Industry Profile

Success in Cosmetics Takes More Than a Pretty Face
By John T. Hiatt

Despite advanced years, wizened old Japanese master sake brewers sport the wrinkle-free hands of a twentysomething. That little-known fact, coupled with rumors of Tokyo soap-opera stars bathing in rice wine to stay fresh-faced, launched yet another modern-day quest to bottle the fountain of youth. 

Dogged researchers soon found that a by-product of rice wine fermentation called pitera (a form of yeast) keeps the skin soft and wrinkle-free. Now, super-secret factories there can’t keep up with demand for rice-based potions. The niche product first to market, called SK-II, sold out in less than a week at Saks Fifth Avenue in Manhattan.



That’s just one small slice of the global beauty and skin-care industry, which reached $201 billion sales worldwide in 2003 (the latest hard data available), up 4.8% over 2002. The United States is the world’s largest market, at $45.4 billion, followed by Japan ($21.9 billion), France ($12.1 billion) and Germany ($11.6 billion). 
Industry analysts say that target markets and niche companies will fuel most of the growth in the cosmetics industry for years to come. Increasingly, manufacturers are developing products designed for specific consumer groups defined by age, sex, race and even physical conditions such as sensitive skin. Emerging global markets are likely to be very rewarding. Russia and Vietnam showed the fastest growth in 2003 according to experts at Euromonitor, because of improved retail infrastructure and rubles-to-burn consumers. 
In the U.S., pundits predict the blazing-hot “anti-aging” market niche is poised to top $11 billion by 2007, up a whopping 40% from 2002. You can thank all those Boomers who want time to stand still, and younger buyers on the other end of the age pendulum, who line up to buy pricey products that promise to prevent future sags and bags.  As one mutual fund manager told Barron’s, “It’s an attractive market because vanity is priceless, timeless and non-cyclical.”
Estee Lauder: “Rags to Riches” at Saks 

The success of SK-II (stands for Secret Key) isn’t the first time a Saks makeup counter served as the backdrop for a dramatic rags-to-riches story. That’s where, back in the mid 1940s, Queens businesswoman Josephine Esther Mentzer started selling her uncle's skin care products to uptown girls in Manhattan. 
Mentzer personally schlepped around the country, convincing buyers to take on her line and training the counter staff to sell it.  Soon, she and her makeup line shared the same very recognizable brand name: Estee Lauder. 
Combining chutzpah with marketing savvy – she pioneered the “gift with purchase” concept -- Lauder built the business into a $5.7 billion powerhouse that’s logged over 45 years of consecutive growth. As impressive as that is, rivals with even deeper pockets still dominate the mass market. Procter & Gamble, for example, gets 33% of its $55 billion total sales from cosmetic lines like Max Factor, Cover Girl and, yes, SK-II, its most recent niche acquisition.

Like most major industry players, much of Estee Lauder’s growth in recent years has come about through acquiring upstart and upscale brands. P&G may have beaten Estee Lauder to the punch on SK-II, but Lauder has gobbled up more than its share of trendy name brands: Sasssaby, MAC, Aveda, La Mer, Jo Malone and, in perhaps it best-known industry coup, Bobbi Brown Essentials.
Then the Earth Moved 

Bobbi Brown, at the time a New York makeup artist with a portfolio of Vogue covers to her credit, pulled together $10,000 in cash to launch her line in 1991 with 10 mix-and-match lipsticks on a table in an aisle at Bergdorf Goodman. She figured to sell maybe 100 lipsticks in the first month, and instead sold that many the first day.  

Much like Estee Lauder years earlier, Brown had sensed a seismic shift in the market and acted on it, mostly with gut instinct.  How the earth moved: During the postwar 50s, Lauder offered women dramatic color and glam Hollywood looks – what Lance Reventlow, then CEO of Revlon, once called “hope in a bottle.”  The concept became so ingrained that the cosmetic industry hadn’t changed much since. It was one color palette after another, season after season, for 30 years or so. 
Now it was Brown’s turn to be ahead of the curve.  She felt that women, rather than trowel on “war paint” to cover up flaws, were ready for a simpler, natural look that highlighted the positives. Something else: She rightly figured there were many just like her, who didn’t fit the Christy Brinkley, Cheryl Tiegs oh-so-blonde mold, but had a right to feel good about themselves. 

She and a freelance chemist put together a line of skin-toned cosmetics, the first ever to be based on more natural yellow and brown tones, rather than pinks. From that first line of lipsticks, which buyers could easily blend to find their most becoming shade, Bobbi Brown Essentials quickly grew to $20 million in sales by 1996. 
That kind of meteoric growth is bound to attract attention. Corporate suitors were turning on the charm, sending flowers and candy early on. In 1996, in need of cash for expansion, Brown sold out to Estee Lauder, while retaining control. Lauder  followed that coup by acquiring La Mer, Jo Malone, Donna Karan Cosmetics and Stila. 

