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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· Revenue for the Beauty, Cosmetics and Fragrance Stores industry in Canada is expected to decrease in 2020 due
to the ongoing COVID-19 (coronavirus) pandemic. For more detail, please see the Current Performance chapter.

· Some of the industry's major market segments are projected to decrease in 2020 due to the coronavirus pandemic.
For more detail, please see the Major Markets chapter.

· Industry profit is projected to decrease in 2020 due to the industry's more difficult operating conditions in light of the
coronavirus pandemic. For more detail, please see the Cost Structure Benchmarks chapter.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition Operators in the Beauty, Cosmetics and Fragrance Stores industry in Canada sell a variety of personal care

products, including cosmetics, perfume, hair care, skin care and related items. This industry’s target market includes
household and professional users of industry products, including hair stylists and makeup artists.

Major Players Sephora

L Brands

Sally Beauty Supply

Main Activities The primary activities of this industry are:

Retailing skin care products

Retailing cosmetics

Retailing hair care products

Retailing fragrances

Retailing sun care products

The major products and services in this industry are:

Cosmetics

Skin care products

Nail products, deodorants and other hygiene products

Fragrances

Hair care products
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Supply Chain

SIMILAR INDUSTRIES

Pharmacies & Drug Stores in
Canada

Department Stores in Canada Warehouse Clubs & Supercentres
in Canada

Hair & Nail Salons in Canada

E-Commerce & Online Auctions in
Canada

     

     

RELATED INTERNATIONAL INDUSTRIES

Beauty, Cosmetics & Fragrance
Stores in the US

Perfume & Fragrance Stores Online Perfume & Cosmetic Sales Cosmetic and Toiletry Retailing in
Australia

Pharmacies & Drugstores in
China

Cosmetics & Toiletries Retailers
in the UK

Pharmaceutical, Cosmetic and
Toiletry Goods Retailing in New
Zealand
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Industry at a Glance
Key Statistics

$1.6bn
Revenue

Annual Growth

2015–2020

1.4%

Annual Growth

2020–2025

1.7%

Annual Growth

2015–2025

 

$81.0m
Profit

Annual Growth

2015–2020

-6.4%

  Annual Growth

2015–2020

 

5.1%
Profit Margin

Annual Growth

2015–2020

-2.5pp

  Annual Growth

2015–2020

 

3,836
Businesses

Annual Growth

2015–2020

6.4%

Annual Growth

2020–2025

4.5%

Annual Growth

2015–2025

 

10,842
Employment

Annual Growth

2015–2020

0.6%

Annual Growth

2020–2025

2.4%

Annual Growth

2015–2025

 

$368.7m
Wages

Annual Growth

2015–2020

2.7%

Annual Growth

2020–2025

2.2%

Annual Growth

2015–2025

Key External Drivers % = 2015–20 Annual Growth

0.7%
Consumer spending

-0.4%
Canadian effective exchange rate
index

3.8%
Number of fixed broadband
connections

0.5%
Number of adults aged 20 to 64

 
Industry Structure

POSITIVE IMPACT

  Life Cycle
Growth   Revenue Volatility

Low

  Capital Intensity
Low   Industry Globalization

Low / Increasing

MIXED IMPACT

  Concentration
Medium   Regulation & Policy

Medium / Steady

  Technology Change
Medium

NEGATIVE IMPACT

  Industry Assistance
None / Steady   Barriers to Entry

Low / Increasing

  Competition
High / Increasing

 

Key Trends

 Industry performance is closely tied to economic conditions

 The industry has experienced an increase in external
competition

 Naturally derived cosmetics make up a subsegment that is
gaining traction

 The industry is projected to continue expanding

 More operators will likely roll out concept stores that offer
value-added services

 Product expansions will help industry operators find a niche
more easily

 While growth in the broader economy has amplified both
revenue and returns, demand has been guided by shifting
consumer habits
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  Growth Life Cycle Stage

  Low Volatility

  Low Imports

  High Profit vs. Sector Average

  Low Product/Service Concentration

  Low Capital Requirements

   

WEAKNESSES

  Low & Increasing Barriers to Entry

  None & Steady Level of Assistance

  High Competition

  High Customer Class Concentration

  Low Revenue per Employee

   

OPPORTUNITIES

  High Revenue Growth (2005-2020)

  High Revenue Growth (2015-2020)

  High Performance Drivers

  Number of fixed broadband connections

   

THREATS

  Low Outlier Growth

  Low Revenue Growth (2020-2025)

