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Beauty Report/2011

Second Report on the value of the cosmetics
industry in Italy

Summary of theresults

On 18 May 2011, at 10.00 a.m., the second natipedrt dedicated to the
cosmetics industry, promoted by Unipro — the ltal@smetics industry
association — and drawn up by Ermeneia System &twahd Strategies, of
Rome, was presented in the Hall of Columns in tadah Chamber of
Deputies’ Palazzo Marini (Via Poli 19, Rome).

1. This is the second of these annual appointmentss&vhim is to illustrate
the dynamics evolving in the industry, with due sideration for three
underlying requirements:

— The need to restore balance between the industnyege and its
effective weight, which is far more substantial thahat the general
public is normally led to believe;

— The need to accompany cosmetics firms as they niateway through
the current crisis and in the strategies they lzampted to overcome it;

— The need to involve not only the industry’s ownoastin a process of
taking stock about their prospects, but also tl&tutions, the media and
public opinion, so as to promote common understayglihat can lead
the entire industry more effectively towards a marensolidated,
competitive future.

2. The 2011 Report nevertheless focuses attentiononigt on industrial
concerns, but also on the first link in the cosp®eindustry chain, which is
constituted by hairdressers, who account for thetmmamerous category
among the many actors who are involved in this rchaidifferent ways
(such as pharmacies, perfume shops, herbalist stmpbeauty salons). The
aim was to achieve a further step in the analysiglacted last year, which
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focused attention on two further factors: on thee dmand industrial
enterprises and end consumers on the other.

As a whole, this year’s Report has kept the sansclstructure as last
year’s, paying special attention to the key phenwa& the year in the first
part. This is then followed by an analysis of indgias concerns working in
cosmetics, taking the form of the usual annual khgc conducted in the
second part. The third part then comprises an exipbm of the area covered
by hairdressers, while a description of how theustd/’s leading indicators
have been evolving in the course of time consstutee fourth and final
part. Rounding it all off is an Appendix that cantathe results of a survey
into the models of innovation adopted by cosmatimd, which confirms,
among other things, the commitment to this topipressed by (and
sometimes implicit in) the country’s small and medisized enterprises.

3. Zooming in now to look at the results that ememgenfthe 2011 Beauty
Report, the following four fundamental conclusiaas be drawn:

1) A vigorous revival has been taking place dutiing last twelve months,
continuing and building on the firm ability to hoit$ ground evidenced
by the industry in the previous year. The followssgecific phenomena
and evaluations were detected:

— Avreversal in trend of the “fundamentals” at indysével, which showed
a distinct change in tone in 2010 compared to 2@@®ustrial product
was up by 5.2% (compared to a contraction of 3.2%h¢é previous year),
exports were up by 17.0% (compared to a drop B%1lin the previous
year), the balance of trade improved by 28.3% (erating from its
13.8% fall in the previous year) and advertisingestments increased by
6.8% (compared to the 9.0% reduction in budgethi pirevious year)
(Table 1);

— A trend in orders, among the firms examined in shevey, that was
found to be positive or in any case constant busistent in 70.1% of
cases (compared to only 55.9% in the previous ydéagether with a
forecast of further growth for the current year 26§11 (in 73.6% of
cases); while the stability of employment levelsswiaund to have
increased further (passing from 47.1% in 2009 to6%3in 2010),
coupling with a truly minimal rate of applicatiorfer recourse to
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temporary lay-off and the income guarantee fundyias firms of out ten
made no such applications at all in 2009 or in 200 do they expect to
do so in 2011 (Table 2);

— An evaluation among decision-makers to the effaat the process of
making their way through the crisis has now beenpleted, considering
that 32.1% of the firms surveyed suffered no cousages or have in
any case overcome them, that a further 30.4% havectmanged their
attitude of existing in a state of constant transfation, as means of
maintaining a high level of corporate competitiveieand that a further
33.9% detect evident signs of recover from thes(iBable 3);

2) The entrepreneurial strategies and behavioutscte reveal that the
revival has worked in favour of the “upward incor@ibon” of the crisis.
More precisely, it was found that (Table 4):