Watch Out, Estee


Another entrant in the niche-market sweepstakes is fast-growing Laura Mercier Cosmetics and Skin Care, a global brand of high-end cosmetics launched eight years ago. From jump street, the line has grown to $100 million in sales at retail, and is now available in 390 stores, 17 countries and on a Web site.  Revenue has grown 25% per year in each of the past four years at Gurwitch Products, the company that produces, manages and markets the Laura Mercier line from a 40,000 sq. ft. facility outside Houston, TX. 

Janet Gurwitch, CEO and co-founder with Laura Mercier, earned her trend-spotting chops starting out as a buyer at Foley’s Department Store in Dallas. She moved to Nieman-Marcus and rose to the number three spot as Executive Vice President before finally scratching her entrepreneurial itch and striking out on her own at age 42, using her own money to bankroll the cosmetics start-up. 
“I saw hot new names in cosmetics like Bobbi Brown generating a lot of street-level excitement, and when I went to London I saw young people lining up at the MAC counter. That showed me there was global potential as well. I had a hunch consumers were ready for some new names, and you could build brand loyalty with a fresh approach,” Gurwitch said.

At about the same time, Laura Mercier, born in France and a classically trained painter, was living in Manhattan and getting rave reviews for flawless makeup artistry on magazine covers for Elle, Vogue, Vanity Fair, Glamour, Seventeen and Mademoiselle. “She was Madonna’s make-up artist at the time,” Gurwitch recalls.  “Laura had a lot of credibility from working with major names in fashion and photography.” 

The two joined forces and found a shared passion for quality makeup products and what Gurwitch calls natural looks that are “traditional with a twist.” Unlike some competitors (she’s much too gracious to name them) that seem to shift focus with every new lip-gloss trend, Laura Mercier emphasizes a signature “Flawless Face” look, using great neutrals, with color that accents, not dominates.  Early this year the company premiered an instructional videotape in which Laura herself shows how anyone can use her products to achieve her “Flawless Face” look.
‘The little black dress’ of cosmetics


On the business side the Laura Mercier Cosmetics concept ties closely to another important strategic trend: The idea of “mass customization,” in which a company finds ways to tailor its mass-market product line to an individual customer’s unique needs. Laura Mercier Cosmetics treats each customer as an individual, and helps each woman celebrate her own natural beauty. Some competitive lines are “of the season” and push the au courant color palette, whether it’s right for someone or not. Laura Mercier takes the opposite view, favoring looks that stand the test of time. As Gurwitch puts it, “We want to be the ‘little black dress’ of cosmetics.”


To stay on top of things both Janet and Laura watch and learn, every day. “Just the other day I got some color ideas at the Museum of Modern art in San Francisco,” Gurwitch said. “And we are in New York City about once a week. You have to stay aware of what’s going on in the art world, and in popular culture, and watch color trends. That can happen anywhere, at a Broadway show or on the street down in Dallas.”

Gurwitch runs the day-to-day operation, handles corporate growth strategy and does the deal making and negotiations. Mercier provides ample doses of creative spark, actively participates in product development – and represents the line at trunk shows worldwide (a great way to stay connected with the market). 
Whenever the team comes up with a good idea, Laura will work side by side with chemists in the lab to make sure the formulas work and that quality standards remain high. “We think that one reason for our success is that there is a real person behind it who cares about excellence,” Gurwitch says.  Once a product is developed, everyone in the organization participates in product testing and tweaking.

The partnership continues to get high praise, both inside and outside the beauty business. Like Estee Lauder and Bobbi Brown previously, in 2004 Gurwitch and Mercier were both honored with Achiever Awards from Cosmetic Executive Women.  In 1999 Gurwitch was a finalist for Ernst & Young’s Entrepreneur of the Year Award.

“There’s always room for another good idea”

Laura Mercier Cosmetics launched its own complementary skin care line in 2002 and has since extended the brand further with bath & body products. Gurwitch is quick to point out that there’s always room for another good idea. Her own success proves the point that, even in a mature business like cosmetics, there are new opportunities.


What does it take? Where do you start? Gurwitch recommends finding a company you respect, to gain “real-world” experience and discover what you are best at. Whether you start out with a cosmetics company, or begin working in retail, the key is to look for a training program and room for growth. “It’s essential to learn as much as you can about the global marketplace, because you cannot succeed in this business without a thorough knowledge of what works internationally.”



Finding a successful niche in the beauty business hinges on a lot of different variables: business acumen, artistic talent, an understanding of retail dynamics and consumer behavior.  You can do what Laura and Janet did: Find a partner who shares your vision and brings skills to the table that you don’t have. Or, you can find an organization open to new ideas who will give you a chance to shine. (Hint: Sephora is actively testing small new cosmetic lines from upstarts.) 


Whichever path you decide to take, learn from those old Japanese sake masters, and be willing to take a hands-on approach from the very beginning of your journey.  

#        #          #
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