  Number of adults aged 20 to 64
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Executive Summary That glow: The proliferation of naturally derived and cruelty-free products
will likely spur growth in new markets

The Beauty, Cosmetics and Fragrance Stores industry in Canada has expanded over the five years to 2020, as
consumers have increasingly opted for specialized beauty stores. Furthermore, a growing Canadian economy
overall has increased consumer confidence and simultaneously bolstered per capita disposable income during much
of the five-year period, which consumers have increasingly used to purchase the industry's many products. In
addition, major international beauty chains such as Sephora and Bath & Body Works LLC have aggressively
expanded into Canada, winning back industry revenue from external competitors that have siphoned it away, such
as department stores and mass merchandisers. Overall, industry revenue is expected to grow at an annualized rate
of 1.3% to $1.6 billion over the five years to 2020. This includes a projected decline of 5.3% in 2020 alone due to the
COVID-19 (coronavirus) pandemic.

While growth in the broader economy has amplified both revenue and returns over the past five years, demand has
been largely guided by shifting consumer habits. Historically, the industry's downstream consumers have purchased
cosmetics from department stores, drug stores and mass merchandisers. However, in recent years, a strong
emphasis on research and development at the manufacturing level has rapidly increased the number of new beauty
products, such as anti-aging skin care products and cosmeceutical creams with pharmaceutical properties. As more
high-end, imported products have become available, industry profitability has declined due to the more difficult
operating conditions as a result of the ongoing coronavirus pandemic, compared with 2015 profit levels.

As per capita disposable income recovers following its decline in 2020, industry revenue is forecast to similarly
continue its upward trend. Over the five years to 2025, industry revenue is anticipated to grow at an annualized rate
of 1.7% to $1.7 billion as consumers buy more cosmetics and as the Canadian economy expands. Moreover, the
proliferation of naturally derived, environmentally friendly and cruelty-free products will likely spur growth in new
markets. However, possible market saturation and competition on the part of online retailers are anticipated to curb
more robust opportunities for growth. E-commerce is expected to be one of the fastest-growing competitive threats
as downstream consumers opt for the convenience and wide selection of products offered online.
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Industry Performance

Key External
Drivers

Consumer spending

Higher consumer spending translates to increased demand for industry products. Factors such as rising
unemployment, declining incomes and weakened business activity can hamper consumer spending. Conversely, job
growth, increased incomes and thriving business activity support consumer confidence and encourage consumers
to spend. Consumer spending is expected to decrease in 2020, posing a potential threat to the industry.

 

Number of fixed broadband connections

Many online retailers can offer products similar to those offered by specialty cosmetics retailers, but with lower
prices, wider inventories and the ease of direct home shipping. An increase in the number of fixed broadband
connections reflects growing use of such online retail outlets, suppressing industry revenue by siphoning brick-and-
mortar sales. The number of fixed broadband connections is expected to rise in 2020, though this is projected to
represent a potential opportunity for the industry as many industry players have focused on their online operations
due to the COVID-19 (coronavirus) pandemic.

 

Number of adults aged 20 to 64

Women are the largest market for this industry, with those between the ages of 35 and 54 being the most avid
buyers. Generally, an expansion in the size and income of this group will likely boost industry revenue. The number
of adults aged 20 to 64 is expected to increase slightly in 2020.

 

Canadian effective exchange rate index

As the Canadian dollar gains strength against other currencies, domestic retailers can buy more internationally
sourced beauty, cosmetics and fragrance items, which increases the variety of products on retailers' shelves and
boosts demand. The Canadian effective exchange rate index is expected to decrease in 2020.
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Current
Performance

The Beauty, Cosmetics and Fragrance Stores industry in Canada retails
personal care products, ranging from lipsticks to face masks to
deodorants.

The industry has experienced growth over the five years to 2020, as increased consumer confidence and rising
levels of per capita disposable income during the majority of the period contributed to increased expenditure on
industry goods. While department and drug stores have historically dominated the personal care market, specialty
companies such as Sephora and Bath & Body Works LLC have aggressively expanded into Canada by opening
dozens of stores. By offering superior customer service and a wide product selection with sample booths, beauty
retailers have siphoned customers from alternative retailers, boosting industry demand. As a result of these trends,
over the five years to 2020, IBISWorld estimates that industry revenue has increased at an annualized rate of 1.3%
to $1.6 billion. This, however, includes a forecast decline of 5.3% in 2020 specifically due to the COVID-19
(coronavirus) pandemic.

DEMAND CONDITIONS POWER PERFORMANCE

Most industry goods are discretionary products, and as a result,
performance is closely tied to economic conditions including factors such
as the national unemployment rate and per capita disposable income.

