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Abstract

The purpose of this research is to investigate main factors that influencing

R

'-._-'t:)'r'and loyalty in Shanghai cosmetic market. Furthermore, it identifies current
brand loyalty level in Shanghai cosmetic market. The first part of this paper
~introduces the background of China cosmetic market, problem definition,

research objectives and significance of this study. The second part is about
literature review. Previous research mentions demographic of consumers

(gender, age, income and education) and other four factors (brand name,

: ";;')_:rqduct quality, store environment anii service quality) may affect brand loyalty
_ "i'_h’-'”c':.d_émetic industry. Above eight factors are adopted in this study. The third
'part of this paper is research méthodology that include source of data,

.. questionnaire and data analytic rrf.jethods. Quégtionnaires are distributed and

* self-administered to 200 customers who visit in shopping mall. The chapter

L ff_four is relevant to data analysis. The research result shows current brand

yalty level in Shanghai cosmetic market is relatlvely Iow Income and
ed.ucatlon level positively affect brand onalty in Shanghai cosmetlc market.
h_e_:____fmdlngs indicate there is a positive relationship between (brand name,

-';j'roatiét quality and service quality) and brand loyalty in cosmetic market.

Among these factors, product quality is the most important factor affecting
__brand loyalty. The last part of this paper provides conclusions and reasonable
?_r_ec;ommendatlon. Hence, it encourages cosmetic companies to endeavor in
;'.:i'.r_ﬁf)rove cosmetic quality. Furthermore, cosmetic companies ‘promote’ their
: --_-:_-::_bfand name and carry out appropriate human resource policies to improve

" 'service quality.

Key words: Brand loyalty, cosmetic industry, Shanghai
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Chapter 1

introduction

. 1.1What is cosmetic market?

: .::‘Cosmetic' are not strange to everyone, even though some people don't use
.'.t_hem. They definitely hear about them. Cosmetics were invented in thousands
_;-yéars ago. When cosmetics were irjtroduced, they were considered as exclusive
ngs used by females. In those jﬁmes, only few kinds of cosmetics existed.
Some people believe cosmetics are limited by some sorts such as perfume,
f_?_hﬁ'akeup. Actually, cosmetics come in many forms. Except for perfume and
fﬁék_eup, they comprise of shaméoo, soap, Ioti‘@in and othg;jg;cbsmetics are used
6_"6ére for and clean people’ body, main’ntain people in a wel] condition and
.h__ar_lce people’ bea}uty (Kumar et al., 2006). ﬁqr instance, the goal of sun

otédion is to keep out UV and reduce 'the risk of getting skin cancer.

e past, men who were using cosmetics 1o dress up would be treated
_9ri_"}'i_:hate. Certainly, people didn't hear about men’s cosmetic advertising.

N_oﬁédays, the reality has gradually changed. The cosmetics have not been the

Q:_a:f.é'nt of women. Men and kids join in group of using cosmetics. The number is
_ﬁf:feasingty growing up. Estée Lauder as the first women’s cosmetic companies
ﬁed to enter the male cosmetic market in 1964. After 1year trial, it came out with
A.ramis and an entire line for men’s skin (Alpern,1997). In cosmetic market,
:"f.:"'thousands of cosmetics for men and kid are available. In past ten year, cosmetic

companies launched some products that were suitable for both men and women.

As male consumers increase, companies start to launch new product line for men.

Exclusive perfume and cleansing foam were designed for men. In order to target

Ee R
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these emerging potential consumers, many cosmetic companies invest a lot on
:';;._;_:advertising through TV, béauty magazine and others. The aim of the
..::.f_':é.d'.\/ertisement is to convey the idea that cosmetics are not girly products. Some
.-::51.'§::"'Cosmetic companies employ famous actors or sporrtsmen to promote
. ':-bfoducts through positive imagery. It lets men believe that using cosmetics is

very normal (Souiden and Diagne, 2009).

s _l_:'_f:.The cosmetic industry is one of the most competitive industries all over the world
_:b_e'cause more than 300 cosmetic brands exist in the market. Most of these
c‘t}ﬁipanies utilize great number o? resource in research and development to
Iaunch new products every year in Prder to meet ever-changing consumers’ need

'- _'.-.énd demand. Innovation is fundamental to survival and success of cosmeticm
."compames (Kumar et al., 2006). To stay vantage point durlng fierce competition,
cosmetlc companies should create value to consumers. )

The World' top ten cosmetic companies are Maybellline accounting for 7.4%
market share, Avon (5.4%), L'Oréal Paris (53%), Lancome (4%), Clinique
3.6%), Revion (3.3%), Estée Lauder (2.9%), Max Factor ( 2.8%), Cover Gir
'-;.".7%) and Shiseido (2.2%) AH of them seize about 40% of the market share

Ejiofor, 2006).
12 Overview of cosmetic market in China

" China is the countries with the largest population in the world it makes up one-fifth
of the world’s population. The population growth rate of China is 0.629% in 2008

with a current average life expectancy of 73.18. Men possess 51.8% of the total

paying more attention to beauty can be traced back two or three years to ancient

>
1
% population whereas women possess 48.2% (Riley and Nancy 2008). Chinese
|

:?;é
.
%ﬁ
E
: |
-
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. ‘China. It has been deeply rooted in Chinese culture. In Chinese poetry and art,

" beauty has always been extolled (Newham, 2006).

