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By SARAH RAMIREZ

China's beauty market is dominated by mass-market players, but luxury brands are embracing technology and
personalization to propel their growth at a faster rate.

According to a new report from J.P. Morgan, China is the world's second largest beauty market and sales there
jumped almost 13 percent in 2018. Luxury labels including Este Lauder have also benefitted the most from the boom
in ecommerce beauty sales.

"Younger Chinese consumers are not only more affluent, they are also using skincare much earlier than previous
generations," said Andrea Teixeira, head of North America beverage, household and personal care research at J.P.
Morgan, New York. "Alibaba and other ecommerce platforms have accelerated this process, particularly for luxury
cosmetics, and now represent more than 30 percent of premium cosmetics sales in China."

Luxury beauty
Worldwide, the beauty industry has seen rapid growth due to the popularity of ecommerce and social media
including "selfie culture" and viral online beauty tutorials.

China now accounts for 14 percent of the global beauty market, up from 12 percent in 2013. The country's beauty
market grew 12.9 percent in 2018, compared to growth of 4.6 percent in the United States, the world's largest beauty
market.

While luxury products only account for about a third of beauty sales in China, these brands have grown at a faster
pace than mass-market beauty. Beauty group L'Oral has a 17 percent share in China, followed by Este Lauder with 13
percent and Shiseido at 6 percent.

Skincare is the strongest beauty category worldwide with sales of more than $104 billion in 2018 representing a
growth of 7.6 percent, outpacing hair care, cosmetics and fragrances. In China, this has further boosted sales for
L'Oral and Este Lauder.

L'Oral's sales were up 11.4 percent in the first quarter of the year, propelled partly by double-digit growth in its luxury
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division. While almost all regions recorded growth, Asia Pacific saw the strongest increase with a 30.4 percent bump
in sales (see story).

Este Lauder Companies' sales increased 9 percent year-over-year in the 2019 fiscal year. Along with its star brands
of Este Lauder, La Mer and Tom Ford Beauty, the group's growth was attributed to skincare and demand in Asia
Pacific, including China (see story).

Meanwhile, Japanese beauty group Shiseido is acquiring skincare company Drunk Elephant as it looks to become
more competitive in this space with younger consumers (see story).

These global beauty groups have an advantage in skincare because they have the resources to devote to the research
and development of these products. Although ecommerce has allowed smaller beauty brands to emerge, it is  harder
for indie labels to challenge luxury players in skincare.

"This growth in ecommerce in China has really favored the development of luxury brands by creating a new point of
distribution, well ahead of any developments seen in department stores," said Celine Pannuti, head of European
consumer goods research at J.P. Morgan, London. "Young customers with real spending power, often subsidized by
their parents and grandparents, set the Chinese market apart."

Tech in beauty
Luxury beauty groups also have the means to invest in technology, including artificial intelligence and augmented
reality, allowing beauty shopping to become more personalized even through ecommerce.

"With the millennial generation getting older and makeup serving as a recruitment tool for skincare, we believe the
accelerating growth trend in prestige skin care is here to stay longer-term," J.P. Morgan's Ms. Teixeira said. "We see
this as a great opportunity for pure prestige players."

Since this summer, L'Oral's AR makeup platform ModiFace supports Armani Beauty's virtual makeup application on
WeChat, one of the leading social media platforms in China.

Armani Beauty's AR try-on is meant to mimic the virtual mirrors that are becoming more commonplace in Chinese
bricks-and-mortar stores.

Users can virtually sample Armani products, such as lip colors, with the shades remaining consistent as consumers
pose in front of their smartphone cameras. The app also allows users to take screenshots, save images, compare
before and after images in a split-screen mode and share on social media a popular activity among Chinese
millennials (see story).

Shiseido is also using technology to deliver tailored skincare to consumers through a brand that is solely available
via subscription.

Dubbed Optune, the brand's skincare system is powered by a mobile application, which analyzes a consumer's skin
and the conditions in his or her area to blend customized products. Playing into the growing subscription beauty
business, Optune will be sold on a monthly basis (see story).

"At the heart of it, the beauty industry is a business of personal advice, and technology is just enabling this," J.P.
Morgan's Ms. Pannuti said. "So what you see from tutorials to targeted content, augmented reality or even
personalization of products all enabled by digitalization has really been an accelerator for the industry."
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