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UNIT ONE MARKETING

Lesson 1 High-end Cosmetic Market in China

1. General Market Information

In 2004, the global cosmetic products market was mainly con-
centrated in North America, Western Europe, Pacific and Asian
region. China’s cosmetic products market ranked the second largest
in Asia. Its high and mid-priced segments were dominated by for-
eign and joint venture enterprises, but with no presence at all by

local firms. International giants including L' OREAL, P&.G, Shi-

seido and ESTEE LAUDER formed a pattern of oligopolistic com-
petition. L' OREAL had the biggest market share in China in
2004. The remaining low-end market was shared by several thou-
sand local enterprises. However, there is a growing trend that the
international giants are entering the low-end market as well.

At present the beauty and cosmetics industry ranked the
fourth largest consumption zone in China after real estate, cars and
tourism. In 2004 revenue from China’s beauty and cosmetics market
was 85 billion RMB (US $ 10. 27 billion), with 16. 5 million people
employed. By the end of 2004, there were 3,140 enterprises with busi-
ness licenses to produce cosmetics in China, most of which are small
and medium-sized ones, producing more than 20,000 kinds of cosmetic
products. About 300 of them are foreign-invested companies. China’ s
lack of its own cosmetic companies with branded products is one of the
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main factors behind the fact that more overseas investors are keen to en-
ter the Chinese cosmetic market.

From general perspective, the regulatory standard to the
beauty and cosmetic products market was not high, counterfeit and
bad quality products as well as false advertisements were frequently
seen in spite the continuous imposition of new regulations.

Over the last five years, the beauty and cosmetics industry in
China has had an average growth rate of 20 to 25 percent per an-
num, benefiting both from the general rise of living standards and
from the younger generations’ disposable income spent on cosmet-
ics. With the increasing number of young females in white-collar
jobs ready to spend an increasing percentage of their income on cos-
metics, the beauty industry is booming. According to estimates
from the China Association of Fragrance, Flavor and Cosmetics In-
dustry (CAFFCI), sales revenues are expected to reach 300 billion
RMB (US$ 36.2 billion) by 2010.

Over the past two decades, foreign cosmetic companies successfully
made their brands well-known among Chinese women. China Business
Weekly reported that foreign brands and joint ventures represented 60
percent of the market in 2003. But Chinese brands offering a large
range of products at cheaper price, still take up an important share
of the overall market.

Most international cosmetic giants regard China as one of the
major driving forces behind their international business. China’ s
economy has shown strong growth, and there are positive indica-
tions that this strong growth will continue for the next few
years. This will mean a relatively broader and wealthier group of
customers. Chinese young people are full of curiosity and very dy-
namic. China’s tremendous labor pool, including a great number of
professionally educated people, will help draw in new investment
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into this industry. With more department stores and high-quality
stores being built, high-end cosmetic brands can expand their busi-
ness along with and in parallel to that growth.

Starting from April 1,2006, China scraped consumption taxes
on skincare products and shampoo that had been 8%
previously. China’ s consumption tax policy is different from the
systems in the United States and most European Union coun-
tries. They are collected from domestic manufacturers, not from
consumers. The customs authorities collect consumption taxes for
imported goods. This means the new coming foreign cosmetic com-
panies in the Chinese market will have a better price margin.

At present the following international cosmetic groups domi-
nate high-end cosmetic market in China:

L'OREAL Group owns high-end brands LANCOME, BIO-
THERM, HELENA RUBINSTEIN, Shu Uemura.

LVMH Group owns high-end brands Dior and GUERLAIN.

CHANEL

Sisley Paris

CLARINS Paris

Elizabeth Arden

The ESTEE LAUDER Companies Inc. owns high-end brands

ESTEE LAUDER, CLINIQUE, LA MER.

Procter & Gamble Co. (P&G) owns high-end brands SK- [
and Max Factor.

Shiseido of Japan owns high-end brands Shiseido and Cle de
Peau.

Beauty de Kose of Japan

LG Household &. Health Care of Korea owns high-end brand

3
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Amore Pacific of Korea owns high-end brand innisfree.
2. Market Trends

Skin care and make-up products account for the largest share
of the cosmetic and toiletries market with 31% and 11% of the
market respectively, and these categories have a huge potential for
future increase in sales.

In order to maintain their position on the markets, big brands
are diversifying their products, focusing on types of products enjo-
ying a recent but growing popularity. Certain types of color cosmet-
ics, such as eye shadow and nail polish, although they have quite
a short history in China, are increasingly successful among Chinese
women. Other types of products with a likely bright future in China
include cleansing milk and anti-ageing and wrinkle creams. With
China becoming an ageing society and the proportion of elderly
population rising, they are expected to meet growing success.