Over the past five years, economic conditions have improved for the vast majority of the period. For instance, rising
disposable income for most of the past five years was accompanied by growth in the number of households earning
$100,000 or more, which in turn prompted increased consumer spending. However, the ongoing coronavirus
pandemic has presented a reversal of these trends in the short term, leading to an anticipated decline in industry
revenue in 2020 as stores have closed in many provinces due to their designation as nonessential businesses by
provincial and federal governments. This is projected to have a negative effect on the industry's revenue in 2020,
though it is important to note that the industry's revenue is not expected to decline drastically, as stores have been
reopening across the board. Most recently, it was announced that all of major player Sephora's Canadian store
locations have reopened, with many other players also following suit.

Additionally, industry performance is heavily influenced by other demographic factors. In particular, the number of
Canadian adults aged 20 to 64 acts as a strong influence on the industry's broader demand conditions, as this group
comprises the primary consumers of the industry's products and services. Over the five years to 2020, the size of
this age group has increased at an annualized rate of 0.4%, providing the industry with an increased base of
potential customers. Nevertheless, due to the coronavirus pandemic, industry profitability is projected to decrease
compared with 2015 levels. In 2020, industry profit, measured as earnings before interest and taxes, is projected to
account for 5.1% of industry revenue.

INCREASING COMPETITION
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Internal and external competition for participants in the industry is high.

Internally, operators compete with one another on the basis of price, product selection, quality and customer service.
Over the past five years, competition has intensified as global players, such as Sephora, have expanded their
presence in Canada. Large operators benefit from superior buying power, strong brand recognition and the
operational efficiencies achieved through economies of scale. As large industry operators have expanded their
Canadian presence, the number of industry establishments has increased at an annualized rate of 6.4% to 4,165
locations over the five years to 2020. In addition, strong revenue growth and efforts to enhance the customer service
experience have prompted companies to boost employment. As a result, the number of industry workers is
anticipated to grow at an annualized rate of 0.6% to 10,842 individuals during the same period.

The industry has also experienced an increase in external competition over the five years to 2020. Demand for
industry players is pressured by demand for alternative retailers that sell the industry's beauty products, such as
drug stores, department stores, mass merchandisers and online-based stores. Typically, drug stores and mass
merchants offer value-priced items, while department stores focus on quality. Conversely, online retailers cover the
entire spectrum of products and appeal to both high- and low-income consumers. While operators lose sales to
these competing establishments, beauty, cosmetics and fragrance stores are often able to expand their customer
bases by employing skilled workers. While some department stores hire employees that are specialized in
cosmetics, most drug stores and mass merchandisers do not hire sales associates that specialize in industry goods.
As a result, many consumers turn to industry establishments for their expertise in regard to beauty products.
However, these stores will continue to endure strong competition, particularly for less expensive products, and
consumers have begun to conduct an increasing percentage of their total spending online, inhibiting industry growth.

EMERGING DEMOGRAPHIC OPPORTUNITIES AND TRENDS

Consumers in the baby-boomer and Generation X demographics are
expected to bolster industry growth over the next few years.

Baby boomers are Canadians born between 1946 and 1965, and currently represent the largest share of the
country's population. Additionally, these individuals typically have well-established careers and incomes, which
grants them greater spending power. Similarly, Generation X consumers, or those born between 1966 and 1971,
have strong disposable incomes. Both demographics are increasingly concerned with the onset of aging and are
willing and able to spend money on products that combat the appearance of aging. Cosmeceuticals, or cosmetics
that have pharmaceutical characteristics, such as collagen production stimulation, are becoming an increasingly
popular product subsegment within the industry. As these items' effectiveness increases along with advancements
in research and technology, their popularity will grow as well, boosting industry revenue in the process.

The previously underserved male demographic is also gaining attention. While this segment was traditionally
unlikely to purchase hygiene products from specialty stores, innovative products engineered for male facial skin care
and shaving have increased in demand from male consumers. Male-friendly packaging and product lines have
accelerated this trend, and demand from males has grown over the past five years.

Naturally derived cosmetics also make up a subsegment that is gaining traction. The Canadian government does
not regulate natural cosmetics, but beauty products made from natural ingredients are becoming increasingly
popular among health-conscious consumers. Many traditional cosmetics contain chemicals, such as parabens and
phthalates, which are used as preservatives and have been linked to cancer. In an effort to reduce their exposure to
such irritants, consumers are gradually opting for naturally made beauty products. Oftentimes, natural cosmetics
also carry a high price tag, which enables industry operators to grow their profit margin.



