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BRAZIL - BOOM TIME

The Brazilian beauty and personal care
market is expected to enjoy continued
growth this year. Jofo Carlos Basilio,
president of the Brazilian toiletry, perfumery
and cosmetic association ABIHPEC tells
SPC that the local C&T industry is expected
to increase 11% to 13% in value during this
year. At the same time, Basilio points out that
the positive figures are driven by the growth
in workers’” incomes and employment.

“The Brazilian market closed 2009 with
US$29bn in sales and a total unit volume of
1.65bn tonnes,” says ABIHPEC. The C&T
industry in Brazil represents 1.3% of local
GDP and according to Basilio: “ABIHPEC is
working hard to achieve an equilibrium in
the sector. We are a bit far of the objectives,
but we think we can put in a good
performance to reach our aims by 20207

At the same time, a report by Euromonitor
underlines that parapharmacies/drugstores,
and in particular, direct selling companies -
represented by leading players such as Natura
Cosmeticos and Avon Brazil - have
experienced growth rates above the average.
“An increasing number of sales
representatives, high-tech new products and
heavy advertising campaigns represent the
main factors contributing to the positive
performances achieved by those companies,”
the report points out. “In addition,
parapharmacies/drugstores should increase
participation over the forecast period as a
consequence of The National Health
Surveillance Agency’s (ANVISA) resolution
moving all OTC products behind the
counter and leading to shelf space availability,
which will ultimately benefit beauty and
personal care items and therapeutically
positioned/pharma brands.”

Euromonitor also underlines that Brazil is
continuing to gain ground as a regional
centre for the Latin American beauty and
personal care industry. Of the top ten
companies in the Brazilian beauty and
personal care market, two are local companies
with presence in other countries in the
region and five multinational players have
Brazil as a regional centre. Major ingredient
companies servicing this industry also have
regional hubs for Latin America in Brazil.
According to the same report, sun care, baby
care, depilatories and colour cosmetics are all
expected to see dynamic value growth in
coming years, driven by greater consumption
in terms of purchase frequency, higher
penetration in some lower income groups
and better distribution”.

COLOMBIA - RECOVERY POSITION
The growth characteristics of the Colombian
cosmetics industry in 2010 show a good level
of recouperation, with 4.4% growth during
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Top: Alvara Mérquez, vp Chilean Chamber of
Cosmetic Commerce; centre: Jodo Carlos Basilio,
president, ABIHPEC; Bottom: Ariel Saiz, secretary
of the cosmetics chamber, Uruguay

the first quarter. “We hope to stay this way
for the whole year, and we've seen indicators
that it will stay that way,” Jaime Concha
Prada, executive director of the Colombian
Chamber of Cosmetics and Toiletries
Industry tells SPC. “Traditionally, the
cosmetics industry in Colombia has grown
on average at double the rate of the

manufacturing industry for the last ten years,
by what is projected to be growth of around
10%. In 2006, retail prices in the local
cosmetic market, which represent around 4%
of Colombian GDP, closed at $3.05bn, in
fourth place behind Brazil, Mexico, and
Venezuela. If not for the speculation of the
dollar in Venezuela, Colombia would

. have obtained third place”

. MEXICO - CATCH-UP CHALLENGE
. Another relevant market is Mexico.

. According to Giselle Ramos, pr manager
for the National Chamber of the

| Perfumery, Cosmetics and Toiletries
Industry of Mexico (CANIPEC), “the
national cosmetic market is consolidating
as a strategic sector”. Mexico, which is
the third most important country in the
continent, behind the US and Brazil,
anticipates growth of 5% in the C&T sector
in 2010.

In terms of the size of the units and billing
of the C&T sector, Ramos says: “During
2009 there was growth of around 3% while
the average for the last ten years has been
5%. The value of the market is estimated to
be $7bn per year in sales.”

Mexican cosmetics exports in 2009 grew
13% on the previous year and imports 2%,
giving a positive balance of 37%. In terms of
GDP, Ramos says the cosmetics industry
represents approximately 8% and the
industrial GDP represents 4.6%.

Looking ahead to challenges facing the
Mexican C&T industry in the coming year,
Ramos underlines that “despite the

On,a

positive

note

The Latin American C&T market is holding strong and is
still looking at solid growth, led by its BRIC member

Brazil. Cristina Kroll reports
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FROM MASS TO

CLASS -THE FUTURE

OF MASSTIGE

Premium beauty and toiletries products are vital to gain and maintain consumer
interest... but they also swell margins for retailers, says Herbie Dayal

Brand managers, marketers and retailers often
talk about products being ‘masstige’ or ‘premium
mass’. These terms are used to indicate products
which firstly differ favourably from basic products by
some characteristics, secondly are therefore higher
priced and thirdly are still available on the same
shelves as the basic products.