Now 80% of cosmetic and toiletry sales are now through hy-
permarkets and mass retail outlets. However, the huge growth in
specialty beauty stores such as Watson’s, Mannings and SaSa is
starting to threaten the larger retailers.

With about 3,700 companies crowding the market, competi-
tion is sharp. As the Chinese cosmetics market is highly brand-ori-
ented, it is likely that only the biggest and most renowned brands
will survive and thrive. As a result, brands launch increasingly in-
tensive advertising campaigns. According to a CTR market study,
cosmetics and toiletries were among the top five advertising catego-
ries in 2004, behind foodstuff, pharmaceuticals, retail, service
and real estate. The overall advertising expenditure was almost 40
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million RMB (US$ 4,8 million), 34% more than in 2003.
3. Competition

In 2005, China imported US$ 11. 86 million perfumes and toilet
waters and US $ 207 million make-up and skincare products. France is
the largest exporter of cosmetics to China. In China’s import perfumes
market (as shown in Table 1), France had a market share of
74.92% in 2005. United States ranked No. 2 in China’s import per-
fumes market with a market share of 9.68% in 2005, up 120%
over 2004. In China’s import make-up and skincare products mar-
ket (as Table 2 shows), France, United States and Japan formed
a pattern of oligopolistic competition, with market shares of
29.28%, 24.36% and 22.64% respectively in 2005. South Korea
ranked No. 4 in China’s import make-up and skincare products
market with a market share of 5. 8% in 2005, up 229% over 2004.

French cosmetics giant L'OREAL has the largest market share
in China. L'OREAL markets 17 skincare and hair care brands in China,

Table 1 World Trade Atlas
China-Imports-Total-3303/PERFUMES AND TOILET WATERS
Millions of US Dollars

January to December

Share/ % Change/ %
Rank Country
2003 2004 2005 2003 | 2004 | 2005 05/04
0 World 6.211864 |11.169648|11.860703| 100 100 100 6.19
1 France 5.383802 | 8.332221 | 8. 885467 [86.67| 74.6 |74.92 6. 64

2 United States | 0. 374124 | 0.520498 | 1. 148289 | 6.02 | 4.66 | 9.68 | 120.61

3 | United Kingdom| 0. 145093 | 1. 684785 | 0. 632903 | 2. 34 |15.08| 5.34 | —62.43

4 Germany 0.030628 | 0.238795 | 0.268127 | 0.49 | 2. 14 | 2. 26 12. 28

o

Ttaly 0.00485 | 0.070233 | 0.240158 | 0.08 | 0.63 | 2. 03 | 241.94

Source of data: China Customs



Table 2 World Trade Atlas
China-Imports-Total-
3303 BEAUTY, MAKE-UP& SKIN-CARE PREP; MANICURE ETC PRP
Millions of US Dollars

January to December

Share/ % Change/ %
Rank Country
2003 2004 2005 2003 | 2004 | 2005 05/04
0 World 78.764569(138. 021574207. 087814 100 100 100 50. 04
1 France 21.974351|45.278022(60. 627107 | 27.9 [32.81(29. 28 33.9

2 United States |27.554277|27.191373(50. 453189 {34. 98| 19.7 |24.36| 85.55

3 Japan 13.30146 |31.874895|46. 887435 |16. 89(23.09|22. 64 47.1

4 South Korea | 1.812424 | 3.647331 |12.002335| 2.3 |2.645| 5.8 229.07

o

Ttaly 0.132666 | 4.236651 | 8. 694287 | 0.17 | 3.07 | 4.2 105. 22

Source of data; China Customs

all imports except for products from Yue-Sai and Mininurse, which
L'OREAL acquired from local cosmetics producers. In 2005
L'OREAL unveiled its Shanghai R & D center one of its 14

research facilities in the world covering 3,000 square meters.

Since the United States-based ESTEE LAUDER Companies
Inc. entered Chinese market in 1992, it has seen its fastest growth

out of all its regional markets around the world. It has introduced
three high-end brands into China, ESTEE LAUDER, CLINIQUE

and La Mer. The Asia Pacific headquarters of ESTEE LAUDER

Companies Inc. was also moved from Singapore to Shanghai in

2003. In 2005 The ESTEE LAUDER Companies Inc. announced the

opening of its first research facility in Shanghai’s Zhangjiang High-

Tech Park with the aim of exploring the benefits of traditional Chi-
6



nese medicine.

The United States-based Procter & Gamble Co. (P&.G) also
has a large market share in China’s high-end cosmetic market with
two successful brands SK-]] and MAXFACTOR.

Japanese cosmetics giant Shiseido started investing in the Chi-
nese market in 1981. The company has placed China, which ac-
counts for about 12% to 14% of its overseas business, as the most
important area in its global operation strategy. Shiseido also
launched its new research and development center in Beijing
in 2005.