Beauty, Cosmetics & Fragrance Stores in Canada October 2020

13 IBISWorld.com

Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Per capita
disposable

income
(Index)

2011 1,099 294 2,501 2,289 6,720 N/A N/A 202 N/A 28,391
2012 1,214 331 2,465 2,253 7,173 N/A N/A 225 N/A 28,883
2013 1,298 389 2,625 2,396 8,934 N/A N/A 274 N/A 29,369
2014 1,354 414 2,817 2,582 9,252 N/A N/A 289 N/A 29,466
2015 1,486 458 3,060 2,808 10,512 N/A N/A 322 N/A 30,804
2016 1,623 470 3,213 2,945 10,211 N/A N/A 319 N/A 30,333
2017 1,682 483 3,559 3,256 10,238 N/A N/A 326 N/A 30,715
2018 1,721 520 3,918 3,587 10,948 N/A N/A 364 N/A 30,881
2019 1,677 532 4,069 3,728 10,991 N/A N/A 377 N/A 31,180
2020 1,589 476 4,165 3,836 10,842 N/A N/A 369 N/A 29,946
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Industry Outlook
Outlook The Beauty, Cosmetics and Fragrance Stores industry in Canada is

expected to exhibit continued growth over the five years to 2025 as the
Canadian economy recovers following the COVID-19 (coronavirus)
pandemic.

An improving economy is forecast to increase consumer confidence in the long run, as the national unemployment
rate once again lowers and per capita disposable income recovers. These factors are expected to drive consumer
spending on discretionary purchases such as industry products. Moreover, due to the country's anticipated
economic recovery following the worst of the ongoing pandemic, growth is expected at a faster pace compared with
the five years to 2020 due to recovering economic indicators, despite continued pressure from mass merchandisers
and online retailers siphoning sales away from the industry's operators. However, to this end, the ongoing
prevalence of e-commerce will likely mute the potential for further, more robust revenue expansion, though all in all,
industry revenue is anticipated to increase at an annualized rate of 1.7% to $1.7 billion over the five years to 2025.

Moreover, industry profit is projected to recover over the next five years. Increases in per capita disposable income
will likely increase consumer expenditure on price-premium products, expanding profit for industry operators.
However, a concurrent increase in the world price of crude oil is expected to weigh on profitability and cancel the
potential for more robust profit growth, as many beauty products rely on oil-derived inputs. Therefore, as the world
price of crude oil expands, purchase costs increase for operators, which eats into profit. Nevertheless, in 2025,
industry profit, measured as earnings before interest and taxes, is projected to increase to 7.3% of revenue.

SHIFTING COMPETITION

As incomes grow and consumer spending increases, Canadians will
become increasingly likely to seek out high-quality, functional beauty
products instead of value-priced items.

Over the five years to 2025, quality, selection and customer service are expected to gain greater importance.
Department stores typically stock high-quality cosmetics and fragrance brands and hire makeup experts to help
downstream customers choose the colours and products that suit them best. To best compete with department
stores, participants in the domestic Beauty, Cosmetics and Fragrance Stores industry will need to continue the trend
of hiring knowledgeable sales professionals to enhance the customer service experience. Industry employment is
therefore forecast to grow at an annualized rate of 2.4% to 12,187 workers over the five years to 2025.

To further compete with external competitors, more industry operators are likely to roll out concept stores that offer
additional value-added services. For example, in August 2016, Sephora opened its first Canadian Beauty TIP
Workshop store in Toronto's Yorkdale Shopping Centre. At this new concept store, shoppers use digital technology
and take group classes to learn new beauty techniques and styles. Meanwhile, in 2019, another industry major
player, Sally Beauty Holdings Inc., significantly remodelled many of its facilities to highlight certain types of products.
Over the coming years, IBISWorld anticipates that operators will introduce new specialty stores similar to Sephora's
Beauty TIP Workshop store, and remodel their locations to offer heightened consumer experiences, attracting new
clients and retaining old clients with fresh store models.

EXPANSION OPPORTUNITIES
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The industry is projected to continue expanding over the five years to
2025 due in part to product opportunities within the cosmeceuticals
(cosmetics with pharmaceutical properties) subsegment.

Further, the aging Canadian population, specifically consumers in the baby-boomer and Generation X
demographics, will support growth regarding anti-aging treatments, such as makeup containing retinol. Beauty
stores that can cater to this demographic with specialty high-end, high-functioning products will ultimately benefit
from mounting demand and growing purchasing power.