— Entrepreneurs have used the crisis as a meanyafatge to improve
their positioning on the market, to restructurdrtfiens and to introduce
product and process innovation, as 75.5% of th@arate decision-
makers interviewed confirmed and as is evidentlgeanliined by the
change in quality of the strategies being adoptedi declared explicitly
in this year’s Report, compared to the one pubtidbst year;

— In addition to those firms that paid special aitamto specific strategies
aimed at reinforcing their market presence, mown tthree firms in
every four (77.7%) forecast a decisive increasetheir degree of
internationalisation, compared to the projectionhafse that already have
a presence on foreign markets today correspondi3d.6%;

3) The Report confirms the industry’s tendency tehdve in a
fundamentally non-cyclical manner with respecthe trisis, which was
found to have spurred the industry’s more highlgleed transformation.
Suffice to mention that:

— Corporate decision-makers have shown evidence feictefely non-
cyclical behaviour, in this case with regard todstments, considering
that only 28.6% of them admit that the negativeneoaic situation
persuaded them to reduce their commitments in fihi®ction;
meanwhile, the remaining 71.4% of interviewees iod investing
with conviction, in some cases actually increasihgir spending (in
which case they used the crisis as a means ofihgvéne process of
upgrading their operating methods);

Federchimica - Confindustria

20131 Milano, Via Accademia 33

tel. +39 02 281773.1 - fax +39 02 281773.90

www.unipro.org - unipro@unipro.org 3
Codice Fiscale 80052390152



UNIPRO

AW |talian Association of Cosmetic Industries

— At the same time, consumers were found to have taiagd a
substantially inelastic attitude to their spendomgcosmetic products, as
was already mentioned in the 2010 Report: this dipgnis now the
stable occupant of the third position, coming cloeethe heels of outlay
on food and on health respectively, in a rankingrefas of consumption
that people consider to be absolutely essentialnoany case very
important; in addition, 62.0% of the Italian con®mninterviewed stated
that they had made no substantial changes to tdommetic product
buying habits, “because | cannot and should noe gip caring for
myself, my wellness and my looks”.

4) A vigorous revival, the upward incorporation tbe crisis and a stable
tendency on the part of the industry to behave cyatically do not
mean, however, that all cosmetics firms are eqaabrie another. A
process of physiological differentiation is undeaywhat creams firms
off respectively from the top and the bottom. Alsdhis case, the figures
leave no room for doubt, as (Table 5):

— Some firms (40.3% of them) felt the impact of thesis, while other
firms felt no impact at all or only a slight impd&7.9%);

— Some firms (70%) report decisive increases in thmider books,
turnovers, exports and investments, while otheb®yt 30% of them)
declare downward trends in these fields or a maostasility;

— Some firms (45.7% of the cases interviewed) argetarg strategies of
radical evolution of a discontinuous nature, wioilbers (52.1% of them)
prefer to stick to more continuous strategies, adgpmethods based on
versatility and/or continuous adaptation, or simglyoosing to wait
things out and see how the economic cycle evolves.

4. The 2011 Report concludes by reiterating that itmiportant to observe
the cosmetics industry in the sense of an indudtayn that has expanded to
encompass not only the industrial manufacturethennarrow sense of the
term, but also the ones working in the area ofrtbedbnomic multipliers and
above all those who work in direct contact with smmers (such as
hairdressers, beauty salons and centres, perfuopes,sherbalist shops and
pharmacies). It is when this broader field is takdn consideration that the
chain includes more than 130,000 firms and empboystal of more than
200,000 people, who together generated a gros®uernof 8.6 billion
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Euros in 2010 (Table 6). As a result, the entregues interviewed made a
point of repeating that:

— “the value of the cosmetics industry is related apty to its firms’
competitive capacity, but also to their alliancaghwhe main actors in
the industry chain” (73.7% agreed with this statetye

— “there is a need to invest more in those componentke distribution
chain that are more prepared to grow, on the bafsigpdated market
strategies and of a decisive improvement in managei(®6.6% agreed
with this statement).