The main characteristics separating premium mass
from basic can be hard or soft or a combination of
both. Hard differentiating characteristics are tangible
and can include enhanced formulations, better
fragrances and more ergonomic packaging (King of
Shaves shaving formulations being a classic example
of this). In recent times more and more importance
has been placed on ‘natural’ products or organic
products or simply products with less ‘nasty’
chemicals. Soft differentiating characteristics are based
on perception rather than tangibles — these could
include brand names, brand values and attitudes (to
fairtrade, to the establishment, to packaging, to life in
general). In other words how cool is the product in
its attitude?

The creation of brands with premium mass appeal
usually comes from smaller companies and performs
two valuable functions in the supply of toiletries. First
of all it maintains a high level of interest and buzz
about what are otherwise fairly mundane products.
Nobody talks about a basic washing product. They
will however talk about the latest shower gel that is
97% natural and presented in humorous and
innovative packaging from a brand speaking a
language with which a segment of consumers can
easily identify; just Google ‘I love Naked Bodycare’
and you'll see exactly what I mean. This buzz is what
keeps consumers coming back to spend time looking
at retailer shelves.

The other hugely important function of
differentiated premium mass products is to help
category managers grow their business — not just by
unit volume but also by unit value and margin. These
products promote trade-up, inviting consumers to
spend more on differentiated products. A 200ml
bottle of shower gel can be bought for a few pence
yet a huge number of these shower gels are sold at
L3 - £5 each. At KMI Brands we specialise in
premium mass products. Some of our products
provide retailers with more margin per single unit
sold than they would make with the sale of say six or
seven units of a competing but basic product.

A real driver for the growth of premium mass
products has also been the meteoric rise of alternative
marketing platforms made available through digital
media. Bloggers, followers, tweeters, social groups et al
are much more likely to read and write about more
differentiated and interesting products, especially
those they feel they have discovered and which they
want to share with their online communities. While
many premium mass product companies could not
compete in the hyper expensive world of
conventional marketing (dominated in our industry

by the likes of P&G, U'Oréal and Unilever) they can
compete effectively in the digital media space —
where brand authenticity, interest, integrity and
overall tweetability replaces cash as a means of buying
consumer mindspace.

Although it is obvious that retailer profitability
would increase with each higher priced, higher
margin product sold in substitution for a lower
priced, lower margin product, curiously this has not
always been recognised by retailers. In the past too
much emphasis has been placed on volumes shifted
and especially on volumes shifted in comparison to
the competition. This insistence on volume market
share growth has led to the intensive price
promotional activity in which three—for-twos,
BOGOFS etc have become the norm and premium
mass products are increasingly sold at mouthwatering
discounts. What's the point of creating interesting
products that can command a premium if they are
going to be discounted most of the year? The margins
required for innovation, more attractive packaging,
better formulations and an overall better product just
get discounted away, bringing a worse result for all.
Retailers earn less margin, brand owners earn less
margin and ultimately consumers will see less brand
innovation. Promotions do not grow overall sales
across the country — they merely make the same sales
at lower prices.

On 1 March 2010 consultancy firm McKinsey said:
“The recession has caused a lasting preference shift of
consumers towards more basic products.” It went on
to say that in some categories of packaged goods
consumers were trading down and it (McKinsey) felt
they would not trade up again. Back in 2003 Michael
Silverstein in Harvard Business Review wrote: “Every
masstige product is a candidate for death in the
middle,” meaning that the positioning is subject to
competition, both from mass products below and
from luxury products above. However, we all have
competition. As long as there are consumers willing
to look at and pay for differentiated products there
will be companies out there making products for
them. Without this our toiletries and beauty industry
would be a very dull place.
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creating interesting
products that can
command a
premium if they

are going to be
discounted most of
the year?

Premium mass products
have suffered from recent
discounting at the hands of
retailers
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possibility of further growth, in comparison
to other Latin American countries such as
Brazil, Colombia, Argentina and Chile,
countries that are showing growth in the
double digits, Mexico is in fact behind, and
catching up will be a great challenge”.