Additionally, sun care products and cosmetics containing sunscreen are expected to continue exhibiting strong
growth over the next five years. Sun care is already a fast-growing segment within this industry, driven by research
that has linked sun exposure to severe health conditions, such as cancer. Additionally, foreign-made cosmetics will
also become easier to source as the Canadian dollar appreciates against its trading partners' currencies. Over the
five years to 2025, the loonie is expected to appreciate at an annualized rate of 0.9%. French cosmetics,
specifically, are regarded as being high in quality and consequently carry a price premium, which results in higher
revenue and profit for the Canadian beauty stores that carry such lines.

Natural cosmetics are another growth area for the industry, as consumers have increasingly turned to products that
lack harsh chemicals with links to long-term health problems. Over the next five years, brands are expected to offer
an increasing amount of natural skin care products that will appeal to health-conscious consumers that are willing to
pay a premium for such items.

Product expansions over the next five years will help industry operators find a niche more easily. Nonetheless,
chains such as Sephora will likely continue to dominate the industry. Loyalty programs and store-exclusive brands
offered by such retailers are anticipated to reduce demand for existing retailers as the chains continue to expand.
Overall, IBISWorld estimates that the number of industry establishments will increase at an annualized rate of 4.3%
to constitute 5,148 locations over the five years to 2025.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Per capita
disposable

income
 (Index)

2020 1,589 476 4,165 3,836 10,842 N/A N/A 369 N/A 29,946
2021 1,636 531 4,387 4,046 11,216 N/A N/A 381 N/A 30,593
2022 1,669 543 4,595 4,246 11,523 N/A N/A 391 N/A 31,375
2023 1,692 552 4,786 4,431 11,746 N/A N/A 398 N/A 31,839
2024 1,713 561 4,979 4,618 11,975 N/A N/A 405 N/A 32,126
2025 1,731 568 5,148 4,783 12,187 N/A N/A 412 N/A 32,380
2026 1,752 576 5,295 4,927 12,383 N/A N/A 418 N/A 32,666
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Industry Life Cycle The life cycle stage of this industry is    Growth

LIFE CYCLE REASONS

The industry's contribution to the economy is forecast to increase over the 10 years to 2025

The industry is expanding to new markets and growing its product portfolio

Establishment growth is high in the industry

The Beauty, Cosmetics and Fragrance Stores industry in Canada is currently in the growth stage of its economic life
cycle. The industry's contribution to the overall economy, measured through its industry value added (IVA), is
anticipated to rise at an annualized rate of 2.2% over the 10 years to 2025. Meanwhile, Canadian GDP is anticipated
to increase at an annualized rate of 1.6% during the same 10-year period. A growing industry is typically defined by
high IVA growth in excess of the economy as a whole. This seems to be the case for the Beauty, Cosmetics and
Fragrance Stores industry in Canada, despite the industry's lagging IVA growth in 2020 due to the COVID-19
(coronavirus) pandemic, in which IVA is projected to decline 10.5%. Other than 2020, IVA for the Canadian Beauty,
Cosmetics and Fragrance Stores industry is anticipated to increase over every year of the 10-year period. Moreover,
there are a variety of other factors at play that further indicate the industry's growing status.

Product innovation and new market segments are indicative of a growing industry. While development occurs at the
manufacturing level, industry retailers are nevertheless stocking their shelves with new and innovative products that
command premium prices and claim to provide superior results. Moreover, the Beauty, Cosmetics and Fragrance
Stores industry in Canada is attempting to diversify its client base by focusing on products for previously
underserved demographics, such as males and elderly clients. Such expansion and innovation are ultimately
expected to continue driving both industry revenue and establishment expansion. Lastly, over the 10 years to 2025,
the number of establishments is projected to increase at an annualized rate of 5.3% to 5,148 locations. Such strong
establishment growth is one of the most salient indicators of a growing industry.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Consumers in Canada

Hotels & Motels in Canada

Hair & Nail Salons in Canada

Key Selling Industries
1st Tier

Pharmaceuticals & Pharmacy Supplies Wholesaling in
Canada

2nd Tier

Cosmetic & Beauty Product Manufacturing in Canada

Soap & Cleaning Compound Manufacturing in Canada

Products & Services

  Establishments in the Beauty, Cosmetics and Fragrance Stores industry
in Canada sell a wide array of products, from makeup to sun care, at a
variety of price points.

A single retailer can sell any combination of products, depending on its clientele and upstream supply contracts.