If all of this is taken into consideration, theats being made by cosmetics
firms as they progress along the road that willbém#hem to recover from
the crisis once and for all can be described im$eof a dual model.

The first of these models takes the form of anyaofestrategically designed
initiatives promoted autonomously by the industngl @iming at involving
young people, individual components of the industmgin and even banks
and financial institutions, as demonstrated bytiyh degree of agreement
among the survey's interviewees with the propodalsled for their
consideration (and listed in Table 7 below).

The second of these models is one that involvesptli#ic sector more
closely, in a campaign whose purpose is a possHieiction in fiscal
pressure on profits, to support firm’s efforts torkwin foreign markets and
to improve the regulations and controls that pet ghinciple of reciprocity
of customs barriers into practice, but also actsstem the inflow of
counterfeit or illegally imported products (as dédsed in Table 8 below).

In conclusion, it is fair to say that the cosmetitdustry has given evidence
of a significant ability to navigate its way posély through the crisis,

demonstrating not only a capacity to hold its owallwbut also and above
all the ability to reinvest on its own behalf, fachg in the challenge that
the crisis constituted for firms at the highestelsv

For this reason, the new phase that is starting iscme in which we need
to imagine a co-ordinated season of growth, wheactbrs can and should
play their parts to the best of their abilitiesisttapplies primarily to
enterprises, of course, but also to their profesdioand business
associations, public-sector decision-makers and éve banks and finance
companies that work in contact with the industfirss.
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Table 1 — Interpreting the crisis “objectively*)

Data

Phenomena 2007 2008 2009 _ 2010

Trend in industrial production compared to previoyesar
(percentage increments)

- Total Italy (net of energy) 1.7 -3.4 -18.9 6.4

- Total Italy (non-durable consumer goadlds) 0.4 -0.9 -7.2 -2.2

- Total cosmetics industry (including expofts) 2.0 0.9 -3.2 5.2
Trend in exports compared to previous year (pe@gatn-

crements)

- Total Italy (net of energy) 9.6 04  -205 17.0

- Total cosmetics industty 1.0 1.4 -11.8 17.0
Trend in cosmetics industry balance of trdde

- In millions of Euros at current prices 782 747 644 826

- % increase year by year -4.9 -4.5 -13.8 28.3
Trend in cosmetics consumption in Ifaly

- In millions of Euros at current prices 9,073.9 ®I4 9,171.4 9,261.8
- 9% increase year by year 2.7 0.8 0.3 1.0
Cosmetics industry advertising expenditbire

- In millions of Euros at current prices 566.3 571.8520.3 555.6

- % increase year by year 1.5 1.0 -9.0 6.8

(*) Cf. Table 1, page 24 of the Report.

(1) Source: ISTAT (February 2010-February 2011). ) Gf Table 9, Part four, page 143.
(2) Cf. Table 8, Part four, page 142. (5) Cf. Tahl@drt four, page 137.

(3) Source: ISTAT (February 2010-February 2011). ) @b Table 10, Part four, page 144.
Source:Ermeneia Survey System Studies & Strategifes Unipro, 2011

Table 2 — Entrepreneurs’ opinions about trendsridens and employmeit)

Data
Phenomena 2009/2008 2010/2009 2011/2010
(forecasts)

Evaluation of trends in ordefs

- Vigorous and/or discreet + constant but 55.9 70.1 73.6
consistent growth

- Slight and/or marked + constant but modest 44.1 29.9 26.4
decrease

Evaluation of trends in employmént

- Significant + slight increase 32.4 37.5 32.2

- Stable trend 47.1 53.6 58.9

- Slight + significant decrease 20.5 8.9 8.9

Applications for temporary lay-Jff

- Significant + slight increase 4.6 5.6 3.7

- Substantially stable - 3.7 5.6

- Slight + significant decrease 3.1 - -

- No applications for temporary lay-off 92.3 90.7 B0.

(*) Cf. Table 2, page 25 of the Report.