Before the reform and open door policy were implemented, China’ economy was
very not good. Most of income of Chinese was spent on food, transportation and
r‘_h'oUE'.e. They didn't have extra money to buy cosmetics. Through proper
_eoonomy’ policies carried out by Chinese government, economy is now booming
:i_n‘__;China and people’s living standard is increasingly improving. People have
more disposal income to spend on beauty, More and more people absorb beauty

‘information from different sources. Some of them become ‘beauty professionals’.

hey bélieve spending money on beauty as a valuable investment. Attractive
‘appearance and figure will assist them to get benefits in career and social life,

:'.:._-‘é.‘.:aUse everyone loves beauty {World Wide Watch: Ching),

-"!hi%_;order to join World Trade Organization (WTO),ﬁChinese government reduced

nport tariffs. Due to ‘reduction of import tariffs, cosmetic import has increased

ks

60% from 1996% to 2001(Li,2003).Since 2001 China entered WTO, it provides

good opportunity for foreign cosmetic companies to access China’s market. i—;or

_.esf'é':'oompanies, China is a big emerging market with the largest population. In a
tijféted market like Europe, cosmetic companies have difficulty boosting their
o__eé. Many foreign companies joint venture with domestic manufacturers
;.__tﬁ;fough advanced technology along with products and huge capital: and set up
plants in coastal regions such Guangdong province and Shanghai in China. Top
:'f\_'Nenty cosmetic brands have flowed in China cosmetic market. For example,
advanced technology assists to effectively reduce production costs and improve

product quality as well.

Strong economic growth in China shock people all over the world, but cosmetic

market in China is growing faster than China’s economy. According to China’s

INTH University Callege (2009)



'-"'Natlona! fragrance and Flavor industry Association, cosmetic sales in China
ave mcreased by 16.6% to $4 2 billion in year 2001. In year 2004, the sales
umped to 85 billion yuan. China is considered as the second largest cosmetics
rna_fket in Asia, and ranks no.8 worldwide. Cosmetic spendlng was Tyuan during

h’e’:éarly 1980s, but spending dramatically went to 25 yuan in year 2000. Even in

b:g. famous cities Shanghai, Beijing, the annual average spending on cosmetics
__-_was among 150-180 yuan (LIBFUNG Research Centre, 2005). Compare

'development of cosmetic market among Asia, growth rate of cosmetic market is

_sngnifa_canﬂy faster than other countries and regions (Table 1.0). Even around the
wo_rléi_:','}'fhis kind of growth rate is fan;é’stic. Hence, “China is the market cosmetic
C fﬁpénies will never give up. China is one of the most important countries for our-..-
| -é_verseas business operations; |t is a huge market backed by a population of

g___a__b_but 1.3 billion about 10 times Japan’s pﬁopu%ation” (Tad-é'f(’at:suﬁSaito, cited by

&

s

Total market in value Growth 2001/2002

)

(2002)
(US$million)
5,400 +20%
3,120 +9.8%
1,470 +3%
a Malaysia | 760 +3.5% _
- Singapore 202 +3%

Table 1.0: Cosmetic market in value for some Asia countries/Regions

Source: China cosmetics industry 2005
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_-':'C'c';r;sumption tax introduced by the State Administration of Taxation gave
- benefits to domestic cosmetic companies develop. 11 categories of goods such
f'garette, car are subject to consumption tax. The aim of consumption tax is to
narrow the income gap between rich grdup and poor grbup. Usually, richer
ﬁ’éople prefer to purchase luxury to represent their social status. Consumption tax
__6il:écted by Chinese government will be used to assist poor people in China. The
_-:-_wiaening gap currently became serious social problem in China. High-end
L _démetic is subject to 30% consumption tax and basic cosmetic is subject to 0%

Fang, 2005). Actually, most fore,ggn brands are considered as luxury. For

mestlc cosmetic companies, they tan provide competitive price to consumers.