SKIN CARE PRODUCTS

Skin care is the largest product segment in this industry, accounting for
36.9% of revenue in 2020.

Many of the items in this product segment are considered less discretionary than cosmetics and fragrances, which
has enabled this market segment to perform well even during times of weak consumer spending. Over the five years
to 2020, this segment has remained relatively stable as a share of revenue, buffered by advances in technology and
growing demand for men's skin care products.

HAIR CARE PRODUCTS

Hair care products, which include hair sprays, masks and styling
products, account for the second-largest share of industry revenue, at an
estimated 22.0% in 2020.

Hair care products have remained consistent as a share of revenue over the five years to 2020, as other product
categories have increased their shares of the market. Several new products have emerged in this segment of the
market in recent years, many of which target a particular type or texture of hair. Plus, many of the new hair care
products retailed by industry establishments are endorsed by celebrities, which typically raises the price of the
product due to its perceived quality.

COSMETICS

IBISWorld estimates that cosmetics account for 18.9% of industry revenue
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in 2020.

Retailers stock a wide range of products that serve slightly different purposes. Since consumers have varying
preferences and skin types, demand for different cosmetics continues to grow. Additionally, the added functionality
of new products adds value for the buyer (e.g. anti-aging, illuminating and hydrating features). Products in this
category are considered discretionary. Consequently, consumers tend to splurge on high-value goods that carry a
high price tag during times of high per capita disposable income. During the period, this segment has remained
stable as a share of industry revenue.

FRAGRANCES

Perfumes and colognes are expected to account for 11.5% of industry
revenue in 2020.

Fragrance-related revenue is relatively low, as the shelf life for perfume is longer than many other cosmetic
products, and many consumers will use only one fragrance for a long period of time. Demand for this product
segment has increased as a share of revenue over the past five years, however, due primarily to the increasing
popularity of celebrity-endorsed fragrances.

NAIL PRODUCTS, DEODORANTS AND OTHER HYGIENE PRODUCTS

Other industry products, which include nail polishes, deodorants and
sunscreens, account for the remaining 10.7% of industry revenue in 2020.

While nail products and deodorant have remained relatively stable as a share of revenue over the past five years,
demand for sun care products has increased. The increasing emphasis on protection against skin cancer has made
sunscreen a popular item, and this industry has capitalized on the trend by retailing products such as liquid
foundation with sun-protecting agents.

Demand
Determinants

Downstream demand for the Beauty, Cosmetics and Fragrance Stores
industry in Canada is determined by discretionary variables such as
income and tastes.

Fashion trends, continued product developments and heavy marketing all influence consumer spending on industry
products. The development of celebrity followings has also affected demand, particularly within the fragrance, hair
care and cosmetics product segments, as many of the industry's products are developed in conjunction with pop
stars, models, actors and fashion labels.

Cosmetics companies are also developing and marketing new products in an attempt to increase demand and
product scope in a saturated marketplace. Marketing is used to convince consumers to trade up by promising better
quality, multipurpose use and convenience. The growing prevalence of one-step products, such as BB creams, are
indicative of this trend.

Consumer attitudes toward animal testing and the use of synthetic chemicals may also influence demand. In recent
years, demand for products containing natural ingredients, vitamins and minerals has grown; these specialty
products typically carry a high price tag, which has a positive effect on industry demand. There has also been a rise
in ethical consumerism, such as the cruelty-free market, as a growing number of consumers take into account their
effect on society and the environment.

Socioeconomic and demographic factors also play a role in determining industry demand. When per capita
disposable income and consumer sentiment increase, shoppers are more likely to splurge on industry goods and
trade up to more value-added products that carry high price tags. Essential items, such as shampoos and
moisturizers, are relatively impervious to slowdowns in the economy. However, households still limit the range and
prices of nondiscretionary products when incomes decrease. Purchases of highly discretionary items, such as
perfumes, are curtailed during adverse economic conditions.
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Major Markets

  LOWEST AND SECOND INCOME QUINTILE

In 2020, the lowest and second income quintiles are expected to account
for 3.4% and 16.7% of revenue for the Beauty, Cosmetics and Fragrance
Stores industry in Canada, respectively.

Consumers and households belonging to these two income quintiles have limited disposable incomes and are
therefore more likely to buy personal care items at supermarkets and other stores that competitively price their
products. Additionally, since operators specialize in price-premium products, these products tend to be outside the
budgets of these quintiles. However, spending from these quintiles is generally more elastic than other quintiles, and
during times of rising disposable income, they can be expected to increase spending at a faster rate than individuals
in other income levels. While consumers from the second income quintile have risen as a share of total industry
revenue over the five years to 2020, consumers from the lowest income quintile have increasingly purchased their
cosmetics at drug and convenience stores. In 2020, demand is projected to fall on the part of both quintiles due to
the COVID-19 (coronavirus) pandemic, more specifically due to the pandemic's negative effects on the Canadian
economy and these quintiles in particular.