(1) Cf. Table 5, Part two, page 61.

(2) Cf. Table 8, Part two, page 66.

(3) Cf. Table 9, Part two, page 67.

SourceiErmeneia Survey System Studies & Strategifes Unipro, 2011
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Table 3 — Corporate and personal evaluati¢f)s

Phenomena Data
The passage through the crisis has now been cordplete Spring 2011
- To tell the truth, my firm was influenced only giity/not at all
by the current crisis 19.6% 32.1%
- The crisis is now a thing of the past for my firm 28% |
- Quite apart from the current crisis, my firm exigtsa state of 30.4%
. . ™. . 0
constant transformation necessary to remain stabpetitive L
- My firm is still working its way through the crisibut there are
. . . . . 14.3%
consistent and/or very consistent positive signewif/al
- My firm is §t||| vyorklng |ts.way through the crisidut there are 10.7% 33.9%
some positive signs of revival
- My firms will only be out of the crisis with effeétom the 2011 8.9%
financial year D
- My firm is still suffering from all the effects d@he crisis 3.6%
Total 100.0%
Entrepreneurs are prepared to run risks persorfally Spring Spring 2011
2010
- | feel committed to developing the firm, becaustill see some
go.o.d prospects, despite any difficulties broughouabby the 92 4% 96.3%
crisis, and because | am still prepared to stakdariyne on the
future
- | would still be prepared to stake things on therfe as far as my
firm is concerned, but for all sorts of reasonsréfer to make 7.6% 3.7%
way for others
- For a variety of corporate and personal reasopsefer to close
my business i
Total 100.0% 100.0%

(*) Cf. Table 3, page 28 of the Report.

(1)
)

SourceiErmeneia Survey System Studies & Strategifes Unipro, 2011
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Tab. 4 — The crisis as an opportunity for develgpirategieg*)

Phenomena

Data

The crisis as a lever for grow(opinions “agree very much + agree quite a fot”)

- “In actual fact, the revival that picked up vigosty in the last months of 2010 and continued ifit® first months of 2011
means that cosmetic firms have now pulled out efdtisis”

- “Firms are using the crisis to reposition themsglea markets, to restructure and to innovate priscand processes”

Spring 2011

54.4%
75.5%

Adopted for 2011 and beyond

The upward thrust of general stratedies Adopted in 2010
- Wait patiently while the crisis runs its course 3.8%

. . . . - 66.0%
- Adapt to the situation progressively with the neeceg flexibility 62.2%
- Reposition, restructure and reorganise the business 15.1% 17.0%
- Promote a real metamorphosis in the firm’'s strateyy management 1.9% ’
- No strategy, as the crisis impacted only slightiyet at all on the firm 17.0%

0,
4;1':; 52.1%
.8%
0
3;';)0//2 45.7%

2.2%

Structural problems to solve and specific strateg@adopt
- The top six structural problems (judged to be “viemportant + quite important®)

e The firm does not yet have a suitable presencewnmarkets 79.6%
e The firm needs more and more detailed knowledgeitatmnsumers’ new attitudes, so also about margetin 58.7%
e The firm’s level of internationalisation is too low 55.1%
e The firm does not perform well enough in terms @fenercialisation 43.8%
*  The firm has no brand policy or its brand policyds weak 32.7%
e The firmis lacking in innovation in terms of custer services 23.4%
- Evolution of specific strategies in response tacttiral problents Adopted to end of 2010  Adopted from 2011 onwards
¢ Promoting vigorous product innovation 1° (54.9%) 5° (47.3%)
e Giving a new boost to internationalisation actesti 2° (43.1%) 2° (56.4%)
* Developing marketing actions coherent with conssimegw attitudes 3° (41.2%) 1° (58.2%)
¢ Promoting new markets 4° (39.2%) 3° (52.7%)
*  Promoting vigorous innovation in terms of custorsenvice 5° (39.2%) 4° (49.1%)
»  Promoting a distribution and commercialisation tetgs 6° (35.3%) 6° (43.6%)

Enhancing firms’ internationalisation
- Current level of internationalisation among firmgeirviewed®

¢ Firms with a high degree of internationalisatiompared to similar Italian firms

*  Firms with some greater degree of internationabsatompared to similar Italian firms
- Orientation towards further increasing the firmése| of internationalisatién

*  Very decisive growth

e  Gradual but significant growth

5253:/0 j 31.6%

o

(*) Cf. Table 4, page 32 of the Report.