Korean cosmetics giants Amore Pacific and LG Household &
Health Care launched massive and intensive advertising campaigns
in China’s high-end cosmetic market in 2005. As a result, the mar-
ket share of South Korea in China’s import make-up and skincare
products market has jumped from 2.645% in 2004 to 5.8% in
2005, with a rise of 229 %.

4. Market Access

The major task for all international cosmetic brands in China is
to find prime retail space. There is plenty of retail space in China,
but they are occupied by local brands, or the brand mix is incom-
patible. For the new-come high-end cosmetic brands that try to
build up a strong customer base and high brand awareness in the
Chinese market, it could better if they can find retail space in the
most prestigious department stores or retail centers that have
already gathered most high-end cosmetic brands, this will be easier
to establish the brand image among the potential custom-
ers. Because usually the most prestigious department stores or re-
tail centers all have stable customer sources that will easily become

the potential customers of the new-come brands.
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Glossary

Relevant organizations of cosmetics in China

rh A LAY

The China Association of Fragrance, Flavor CAFFCI o [ 7RG 7 Rl s Tk
and Cosmetic industry S (AR E A4 Tl b2

China Center for Diseases Control CDC o g 4 o

China Hairdressing &. Beauty Association CHBA g E S K E /4

the Ministry of Health MOH BAEM

State Environment Protection Administration SEPA [H K R B {540 2 )5

State Food and Drug Admistration SFDA [ 5% £ 2 0 B )

General Administration of Quality Supervi- AQSIQ [H 5% ot B R 5 K
sion, Inspection and Quarantine R

The State Administration for Industry . SAIC B 2% T/ AT B B S JR)
Commerce

AN s R

 ft 4t OEM?

OEM /& %% % Original Equipment Manufacturer [A4i 5 ., B %4 J&4h % %
WER . by B R RIEAE o e R T B A IREEAT A B 2
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OEM J2 ity Ak FF R b AL 3 80l AR 7P i AL B 7=, S Rl o

ODM J2& 477 15 5 B 7= . FF R W R, BB b, Al . JLAR 2
ODM 35 5ft & 1 - & (1 g
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After-Reading Task

1. Which of the following was the global cosmetic products market mainly con-
centrate in from paragraph 17
A. North America B. Western Europe
C. Pacific and Asian region D. all of the above
2. Which statement of this passage is true?
A. Chinese local firms dominated high and mid-priced segments
B. The beauty and cosmetics industry ranked the second largest consumption
zone in China
C. Counterfeit and bad quality products as well as false advertisements were
frequently seen in spite the continuous imposition of new regulations
D. From general perspective, the regulatory standard to the beauty and cos-
metic products market was high
3. Chinese consumption tax policy is different from the systems in the United
States and most European Union countries, because
A. They are collected from domestic manufactures
B. They are collected from consumers
C. Consumption taxes are collected for imported goods
D. Consumption taxes are collected for exported goods
4. According to the text, which brands weren’t owned by L'OREAL group?
A. LANCOME B. LA MER
C. HELENA RUBINSTEIN D. SHU UEMURA
5. Why big brands are diversifying their products?
A. In order to maintain their position on the markets
B. In order to grow their popularity
C. In order to increase their types of products
D. In order to enjoy a recent popularity

6. Now percent of cosmetic and toiletry sales are now through hypermar-
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kets and mass retail outlets
A. 20% B. 10% C. 60% D. 80%
7. In 2005, the largest exporter of cosmetics to China is ?
A. the United State B. France C. European D. Japan
8. From the passage, we can get the message that L' OREAL markets .
skincare and hair care brands in China.

A. 17 B. 18 C. 19 D. 20

9. Which brands has been introduced into China by ESTEE LAUDER Compa-
nies Inc?
A. CLINIQUE B. L'OREAL C. Olay D. SK-1I
10. When did Japanese cosmetics giant Shiseido started investing in the Chinese
market?
A. 1988 B. 1992 C. 1981 D. 2005
11. What is the major task for all international cosmetics brands in China?
A. to find prime retail space B. building up a strong customer base
C. establishing the brand D. building up high brand awareness
12. Before the cosmetics produts are allowed to sell in China, the Chinese laws
require that they must complete 7
A. Safety Quality Test B. Certificate for Imported Cosmetics
C. Health Quality Test D. all of the above

Further Reading

China Association of Fragrance Flavor and Cosmetic Industry

China Association of Fragrance Flavor and Cosmetic Industry
(CAFFCD, established on August 21, 1984, is a mass organiza-
tion composed, on a voluntary bases, of enterprises and institu-
tions, of all kinds of ownership, engaged in manufacture and aca-
demic research of fragrances and flavors, as
well as cosmetics in China. It is a nation-
wide, transregional and transdepartmental
industrial organization as well as an associa-

tion of the state level under the instruction

of China National Council of Light Indus-
12



