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Abstract

Observed shifts in consumer behavior have created disruptions and comprehensive change in retailing processes as a whole. The most dramatic
change in consumer shopping behavior lies within the Millennial cohort. As a result, luxury department stores have struggled to find relevancy with
these younger consumers. Millennials seemingly have an increased desire for luxury, items yet hold negative attitudes towards luxury department
stores. Currently, no literature addresses Millennial luxury consumers, their connection with disruptions in the retailing industry, and particularly
in regard to the luxury department store. Therefore, the authors propose a model to investigate the Millennial luxury consumer and the luxury
department store based on systems theory. The proposed model will be used to understand the interactions and interdependence between the
Millennial consumer, the fashion retailing industry, and specifically the luxury department store, from a holistic systems perspective. Additionally,
the model can be valuable to the luxury department store retailer as it will provide support for strategic adaptations to ensure consumer attainment

and business sustainability.
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Introduction

While emerging consumer and technology trends have been
positive for online retailers (e.g. the Amazon effect), discounters,
and fast-fashion retailers, other retail formats have been
significantly challenged. Department stores, for example, have
struggled to maintain relevancy in a changing environment, leading
to store closures and downsizing [1]. Past industry wide practices
encouraged retailers to hold large store portfolios, and growth
was achieved through the expansion of selling space. While major
department stores have experienced downturns, closures, and
condensation, luxury department stores have also had their share

of woes.

Traditional department stores stock many

typically
varieties of goods in different divisions or departments.
While luxury department

they distribute

stores are similar in format,

clothing, accessories and other lifestyle

@ @ This work is licensed under Creative Commons Attribution 4.0 License | JTSFT.MS.ID.000600.

products which are exclusively designed and/or manufactured by/
or for the retailer, perceived to be of a superior design, quality and
craftsmanship, priced significantly higher than the market norm,
and sold within prestigious retail settings [2]. Luxury department
stores, such as Neiman Marcus and Saks Fifth Avenue, have recently
experienced revenue declines in their full-line brick and mortar
stores [3]. Marzilli et al. [4] suggest potential contributors to this
decline include limited customer and transaction growth, growing

competition, and growth of omni-channel strategies.

While industry and macro-environmental disruptions have
stimulated comprehensive change in retailing processes, there
has been a simultaneous observed shift in consumer behavior. The
most dramatic change in consumer shopping behavior lies within
the Millennials (born 1980-2000), the largest and most influential
generational cohort to date [5]. Millennial consumers are motivated
by social shopping, personal gratification, and unique products;
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they expect experiences, personalization, and integrated technology
from the retailers they patronize [5]. Currently, there are 80 million
Millennials in the US. The Millennial cohort spends an estimated
$600 billion each year on retail purchases. This amount is projected
to grow to $1.4 trillion by 2020, reflecting 30 percent of total retail
sales. Thus, Millennials will have major purchasing power and
impact on the economy for many years to come, making them a
highly important customer segment for retailers [6].

Consumers have generally demonstrated an increasing desire
for luxury products and services [7]. Specifically, demand for luxury
products in the US is up 16 points since 2015. Further, Millennial
consumers have shown an increased desire for luxury items and
are buying these items at a much younger age. This cohort is
brand conscience and willing to invest in luxury products [8].
However, Millennial consumers tend to have a negative attitude
towards luxury department stores [4], despite their expressed
preferences for luxury goods sold by these retailers. Therefore,
identifying new sources of competitive advantage is critical for the
luxury department store’s sustainability. Creating product, brand,
and store differentiation, together with attainment of loyal target
consumer groups like Millennials, are key strategic suggestions
for the sustainability of luxury department stores [9]. No existing
literature addresses Millennial luxury consumers, their connection
with disruptions in the retailing industry, and competitive
challenges faced by the luxury department store. Therefore,
the authors propose a model to investigate the interactions and
interdependencies between Millennial luxury consumers and the
luxury department store from a systems theory perspective.