(1) Cf. Table 12, Part two, page 72. (4) Cf. TatBe Part two, page 79.
(2) Cf. Table 13, Part two, page 74. (5) Cf. Tal®e Part two, page 84.
(3) Cf. Table 14, Part two, page 76. (6) Cf. Tak0e Part two, page 86.

Source:Ermeneia Survey — System Studies & Strategigdrfipro, 2011

Federchimica - Confindustria

20131 Milano, Via Accademia 33
tel. +39 02 281773.1 - fax +39 02 281773.90
www.unipro.org - unipro@unipro.org

Codice Fiscale 80052390152



UNIPRO

AW |talian Association of Cosmetic Industries

Tab. 5 — Areas of diversificatia)

Phenomena Data

In 2009 In 2010
First group
- Firms that felt a strong + reasonable impact froendrisis 42.7% 40.3%
- Firms that felt little or no impact from the criis 55.8% 57.9%
Second group
- Orders increasing + constant but consigtent 55.9% 70.1%
- Orders decreasing + constant but madest 44.1% 29.9%
- Turnover increasing + constant but consistent 55.9% 68.4%
- Turnover decreasing + constant but modest 44.1% 31.6%
- Exports increasing + constant but consistent 51.9% 60.5%
- Exports decreasing + constant but mofest 48.1% 39.5%
- Investments increasing + constant but consistent 60.7% 69.1%
- Investments decreasing + constant but modest 39.3% 30.9%
Third group
- More than 30% of turnover generated from intermegtiisatior? 41.0%
- Less than 30% of turnover generated from internatisatior} 59.0%
- Repositioning and/or metamorphosis strategies @darl2and after) 17.0% 45.7%
- Strategies of continuity (declared to 2071.0) 66.0% 52.1%
- Orientation favourable towards collaborating wither firm& 44.2%
- erier;tation unfavourable and/or prudent towardtabolrating with other 55.8%

irms

(*) Cf. Table 7, page 39 of the Report.

(1) Cf. Table 1, Part two, page 56. (5) Cf. TableRa#xt two, page 69.
(2) Cf. Table 5, Part two, page 61. (6) Cf. TableA#&t two, page 84.
(3) Cf. Table 6, Part two, page 62. (7) Cf. TableA&xt two, page 74.
(4) Cf. Table 7, Part two, page 63. (8) Cf. TableR4rt two, page 87.
Source:Ermeneia Survey System Studies & Strategifs Unipro, 2011
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Tab. 6 — Real dimensioffy

Phenomena Data

The narrow confines of the cosmetics industry

- Number of active firms (2016) 1,240

- Number of active firms with the legal form of arjbstock company (2019) 766

- Greatest concentrations of cosmetics firms in éggor?
¢ Lombardy 34.7%
¢ Emilia Romagna 10.2%

- Number of direct employees (2010 estimate) 15,000

- Number of direct employees + economic multipli@81(0 estimate) 32,000

The bigger picture of the cosmetics industry chain

- Estimated total number of firms in the chain, 131,200
including?
¢ Cosmetics firms 1,200
e Hairdressing businesses 80,000
* Beauty salons, beauty centres, spas and spa centres 18,000
¢ Perfume shops 6,000
¢ Herbalist shops 5,000
* Pharmacies and parapharmacies 21,000

- Estimated total number of industry chain employees, 186,000-217,000
including?®
¢ Hairdressing businesses 96.000-112,000
* Beauty salons, beauty centres, spas and spa centres 21,600-25,200
¢ Perfume shops 9,000-12,000
¢ Herbalist shops 5,000-6,000

Cosmetics industry (including the sales staff ohofacturers and demonstrators60 000-66.000
and promoters) ' !

