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Neiman Enlists Designers in Cost-Cutting Plan 

Luxury Retailer Pushes Suppliers to Use Fabric in Place of Leather to Lure Middle-Income Shoppers

By VANESSA O'CONNELL And PETER LATTMAN 

Burton Tansky, the 71-year-old rag-trade journeyman who has led Neiman Marcus Group for nearly a decade, is quietly refashioning the upscale department store chain for an age of belt-tightening and less conspicuous consumption. 

Mr. Tansky, Neiman's chairman and CEO, is pressing suppliers to produce lower-priced versions of designer styles, a stark reversal for a chain long labeled "Needless Markup" by more frugal-minded shoppers. 

The results are visible at a new Bellevue, Wash., store, where the 15-year veteran of the Dallas-based retailer recently pointed to a display of handbags by designer Michael Kors and Manolo Blahnik shoes to illustrate his new vision. 

On one side of a rack hang a few snake-skin totes, priced at $1,400 and up; on the other, the same style of Michael Kors bag in leather, priced at $695. In the shoe section, a simple pair of $395 Manolo Blahnik flats, in black suede, contrasts with classic Manolo napa leather flats that sell for about $675. 

Neiman "worked with a number of vendors and designers, both in America and Europe, to see if we couldn't create for our customers optional price points," Mr. Tansky said. "We moved as fast as we could for fall" in bringing in the lower-priced items, he added. "But we had a greater time to plan" for spring 2010, so "you'll see more." 

The less costly replicas of high-end designer goods are critical to turning around the chain's declining sales and earnings. Neiman Marcus and its New York flagship Bergdorf Goodman store have been traditionally among the most successful of retailers in sales per square foot. But the retailer has struggled through 18 months of declining monthly comparable-store sales, and the company is saddled by $3 billion in debt. 

Neiman on Wednesday said its fiscal first-quarter earnings dropped 34% on weaker sales. Its gross margin rose to 38.5% from 37.3%, as it focused on full-price selling and cost-cutting, such as reducing inventories. 

Several suppliers jumped on board the plan, noting that the initial results have been good.

George D. Malkemus III, CEO of Manolo Blahnik U.S.A., said the shoe label created the $395 flats after Mr. Tansky and Karen Katz, who runs the Neiman Marcus stores, warned him that shoppers needed more reasonably priced merchandise. Neiman Marcus is Manolo's single biggest client. 

"A lot of these fantastic artisans in Italy had a difficult time meeting their production levels," Mr. Malkemus said. "I went to the factories and said, 'I can give you 10,000 of this shoe, but I need it at a price.' They were able to make my shoe in the same way they make all Manolo Blahnik shoes."

Manolo Blahnik is now mulling how to expand its lower-priced selections there into other categories, such as boots.

To protect their brands, some designers that supply Neiman are relying on their own standalone boutiques to showcase their most expensive styles.

"We took it upon ourselves," to develop lower priced styles—including the new tote for fall 2009—"to address the need for a luxury bag at a reasonable price point," said Billy Daley, a spokesman for Michael Kors USA Inc. He said the lower-priced tote bag is a "cousin" of a more expensive Skorpios tote that's been on the market since 2004. "It's not as if Neiman Marcus came to us and asked us to create it," he added. 

Mr. Daley said the designer plans to sell the same style for spring 2010 in different fabrics. To protect the higher-end products within the brand, Michael Kors would move to its own Michel Kors boutiques its most expensive items, such as, hypothetically, an $8,000 crocodile version of the same tote bag. "Neiman Marcus isn't going to buy into an $8,000 version," he said.

Other suppliers said it can be difficult to accommodate requests for cost-cutting. At Aeffe SpA, the Italian parent of Alberta Ferretti and Moschino, "we're a bit limited" in pricing flexibility, said Aeffe USA's president, Michelle Stein-Borgna. "We do have our supply chain and our manufacturing facility and the rest," she said. "We aren't manufactured in China." Neiman thus far hasn't requested lower-priced versions of Aeffe styles, she said.

Although other retailers have been clobbered by the economic downturn, Neiman Marcus, owned by private-equity firms TPG and Warburg Pincus, may continue to struggle even in the early recovery if it can't break through what retail executives describe as a lingering "emotional barrier" to buying designer goods. 

The reason: some industry executives believe the aspirational customer that Mr. Tansky is targeting with his vision may not return to luxury retailers for years to come. 

New retail experiments with merchandising that might bring such customer back are at the center of a broader debate about what the future of high-end retail will look like once the economy finally recovers. 

Neiman Marcus's experiment is risky. At the century-old retailer—best known for its famed Christmas catalog previously hawking items such as an $8,995 Burberry rabbit fur coat—the 100,000 top customers traditionally spent an average of more than $12,000 apiece annually at the store, about twice the average spent by its other shoppers. If the lower-cost goods cast a taint on the place, the Neiman elite might start to shop at the nearby standalone boutiques of European luxury brands instead.

"I think that goes contrary to what the Neiman Marcus brand is—exclusivity," said shopper Camille Burstin, who visited a White Plains, N.Y., Neiman Marcus with her daughter last month. "We already have many designers making styles for Target and Wal-Mart," Ms. Burstin said. "I don't know if I would be as inclined to go to Neiman Marcus if I am seeing something only slightly better than what's for sale at Bloomingdale's." 

Ms. Burstin's daughter, Samantha, noted that with designers such as Jimmy Choo selling a low-priced collection at major chains such as H&M, Neiman Marcus isn't the first place she would pick to get a value-priced designer shoe. 

The bargain goods may "detract from the high end of the brand," said Gary Wassner, president of Hilldun Corp., a lender to many designers that supply Neiman Marcus. The suppliers' margins also are often much less in these products, he added.

Mr. Tansky insisted the changes are more incremental. "We've always had price points other than at the top. We're just reinforcing some of those mid-price points," he said. As example, he cited an $850 Prada structured hobo bag that the retailer co-developed. The average Prada bag sold by the retailer is priced around $1,250. 

The goal, he said, is to draw middle-income shoppers who had splurged on designer goods and represented more than a third of luxury spending.
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