__areas with lower income, it may~ be more attractive to consumers than foreign -

Gomﬁétifion of China cosmetic market is Every intense because more than 300
ra:nds exist. However target markets of domestic and foreign brands may be
'ent For example consumets in iarge cities wuth a higher level of disposal
me' have preference for famous brands from foreign countries. Qutsides the
_opq_iltan area, however, many consumers are purchasing products produced
aE companies. In 1980s, there were more or less 40 cosmetic brands
ébie in China cosmetic market. These brands only offer limited products
c::l_'!__'_:"as Shampoo and lipsticks. Cosmetics like perfume were used by few

':é?)"_'pie. However, currently more than 300 brands can be found in market. With

"'g}'ard to cosmetic types, skin-care products account for 35% of total cosmetic
utput hair-care products possess 28%, make-up products and perfumes are

_':;29% and 28% respectively (Figure 1.0).

- INTI University College (2009)



28%

@ Skin—care products B Hair-—care products

1Nake—up products DPerfumta§

Ed

";"'f":_'e':'M&A Analysis and Research Report on Cosmetic Industry in China 2008

in ear!y 1990s, the reguiations on. Cosmetlcs in China were very imperfect so that
cosmetic market was not satlsfylng A Thuge numbar’ of small cosmetic
enterpnses raid the market healthy deveiopment (La et al., 2005). Regulations on
smetlcs Hygiene Supervas;on are the t{)asm laws and reguiatlons on cosmetics
; ére enacted by Ministry of Health on November 13, 1989 and put into effect
nu_éry 1, 1990. They include general provisions of cosmetics, hyglene
u.pervis_ion over cosmetic manufacture, hygiene supervision over cosmetics
_@lst_r_lb_q.iion, the organ for Hygiene supervision over cosmetics and its duties,
p :'glrties and supplementary provisions. For instance, cosmetic ingredients must
ak de by standards set by Regulations on Cosmetics Hygiene Supervision.
B'e_sfiides, with regard to labeling, the regulations set down provisions. On the label
p‘_ff’;__(;’osmetics, the name of the product, the name of the producer and the serial
_l__jﬁmber of the hygiene license for the producer should be clearly stated. Lots of

i,_--'_faise advertisements existed in the past exaggerate the effectiveness of the

‘products to misguide consumers. Regulations ban false and misleading

statements in advertisements (Regulations Concerning the Hygiene Supervision

INTI University Gollege (2009)



-':_Otter:Cosmetics). On the other hand, the related authority actively attacks false
__:;'dIVertisements. As rapidly development of cosmetics, regulations gradually
become more complete. China cosmetic market is standardization and is brought
hne with international practice. Combtete regulatione guarantee sound
é_yé_|0pment cosmetic market. More and more cosmetic manufacturers with

corporate social responsibility have consciously complied with regulations.

thh rapid China cosmetic market development, cosmetic distribution channels

_d'i.i'fersified. Different kinds of modern retail distribution channels swarm inio

'rk'e.t'"_.f'ln the past, Chinese consurﬁers bought cosmetics through supermarkets
ypermarkets. Most of cosmetics they purchase were ‘basic’ cosmetics such
_l_.soap,' shampoo. In that time, scarce premium cosmetic brands were in the market
e_;_'_te___.:hlgh tariff. Accounting to beauty retalllrxg})g China 2003, 80% of cosmetics
t0|[etry sales were completed thrOLt'gh ﬁypermarkets ana supermarket.
'.'e".t;__for supermarket and hypermarket, depaﬁ?nent store is the other major
'.I'j.that is very popular among Chlnese consumers (Pitman, 2005). |

'cosmetic companies open spemaity counters on the first and second

of.__ department store. These counters forming cosmetic areas are

enient for consumers. Not every cosmetic brand is able to own specialty

t_efé‘. The premise is that the brand should have a wide range of products
d dlstznctwe brand name and images. Therefore, consumers believe cosmetics
_n department store have reliable quality and can be safely used. Nowadays,
@.F_lptj's channels including Pharmacy chains, specialty stores professional stores
xtstln the market. Specialty stores provide professional services and full range
__-ereducts of a particular cosmetic brand. Actually, specialty stores in China are
. _o_Wned by former cosmetic direct selling companies such as DHC. Because direct
_'.'eelling business model is generally prohibited by China government unless

' .E:icense is given by China government. Avon as a leading direct selling cosmetic

INTH University College (2009)
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"company was successfully granted direct selling license in year 2008. It's also the

ompany obtaining the first direct selling license in China. For most of

ompames specialty stores as the effective way for them to adjust their business

qdeis (LI&Fung research center, 2005).