* Pharmacies and parapharmacies 25,200-29,400

The industry’s overall economic value
- Total turnover of the cosmetics industry (in miflo of Euros at current prices al

production, 201d) t8,600.9

- Total turnover of the cosmetics industry (in mitiof Euros at current prices to the'9 261.8
public, 2010) B
- Cosmetic product exports (in millions of Euros atrent prices, 2018) 2,403.0
- Balance of trade (in millions of Euros at currerit@s, 2010 826.0
- Turnover per direct employee in thousands of Euros 573.4
- Exports per direct employee in thousands of Euros 60.2
- Balance of trade per direct employee in thousah&sims 55.1
- Total advertising investments for cosmetics (inlionls of Euros at current prices,
2010§ 555.6
- % of total Italian expenditure on advertising 7.0%
- % of total Italian expenditure on advertising foage consumption 27.0%
(*) Cf. Table 10, page 46 of the Report.
(1) Cf. Table 2, Part four, page 133. (5) Cf. Tahl®art four, page 137.
(2) Cf. Table 3, Part four, page 135. (6) Cf. Tahl®art four, page 143.

(3) Cf. Beauty Report/2010, Part one, tab. 2, [&ge (7) Cf. Table 10, Part four, page 144.
(4) Cf. Table 8, Part four, page 142.
Source:Ermeneia Survey — System Studies & Strategidsriipro, 2011
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Tab. 7 — Proposals for how the cosmetics indusssifican make firms more competitive — Opinions

“agree very much + agree quite a lot” (% valugs)

Proposals %

- To launch a “Youth Project”, whose aim would bal&velop the cultw of cosmetic
among young and very young people, as an integrad fiecessaryart of goot 73.7
social relations; but also to presdfie cosmetics industry as an interesting '
opportunity, as it opens the door to plenty of digal professions

- To launch an “Industry Chain Projectivhose aim would be to improve -
competitive edge of the weaker channels of distidlou (by strengthening the 66.7
entrepreneurialism, culture and knowledge aboubowesrs)

- To launch a “Training Projectiwhose aim would be to promote training activi
linked closely to cosmetics firms’ specific and gherm requirements with 59.6
customised “Service Contracts” between the Regiodgtas system of associations)

- To launch a “Bank Projectivhose aim would be to improve the explanation off
the cosmetics industry chain and its various coraptsfunction, what they need ¢ 47.3
the vocabulary they use

(*) Cf. Table 27, page 97 of the Report.

Source Ermeneia Survey System Studies & Strategifes Unipro, 2011

Tab. 8 — Proposals for how public-sector projects gaake firms more competitive — Opinions
“agree very much + agree quite a lot” (% valugs)
Proposals %
Incentive and promotion projects
- Offering tax incentives for profitghat are ploughed back into investment: 93.0
Research and Development )
- Offering tax incentives for profits that are ploughed kodito investments i
Research and Development, also bearing in mind dhieitg of “implicit” researc 87.7
(the research conducted in firms without beingsifeesi formally as such)
- Offering firms the chance to receive injections aafpital, using both their ow
resources and various forms of tax incentives ¢t@dits,tax incentives on profi 87.7
etc.)
- Offering significant forms of incentives to encogeaaggregation between firms 61.4
- Reinforcing foreign promotion activities, includidxy improving relations betwe: 824
existing promotion authorities '
- As soon as possible, rationalising the variousediffit pubic structures whos
purpose is to promote firms’ internationalisatiovhile also achieving improved co- 78.9
ordination of planning between different initiative
Regulation and control projects
- Promoting the principle of reciprocity, so as taluee wistoms barriers betwe
countries (especially with the Far East and thediéideast)
- Promoting more homogeneous regulation for the csmmdustry at European level 80.7
- Developing controls and countering the spread ofintarfeit and/or illegajl 80.7
imported products )
(*) Cf. Table 28, page 99 of the Report.
SourceErmeneia Survey System Studies & Strategifes Unipro, 2011

87.7
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