘƘŀƴ мκо ƻŦ ǘƻǘŀƭ ǘǊŀǾŜƭ ǊŜǘŀƛƭ ǎŀƭŜǎΣ ǿƘƛƭŜ ǘƘŜ ƭƛƻƴΩǎ ǎƘŀǊŜ ƎƻŜǎ ǘƻ ǇŜǊŦǳƳŜǎ andcosmetics, 
but also to all sort of personal luxury brands ςbrands are getting more and more refined in the way they target their potential
consumers, changing assortment by the hour, having beauty consultants that speak the language of the passengers and creating 
propositions that are valuable to the consumer.

LVMH, one of the leading companies in personal luxury, got its own Travel Retail shops, under the brand DFS, to more strategically 
tackle the channel.

But this is not the way it as always been. So how did Travel Retail got to this?

TR Split by category

Fragrances & Cosmetics  growing
High value/unit
High emotional involvement
Disproportionate use in Middle East & Asia

¢ƻŘŀȅ ŎƛƎŀǊŜǘǘŜǎ ŀƴŘ ǎǇƛǊƛǘǎ ŀŎŎƻǳƴǘ ŦƻǊ ƭŜǎǎ ǘƘŀƴ мκо ƻŦ ǘƻǘŀƭ ǘǊŀǾŜƭ ǊŜǘŀƛƭ ǎŀƭŜǎΣ ǿƘƛƭŜ ǘƘŜ ƭƛƻƴΩǎ ǎƘŀǊŜ ƎƻŜǎ ǘƻ ǇŜǊŦǳƳŜǎ and
cosmetics-retailers change assortment by the hour, having beauty consultants that speak the language of the passengers.
LVMH, one of the leading companies in personal luxury, got its own Travel Retail shops, under the brand DFS, to more 
strategically tackle the channel.



Shannon Airport 
in the 50s 

¢ƘŜ ǎƻ ŎŀƭƭŜŘ ά5ǳǘȅ CǊŜŜέ ǿŀǎ ōƻǊƴ ƛƴ LǊŜƭŀƴŘ ƛƴ мфптΦ .ŀŎƪ ǘƘŜƴ ŀƛǊǇƭŀƴŜǎ ǿƻǳƭŘ ǎǘƻǇ ƛƴ {Ƙŀƴƴƻƴ !ƛǊǇƻǊǘ ŦƻǊ refueling.
From the very beginning, the channel offered luxury products- fashion items, jewels and the traditional high duties categories.
Today, especially in Europe and within the Shengenarea, Duty Free has very little reason to exist ςbut the channel managed to 
ŜǾƻƭǾŜ ƛƴǘƻ ǘƘŜ Ƴƻǎǘ ŜȄǇŜǊƛŜƴǘƛŀƭ ŀƴŘ ŀŘǾŀƴŎŜŘ ǊŜǘŀƛƭ ŜƴǾƛǊƻƴƳŜƴǘΣ ǊŜǇƻǎƛǘƛƻƴƛƴƎ ƛǘǎŜƭŦ  ŦǊƻƳ ά5¦¢¸ Cw99έ ǘƻ ¢w!±9[ w9¢!L[Φ



From Duty Free to Travel Retail
Today travel retail is about the experience, the service and the 
quality.Butthe pressure to keep the prices low is tremendous.
People spend 10min in Travel Retail on average ςmaking it 
extremely important to close the deal quickly. 
And in a high-pressure situation like this, the reputation is 
everything- because people would not buy at all if TR would get 
famous for being expensive.
The majority of transactions still comes from consumers that 
are price sensitive ςpeople looking for a bargain, a small gift or 
an inspirational product, which means the channel has to be 
competitive.
They are the ones who would check the price of the product 
online while buying. Or if they buy on the plane and find out 
they could have spent 10$ less if they would have bought it 
domestically, they would write a letter to the airline 
complaining, expressing their disappointment on the social 
networks and finally making a lot of troubles.
They are the ones who helped to shape the industry.

And then there is a category per-se ςAsian shoppers.



Asian Tourists & Duty Free
+120M Chinese travelling abroad

90% travel budget on shopping

1500$/av. Purchase

Source: China Tourism Academy

Today, in Frankfurt, the biggest airport in Europe, every year 60MM passengers leave on a domestic or international flight. 
!ōƻǳǘ мн҈ ŦƭƛŜǎ ǘƻ !ǎƛŀΣ ǘƘŀǘΩǎ тaa ǇŜƻǇƭŜ ǘǊŀǾŜƭƭƛƴƎΣ ŀ Ǿŀǎǘ ǇŀǊǘ ƻŦ ǿƘƛŎƘ ŀǊŜ ǘƻǳǊƛǎǘǎ ƻƴ ǾŀŎŀǘƛƻƴΦ
They have high disposable income, they are looking for presents and they have nothing to do but shop or eat while waiting 
for boarding. 
In Asia the custom of bringing back a gift is extremely important, and the price of the gift is directly proportional to the 
importance you put upon that relationship! 
The travel retail industry lives for them. Even if the conversion rate is very low, the traffic is just too big to ignore and for
premium brands there is the added benefit of visibility.
Airport autoritiesrealized this all too well, which is the reason why, nowaday, the benefit of duty free, the fact that you do not 
have to pay duties nor indirect taxes when buying in travel retail, is completely offset in the P&L of the retailers and often in 
the price to the consumer by the high running costs. 



ÅBe priced above High Street

ÅAbsorb extra costs

ÅNegotiate better terms

What choices do Travel Retailers have?

As such, the retailers are faced with three alternatives:
Have high prices is not an option- if the retailer is not able to compete on price it will eventually go out of business
They cannot really absorb costs as their P&L is quite stretched already
The only way out of this is for the retailer to be able to negotiate better terms with the supplier. Leveraging on the fact that 
travel retail has low to 0 advertising cost, as it benefits from the advertising spent domestically, companies tend to agree to 
ƭƻǿŜǊ ƳŀǊƎƛƴǎΣ ǎŜƭƭƛƴƎ ǘƘŜƛǊ ǇǊƻŘǳŎǘǎ ŀǘ ƭƻǿŜǊ ŎƻǎǘΣ ōǳǘ ƛǘΩǎ ƴƻ Ŝŀǎȅ ōŀǘǘƭŜΦ
As most of the business in travel retail is done on tobacco, perfumes, alcohol and cosmetics, all highly consolidated 
industries, it was unavoidable that the buying side would also go through a phase of consolidation, to gain negotiation power
and scale. Which is what happened lately.