URUGUAY - HIGH IDEALS

In Uruguay, the characteristics and
perspectives of growth in the cosmetics
industry are reflected in the first quarter of

2010, which started with growth of 6-7%
compared to the start of the second quarter,

| which started more slowly. According to

Ariel Saiz, secretary of the cosmetics
chamber, if greater growth in the cosmetics
sector is to be seen it will be among top
brands. At retail value, Saiz estimates
Uruguay’s C&T market at around $240m.

CHILE - POSITIVE OUTLOOK

Chile’s C&T industry has shown an increase.

market reportlatin america

In the first quarter it demonstrated a 9.5%
growth rate and the second semester is
projected to be fairly positive, with annual
growth estimated at around 8% or 9%. GDP
for the country will be 4.5% to 5% with an
inflation that should not exceed 3.5% before
the end of the year.

“Despite the effects of the tragic
earthquake on 27 February this year, Chile
has experienced an increase in consumption.
Various cosmetic companies suffered a great
deal of damage, but the market has recovered
rapidly, and other than sales in the month of
March, not much else was affected”, says
Alvaro Mirquez, vice president of the
Chilean Chamber of Cosmetic Industry.

ACQUISITIONS & PARTNERSHIPS

One of the greatest operations in the region

TABLE 2: TOP 5 C&T BRANDS, RSP
(2009)

Brand Company

Argentina

Avon Avon Products Inc
Sunsilk Unilever Group
Rexona Unilever Group

L'Oréal Paris L'Oréal Groupe

Dove Unilever Group

Brazil

Natura Natura Cosméticos SA

Avon Avon Products Inc

0 Boticario Botica Comercial
Farmacéutica Ltda

Gillette Procter & Gamble Co

Sunsilk Unilever Group

Chile

Avon Avon Products Inc

L'Oréal Paris L'Oréal Groupe

Nivea Beiersdorf AG

Gillette Procter & Gamble Co

Signal Unilever Group

Colombia

Aven Avon Products Inc

Colgate Colgate-Palmolive Co

Esika Corporacion Belcorp
TABLE 1: LATIN AMERICA TOP 10 C&T Gillette Procter & Gamble Co
BRANDS, RSP (2009) Yanbal Unique-Yanbal Group
Brand Company Mexico
Avon Avon Products Ing Avon Aven Products Inc
Natura Natura Cosméticos SA Jafra Vorwerk & Co KG
Colgate Colgate-Palmolive Co Colgate Colgate-Palmolive Co
Gillette Procter & Gamble Co Fuller Tupperware Brands Corp
O Boticdrio Botica Comercial L'Oréal Paris L'Oréal Groupe

Farmacéutica Ltda Uruguay

Sunsilk Unilever Group Colgate Colgate-Palmolive Co
L'Oréal Paris L'Oréal Groupe Avon Avon Products Inc
Nivea Beiersdorf AG Sunsilk Unilever Group
Palmolive Colgate-Palmolive Co Nuvé Tupperware Brands Corp
Dove Unilever Group Pantene Procter & Gamble Co

Source; Ewromonitor Tnterpational
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has been the selling of Argentine hair colour
manufacturer Issue Group to Indian
company Godrej Consumer Products
(GCPL) in June 2010 for an undisclosed
amount. The Indian company now owns
100% of the Issue Group, which comprises
Cuenca Laboratories, Consell, Issue Urugnay
and Issue Brazil, which had a leading
position in the Argentine hair colour market
with a market share in excess of 20% and
revenues of over $33m in 2009. The
acquisition of the Issue Group is part of the
company’s plan to have presence in three
continents — Asia, Africa and Latin America —
according to a representative from GCPL.
The new president of the company will be
Adi Grodej, current president of GCPL,
while the vp will be Antonio Cao, current
ceo of Issue Group. Argentina’s C&T market
was up 20.6% in 2009 to $2948.1m,
according to Euromonitor.

“Following its acquisition of the hair
colour company, India’s Godrej Consumer
Products Ltd has further extended its
business in Latin America through agreement
of the acquisition of a 100% stake in
Argencos, Argentina’s largest hairspray
company, says Roberto Hlace, president of
Issue Group. “The two companies provide us
with a tremendous platform for establishing
a strong presence in the fast growing hair
colour markets in Latin America.”

In February this year, California-based
Jafra Cosmetics International announced
the opening of a new manufacturing facility
in Mexico as a result of rising consumer
demand for its products. The direct selling
company, a subsidiary of Vorwerk and Co,
will employ 800 people at the $30m state-
of-the-art factory. The 23-acre complex in
Querétaro, Mexico, is now Jafra’s lead
manufacturing plant as it is 50% larger than
the company’s previous plant and can
produce up to 200 million units annually,
according to the company. The construction
of the factory forms part of Jafra’s expansion
strategy and allows it to increase production
to deal with current demand as well as
presenting an opportunity to expand at a
later date. According to Jafra, the Querétaro
plant will serve as a central location for
supply chain activities and as a centralised
activity for the global supply of products.