THIRD INCOME QUINTILE

In 2020, the third income quintile is anticipated to comprise 13.3% of
industry revenue.

Consumers and households belonging to this quintile tend to benefit from a higher level of per capital disposable
income compared with the lowest and second income quintiles, consequently leading to stronger demand. Over the
five years to 2020, IBISWorld estimates that these consumers have remained relatively stable as a share of industry
revenue, though demand from this quintile is also projected to fall over the current year due to the ongoing
pandemic. Nonetheless, demand is not projected to decrease as sharply for this quintile compared with the lowest
and second income quintiles.

FOURTH INCOME QUINTILE

In 2020, the fourth income quintile is anticipated to comprise 14.7% of
industry revenue.

Such consumers and households benefit from a high level of disposable income, even higher compared with the
third quintile, thus leading to stronger demand for industry products and services. Over the five years to 2020,
IBISWorld estimates that consumers in the fourth quintile have remained relatively stable as a share of industry
revenue.

HIGHEST INCOME QUINTILE

Consumers in the highest income quintile are estimated to account for
51.9% of total industry revenue in 2020, and unlike the other segments,
this segment is projected to remain fairly stable in 2020 specifically.
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Consumers belonging to this income quintile benefit from high disposable income levels and are consequently able
to purchase more price-premium cosmetics and other personal care items. Such consumers also benefit from
extensive perks through the benefits programs offered by companies such as Sephora. Over the five years to 2020,
IBISWorld estimates that the wealthiest consumer quintile has increased as a share of total industry revenue as
operators have increasingly introduced premium beauty products, which command a higher price point.

Exports in this industry are    Low and Steady

Imports in this industry are    Low and Steady

International trade is not recorded at the retail level and is therefore not applicable to the Beauty, Cosmetics and
Fragrance Stores industry in Canada. All relevant data pertaining to trade can be found in the upstream Cosmetic
and Beauty Product Manufacturing industry in Canada (IBISWorld report 32562CA).

Business
Locations

  The Beauty, Cosmetics and Fragrance Stores industry in Canada is generally spread out according to population density, as
Canadian households are the primary end users of the industry's provided products and services. As the majority of the population
lives in the southern part of the country, which is also home to 17 of Canada's largest cities, this area correspondingly holds a
significant share of industry activity. In particular, the two provinces of Ontario and Quebec, which altogether are home to a
combined 61.4% of the domestic population, account for the majority of the industry's establishments, with a combined 59.0% of
the total in 2020, according to Statistics Canada. More specifically, Ontario accounts for 38.8% of the national population and
42.4% of industry establishments, with Quebec accounting for 22.5% of the national population and 16.6% of industry
establishments. Moreover, many Canadian beauty and cosmetics stores choose prime locations in areas with high foot traffic,
such as those located in or near shopping centres and in major metropolitan areas. Apart from Quebec and Ontario, British
Columbia and Alberta are home to the third- and fourth-largest shares of industry establishments in 2020, containing 16.6% and
13.9% of industry establishments, respectively.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Medium

The Beauty, Cosmetics and Fragrance Stores industry in Canada is characterized by a moderate level of market
share concentration, with the top three players in the industry accounting for an estimated 48.2% of total revenue in
2020. Industry concentration has increased in recent years with the exception of the current year due to burgeoning
demand for specialty beauty retailers such as Sephora. However, in 2020, industry market share concentration is
forecast to decrease across the board in response to the COVID-19 (coronavirus) pandemic negatively affecting net
sales for industry operators, including the industry's major companies. Industry concentration is forecast to recover
over the five years to 2025, however, as consumer spending levels rise along with the concurrent recovery of the
economy and as people turn to well-known, trusted stores and brands for their beauty and cosmetics needs.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Having a wide and expanding product range:
To expand their market base, industry operators must carry a wide range of products that meet the needs of most
consumers.

Production of goods currently favoured by the market:
Industry players should ensure that their product mix and pricing strategy is appropriate for their target market.
Operators must also stock in-season colours and items.

Experienced work force:
In line with its customer-centric focus and reliance on one-on-one selling techniques, floor staff need to provide high-
quality customer service, particularly within the prestige segment of the industry.