Background

Evolution of retailing

Retailing is defined as the “set of activities that markets products
or services to consumers for their own or personal household use.
It does this by organizing their availability on a fairly large scale
and supplying them to consumers on a relatively small scale” [10].
This paper focuses on fashion retailing, or retailing that involves
selling clothing, apparel, and related accessories to consumers
[11]. Retailing as an industry is vital to most nations’ economies
and has a strong influence on the consumer. The earliest forms of
retailing date back to simple markets and basic operations where
traders would sell goods to local consumers [12]. Trading grew
so quickly that permanent stores were developed in markets
close to many consumers bringing the need for skilled craftsmen
in clothing and footwear [13]. In the 1800s, the general store
was established selling a broad range of merchandise, but then
was transformed into specialty stores selling a more specialized
assortment [13]. The twentieth century brought forth the concept
of the department store, which was clothing-based, but evolved into
varied merchandise as the store format became more popular [14].

The evolution of retailinghasbeennotable and rapid over thelast
50 years as the balance of power has shifted from manufacturers, to
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retailers, and more recently to consumers. Additionally, as retailers
were initially establishments where consumers could simply buy
goods, they are now powerful entities and heavily involved in the
marketing of their business and proprietary brands [15]. Recently,
fashion retailers have faced shorter product life cycles and rapid
technological transformations across the industry [15]. Consumers
of all ages and social groups are enthusiastic about adopting these
new forms of retailing (i.e., online and mobile), and as a result,
clothing has become the fastest growing online category [15]. The
rise of online shopping has negatively impacted the number of brick
and mortar retail locations and increased the demand for additional
channels such as online and mobile. In fact, most retailers today
operate in multiple channels out of necessity. Increasingly retailers
are moving towards a seamless, omni-channel business platform
which integrates the different ways of buying merchandise and

interactions between consumers and retailers [15].

The combined forces of change in consumer behavior, online
shopping, and related technology have disrupted the fashion
retailing industry and spurred subsequent trends [16]. According
to Amed |, etal. [16], major retailing disruptions include digitization
across the value chain, acceleration of industry pace, brands
experimenting with direct-to-consumer, new innovated models,
brick and mortar traffic decline leading to reinvent the store, and
proliferation of data. Further, these disruptions drive trends in the
fashion retailing industry, including the introduction of artificial
intelligence, environmental sustainability, the rise of off-price, and
a start-up mindset for retailers. Consumers of all ages and social
groups are enthusiastic about adopting these new forms of retailing,
and as a result, clothing has become the fastest growing online
category [15]. While these changes have been positive for online
retailers, discounters, and fast-fashion retailers such as Zara, they
have been troublesome for fashion retailers, such as department
stores, who have struggled to maintain relevancy [1].

Based on Census data, in 1999 department stores reported
total annual sales of $230 billion but has declined since as 2016
reported total annual sales of $155.5 billion [17]. Additionally, these
disruptions have resulted in many store closings; more than 3,800
retail stores in 2018 [18]. According to Percy [19], a new model for
the department store is needed to ensure future success. Baird [20]
concurs with the need for a new model, suggesting that the value
provided by the concept store-within-a-store has been eroded by
growth in online shopping.

While major department stores have experienced struggles
due to industry and consumer change, luxury department stores
have also experienced a downturn in their business [17]. Luxury
department stores, such as Neiman Marcus, have experienced
a decline in sales [3]and purchase consideration by consumers
for luxury department stores has also dropped [4]. According to
Dennis [3], reasons for the decline in luxury department stores
include not only the noted major industry disruptions, but also
the strong dollar’s impact on foreign tourism, a weak oil market,
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and competition. Demographic shifts demonstrated by Millennial
consumers, who favor experiences and are motivated by online
capabilities, have also presented challenges for luxury department
store retailers.