Mexico is proving to be a popular
location for the cosmetics industry.
Cosmetics packaging supplier HCP
Packaging announced plans to inaugurate a
production facility in Mexico back in 2009.
Like Topline, HCP cited reduced cost and
lead times as the main reasons for the
venture, highlighting the convenience of
increased proximity to its customers’ filling
operations.

The US firm HallStar Company has
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announced plans to form a new joint
venture in Brazil with Brazilian polymeric
and monomeric compound specialist
Scandiflex. The new joint venture, HallStar
do Brazil will market the US company’s
wide range of personal care ingredients and
will be based in Sao Paulo. “Brazil is one of
the fastest growing personal care markets in
the world and we are very excited to bring
our ingredients to Brazilian formulators and
ultimately to Brazilian consumers,” says
Hallstar ceo, John Paro.

Speciality chemicals supplier Cognis has
opened an SO3J sulfation plant at its site in
Ecatepec, Mexico. The new facility will
better equip the company to deal with
technologies mecluding sulfation and
ethoxylation in close proximity to major
customers. According to the company,
ingredients produced at the unit such as
alcohol sulfates, fatty alcohol ether sulfates
and other surfactants will be of significantly
higher quality as the new reactor uses
crystalline sulphur instead of chlorosulfonic
acid as the basis for the sulfation process. This
results in purer products containing no
chlorine by-products.

French supplier Greentech has set up a
new factory in Tarapoto in northern Peru.
The plant’s jungle location is closer to
Greentech’s Inca inchi crops, which the
company hopes will help it meet growing
demand for its certified organic Inca inchi
oil. Greentech also says the new plant’s
proximity will enable the production of new
cosmetic actives extracted from Inca inchi
seed cakes. Greentech’s activities in Peru
include its Omega Project, set up in
collaboration with Peruvian company
Agroindustrias Amazonicas in 2003, which
has contributed to the cconomic
development of producers from local villages
around the plant.

RULES & REGULATIONS

In terms of regulation, Colombia has shown
important advances. According to Concha
Prada: “The validity certificates have
increased, microbiological standards are being
arranged, as well as the requirements of the
natural ingredients to be used in cosmetics in
the Andean region, the norms of use and
taking advantage of the natural Colombian
biodiversity, the norms for warnings on
cosmetic labels, inspection guides and
protection of cosmetic plants.”

In Mexico, one of the latest projects is the
Advertisement Auto regulation code for
cosmetic products. “This document will
permit the development of ad activity driven
by the consumer through mass media based
on ethical principles, favouring the
knowledge and comprehension of the
benefits, scope and correct use of cosmetic
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A positive growth in workers’ incomes and
employment in Brazil is helping boost sales of
cosmetics and personal care products

products,” according to Ramos. With this
Code “the consumer can be certain that the
products they consume are secure and that
the ads directed at them are honest, legal,
truthful and ascertainable™.

And a relevant advance in the regulation
field in Uruguay is the elimination of the
internal tax (IMESI) of 11.5% in sun
protection products. “The next challenge
for the Uruguayan Cosmetic Chamber
will be to eliminate IMESI from other
cosmetic products in the country, as has
already been done in Brazil and Argentina,”
explains Saiz.

On the other hand, Chile’s Méirquez
adds: “The industry will solicit the
authorities for some form of control for
cosmetic products. These should be serious
controls, not bureaucratic ones that assist
the increase of technical obstacles of
commerce and that keep a firm hand on
the incredible increase of contraband and
fake products that invade the country every
day, especially from China.

“Only regulations for sun protection (SPF
50 plus), baby products, hyperallergenic
products and fluoride toothpastes have been
modified to-date. The new regimen will face
many commercial obstacles, both in the
country and in the region in terms of
imports and exports and the innumerable
barriers due to the large number of free
trade agreements that our country has
around the world.

“We are seeing challenges for the region.
With CASIC (Council Association for the
Latin American Cosmetics Industry) we are
confronted with sanitary regulation, technical
obstacles to commerce, contraband, fakes and
parallel markets. We are attending to the
development and advances in natural and
organic products, environmental themes,
social responsibility and an increase in .
commerce between countries in the region,”
Mirquez concludes. €
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