"a;‘ﬂ_id development of China cosmetic industry has went on over the last two
d céf'des Cosmetics become the fifth largest consumption products by Chinese
e :_§umers This market still has a great room to develop and is far way
atu'ratlon There are two main reasons. On one hand, China has a population of
'El!lon so that it has a large potentlal customer. China government has
1u ted itself to develop the muddle and western part of China to balance the

conomlc gap between east and west Chlna The grand western development |
gram is in process. The purchasmg power @f west Chtna will become strong in
ire. On the other hand, the current caplta annual spendtng ‘on cosmetic of
3se consumers :s still far below that of developed countries. Capita annual
ng oh cosmet;c of Denmark ar&d Sweden has reached €171 (Global
Ight '”2007) China economy is still boomlng so that people living standards will
asllngly improve. Consumers will spend more money on cosmetics. For

"ﬁiet_i'c companies, China is expected as a market with enormous business

ﬁjf_'unities (LI&Fung research center, 2005).
‘Why choose Shanghai?

a;ftghai has the world's fastest growing economy. The population of Shanghai
s about 16 million, financial income is more than RMB 6 billion, GDP Per Capita
SRMB 37,382 and average annual people salary is about 21,781 in financial
year 2001 (Zhao, 2005). Shanghai is the biggest commercial city in China; GDP
hés continuously grown up in past 13 years. In year 2004, GDP growth rate has
 : échieved 13.6% (Wu and Delong, 2006). Shanghai alone accounts for a large

INTI University College (2009)



_.opo"rt"i'sn. of the target markets for cosmetics. Eastern coastal-region is critical to
.s_.;ﬁ}hoi.\e China’s cosmetic retail sector. At present, total cosmetic retail sales of
nghat Beijing, Jiangsu province, Guangdong province, Zhejiang province
ésﬁzsﬁdong province is up to 56% of nation cosmetic retail sales. Among
r.r_],:.'.’.Shanghai accounting for 12% ranks first, followed by Beijing, Jiangsu
roVi__r_'_i_cs:i( HKTDC, 2002). Shanghai is just a city compared to one whole
r6Viﬁ'éé; cosmetic sales of it are still higher than that of province. It proves that

metic used by Shanghai people is really popular.

more, Shanghai is viewed ai ‘fashion capital’ in China. In Asia, its status
uaﬁy been enhanced. It ptays a key role on leading fashion in Asia. Many
p e beheve Shanghaiis The Pans of the East’ Everything managing people’s
aﬁce and figure are cons:dered as fas{non process {Chlna stock market
igest: blog', 2009). Hence, expect for apparel, cosmetic, jewelry and others are
"s"-.'df'i'.fés_hion people pursue. Cosmetic are used to enhance people’s beauty,
€ tr personélity and aesthetic preferense (Guthrie et al., 2008).
fsi"from other cities and provinée may imitate how Shanghai consumers

whlch facial cream brands they use.

‘main reason of choosing Shanghai is that mostly cosmetic brands no

_|__n'férnationa! brands or domestic brands can be found in Shanghai
metlc market. According to the Shanghai Commercial Information Center,

'fh'aﬁ_gﬁai is not only a place of using cosmetics, but also a major place producing

cs Except for domestic manufacturers, many foreign cosmetic
l_._pénies set up plants in Shanghai. Shanghai has a sound production
m‘_f_i?bnment. Most of suppliers, manufacturers are located nearly in industrial
a so that it facilitates communication and assists to reduce transportation

costs (HKTDC ,2002).

NTI University College (2009)
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Aé the economic and financial center of China, Shanghai as locations of this
'=':étudy is selected. The finding's of this study can give an overall understanding of

b._l_r_énd loyalty of Chinese consumers in cosmetic market. Shanghai may be more

representative in contrast other areas, because a huge number of people in

anghai are from different cites and areas of China. Hence, it ensures

re‘éﬁondents of this study have different backgrounds.

W_hy select facial cream?

i:s'-__r_esearch, the researcher sielects facial cream among thousands upon
f_it':s_:'cosmetics. The reason ?é that facial cream is one of the popular
s&m'etiés in China market and élso has large market potential. By contrast, *
.'.tigs like shampoo, soap h?ve already reached saturatet§ because growth
very slow (HKTDC,20025. Accord_ing%to figure 1”0 ékincare products
nt"'fc')r around 35% of cosmetics market share and still are the main stream
c consumptlon At the same t:me skincare products are the one with
_arket potential and h:ghest proflt in cosmet;cs market. In the skincare

c:al care is the largest product category consumed by Chlnese

:"China .Facial care includes facial cream, facial cleanser, toners,
ke an sun protection. Facial cream can be categorized into moisturizer,
enin ':cit;eam, anti-ageing cream, nourisher and others depending on its
Mdisturizer and nourisher already constitute nearly 71% of facial care
e (Fukuda, 2004). These cream are sold well in China because of dry
er On the other hand, the whitening cream in China is supposed to be
due to China’s culture. White skin is one standard characteristic of the
s"e&;cbncept of beauty. Chinese proverb say ' Yi Bai Zhe San Chou’. It

})V_hite can offset three uglity. Skin tone is very important viewed by