Luxury department stores

According to Lindsey [2], luxury brands traditionally needed
to sell their products in a luxury department store to signal that
they had “made it” and were able to be successful. Examples of
luxury department stores include Neiman Marcus, Saks Fifth
Avenue, Barneys New York, and Bergdorf Goodman. These luxury
department stores attracted a large amount of foot traffic as they
held a large amount of inventory and helped introduce brands to
consumers. Interestingly, there has been a decline in the overall
luxury department store segment, yet an observed increase in
growth of the luxury market by 32 percent, over the last decade
[22]. To meet this market demand, luxury brands are looking for
new distribution opportunities online and expanding their own
branded retail stores [21]. There is a decided shortage of research
on luxury department store retailing and virtually no existing
literature on how the luxury department store may strategically
address the changing consumer and competitive environment.

Millennial consumers

According to Giovannini, Xu, and Thomas [22], the luxury market
in the United States is growing. The growth can be attributed to the
emergence of a new luxury [23]. These “newcomers” do not fall into
the wealthy segment that defined traditional luxury consumers but
are purchasing luxury products at a younger age [24] and spending
about $300 on each purchase [25]. While luxury marketers are still
interested in the affluent Baby Boomer generation, this group is
aging, and a larger, more powerful newcomer consumer cohort, the
Millennials, is becoming strategically important [26]. The Millennial
generation is comprised of consumers born between 1980 and
2000. Currently, there are 80 million Millennial individuals in
the US, and they spend an estimated $600 billion each year on
consumer goods, which will grow to $1.4 trillion by 2020. This will
represent 30 percent of total retail sales in 2020. Thus, Millennials
will have major purchasing power and impact on the economy; a
segment retailer will need to capture for future success [5].

Despite the fact that Millennial consumers are young and
just entering the workforce with lower earnings, they are brand
conscience and willing to invest in luxury products [8,27].
According to Pitta [28], Millennials are digitally savvy which
helps this generation inform how they think, what they like, and
how they want products and services. Further, social media is a
considered definitional to Millennials [28]. According to Kilian,
Hennigs, and Langner [29], Millennials participation in and
identification with social media is generally high and they use social
media considerably different from other generations. Additionally,
Millennial consumers want products now, they want to them to be
perfectly tuned to their preferences, want to obtain them in the
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most convenient ways, and they want information from trusted
individuals. Further, Millennials are attracted to brands that provide
them with a desirable experience as it provides value and attracts
them on an emotional level [30]. This observation is supported by
research of Pine and Gilmore [31], who describe in their treatise on
the “Experience Economy” that consumer preferences are moving
from communities, goods, and services to experiences.

Millennial consumers are also categorized as having high
levels a materialism, brand-signaling importance [32], and status
consumption [33]. Additionally, this generation of consumers exude
high levels of self-monitoring, low levels of dispositional guilt, high
levels empathic concern [32], high levels of self-esteem [34], and
high public self-consciousness who tend to make purchase decisions
based on the influence and opinion of their peers [35]. Millennial
consumers, while brand conscious [32] are less loyal than other
generations and tend to purchase a wide range of merchandise at
various prices [36]. For retailers to effectively reach the Millennial
consumers, they need to speak the same language, reach them
wherever they are, use the communication they use such as social
media, and understand the complex combination of experiences

and preferences that define them [28].

While there is ample literature on Baby Boomer consumers and
luxury consumption, there is little involving Millennial consumers,
especially in the context of the luxury department store. As
previously noted, Millennial consumers hold starkly different
attitudes towards luxury department stores [4]. As the retail
industry is projected to see ongoing and unprecedented change,
such as the increase in desire for luxury, increase of distribution
channels, and the socio demographic characteristics of the luxury
consumers and their behaviors [37,38,27,39]. Thus, the need for
more in-depth studies concerning Millennial consumer behavior

and luxury retailing.
Proposed Conceptual Model

The goal of this conceptual paper is to propose a new model to
examine the interactions and interdependencies of the Millennial
luxury consumer and the luxury department store, within the
context of the evolving retail environment. Therefore, the authors
drew from von Bertalanffy’s [40], general systems theory to
propose an explanatory model. According to von Bertalanffy [41],
general systems theory views systems and sub-systems as a set of
interrelated and interdependent parts. A system may be defined
as “a set of elements standing in interrelation among themselves
and with the environment” [40]. General systems theory is well
suited to understand the complex interdependent relationship in
the areas of natural and social sciences, including retailing and
consumer behavior. Further, the theory explains that everything
within a system, and its small sub-systems, should work together
for successful system outputs. Additionally, the goal of general
systems theory is to describe and explain how organizations work
and define multiple ways to accomplish various goals [41]. While
other theories use linear thinking, von Bertalanffy’s [41] general
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systems theory recognizes that the interconnections of entities
rather than a singular view and cause and effect relationships.
According to Prokhorov [42], a need for an approach like this is
important especially for business as economic changes cannot
be predicted by traditional linear models. By utilizing this theory
and looking at a system(s) and its processes as independent and
intertwined rather than separate, it is possible to shed light on how

businesses can learn, grow, and sustain themselves [43].

According to general systems theory, a system is organized
by inputs, throughputs or processes, and outputs [41]. Inputs are
resources and information that is needed to supply the system.
Hobfoll [44], explains that resources can be categorized as objects,

characteristics, conditions or energies that are valued as they
contribute to the valued output of the system. Constraints are those
elements that are potentially threatening to the system and may
contribute to an actual loss [44]. Werbal and Danes [45], note that
system structure overlaps resources and constraints as it is thought
to encompass both. General systems theory explains that systems
have different processes (decision-making, conflict management,
problem solving) during times of both stability and change [45].
Additionally, processes are activities within a system that facilitate
getting work done [41]. Finally, according to von Bertalanffy [41],
outputs are outcomes, products, and services, created and delivered
by the organization (Figure 1).
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Figure 1: Conceptual Model.
A J

Drawing from general systems theory [41] will allow for a
holistic understanding of the interactions and interdependencies
of the Millennial luxury consumer, luxury retail department stores,
and their operational environment. Using a systems perspective to
understand luxury retailer and consumer relationships is unique
to the literature. The proposed conceptual model will advance the
fashion retailing literature and provide competitive insight to aid
in sustaining the luxury department store’s business. This holistic
approach is particularly important and timely give the magnitude
of unprecedented change being experienced by contemporary

retailers, especially department stores.
Future Research and Implications

Future research will allow for refinement and testing of the
proposed model. First, a thorough review of luxury department
store case studies and qualitative interviews will determine the
variables and relationships to be specified within the model
Second, the model will be tested quantitatively with a survey of
consumers and industry executives.
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The paper makes a contribution to not only the luxury
department store and consumer behavior literature, but also
provides strategic guidance for fashion luxury retailers coping with
the impacts of unprecedented retail change. Specifically, this model
holistically will be used to understand the dynamic Millennial
consumer, the fashion retailing industry, and specifically the luxury
department store, from an all-inclusive systems perspective. The
proposed model will provide valuable information on Millennial
consumers whose spending power is set to rise to 1.4 trillion by
2020 and will represent 30% of the consumer population. This
information will include their target customer profile, shopping and
product preferences, and customer expectations that all retailers
will need to understand to drive satisfaction, continued patronage,

and their bottom line.

The conceptual model has both academic and industry
implications. From an academic perspective, a new model, such
as the one proposed, can be utilized in future retailing study to
gain a better understanding of the retailer and the consumer in
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many different contexts. Specifically, academicians will be able to
conduct further research on this phenomenon, using the proposed
model, and increasing the available literature. Additionally, this
information will provide valuable additions to course curricula that
will enable students to learn more about the changing industry and
obtain skills that will be desirable and useful when they enter the

workforce.

Ultimately, testing the proposed model will take into account the
changes within the industry and the changing consumer preferences
and provide valuable information that the luxury department store
practitioner will need to sustain the luxury department store. This
information is valuable to the luxury department practitioner as it
will provide support for strategic adaptations to ensure consumer
attainment and business sustainability. These adaptations may
lead to a new store model that will increase foot traffic of the
dynamic Millennial consumer group and aid the luxury department
store in overcoming challenges experienced in the evolving retail

marketplace.
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