Attractive product presentation:
The store layout and display of stock must encourage customers to purchase products and must reinforce the
company image. Merchandising and product placement are of key importance.

Ability to control stock on hand:
As with most retail segments, industry players should ensure that adequate stock controls are in place to minimize
inventory costs and maximize returns.
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Cost Structure
Benchmarks

  Profit

Over the five years to 2020, the average industry profit margin, defined
as earnings before interest and taxes, has decreased from 7.6% of
revenue in 2015 to an estimated 5.1% of revenue in 2020. This
decrease is largely due to the COVID-19 (coronavirus) pandemic,
however, as industry profit remained relatively stable over every year of
the reporting period with the exception of the current year despite the
industry's inherently competitive nature and rising external pressures.
Rather, downstream consumer spending on beauty products
successfully sustained profitability for the majority of the five years to
2020, as did the fact that price-premium products increasingly captured
a greater share of the market, which also aided in keeping industry
profit stable. Nonetheless, industry profit is projected to fall in 2020 in
line with broader trends concerning the retail sector in aggregate.

 

  Wages

Labour costs represent the second-largest cost component for the
typical industry operator behind purchases. In 2020, IBISWorld expects
wage costs to account for 23.2% of industry revenue. Wages have
increased slightly as a share of revenue over the five years to 2020, as
wage growth outpaced revenue growth. Additionally, operators have
upped their investment in highly trained employees. Sephora, for
example, places a strong emphasis on hiring highly skilled workers to
curate a particular shopping experience. Sales associates at the retail
chain are referred to as cast members and the sales floor is called the
stage, as employees are expected to keep their customers entertained
throughout their shopping experience.
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  Purchases

As is typical of a retailing industry, purchases represent the largest cost
category for industry participants. In 2020, IBISWorld estimates that
purchases will account for 42.6% of industry revenue. The world price
of crude oil has a significant effect on industry purchase costs, as many
cosmetics rely on oil-derived inputs.

 

  Marketing

As in most retail industries, marketing campaigns are significant to
industry operators as they attempt to increase sales by appealing to
interested consumers. Marketing and marketing-related expenses are
projected to account for 3.7% of revenue in 2020, with this figure rising
slightly from 3.1% in 2015.

 

  Depreciation

Depreciation has remained stable over the past five years. Advanced
inventory tracking systems, point-of-sale equipment and software and
loss prevention systems have contributed to this expense's steady
share of earnings, at 1.7% of total revenue in 2020.

 

  Rent

Rent makes up the third-largest expense category for the industry,
accounting for an estimated 9.9% of revenue in 2020 due to the need
for operators to maintain physical stores.
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  Utilities

Utility costs account for an estimated 1.2% of industry revenue in 2020.
This figure has decreased marginally over the past five years.

 

  Other Costs

Other costs for this industry are primarily administrative and legal.
Overall, the miscellaneous costs borne by industry operators account
for the remaining 12.6% of industry revenue in 2020.

 

Basis of
Competition

Competition in this industry is    High and the trend is Increasing

  Competition is high among operators in the Beauty, Cosmetics and
Fragrance Stores industry in Canada.

Operators in this industry compete with one another and against other stores that sell comparable products.

INTERNAL COMPETITION

Within the industry, suppliers compete on product range, quality, price,
brand and customer service.

Industry operators also compete by securing exclusive product contracts from manufacturers. When a store is an
exclusive carrier of a certain brand or product, it can gain a positive reputation with consumers.

The quality of the products offered is also an important competitive factor for beauty stores. If quality is not up to
customers' standards, they may choose to purchase their products at another beauty retailer. Therefore, for luxury
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beauty products and cosmetics, price is not a significant basis of competition. However, consumers expect the same
product to be sold for a similar price at a competing beauty retailer. If there are price disparities, the consumer will
likely purchase the item at a different store.

Image and brand are increasingly important competitive features. As operators extend their reach beyond a small
geographic area, the reliance on a brand name and attached image becomes more of a leveraging tool. Many
consumers are more likely to purchase beauty products from well-known and well-respected retailers that operate
on a wide scale, rather than from local beauty shops. However, independent brands have been on the rise in recent
years, reflecting a change in consumer preferences.

As the industry grows in size and participants, customer service and added perks play a larger competitive role.
Companies such as major player Sephora, which has expanded rapidly in Canada over the five years to 2020, offer
loyalty programs that reward customers with points as they spend money at the store. Points can then be redeemed
for beauty products. Also, Sephora has developed its own house brand as a lower-cost alternative, enabling it to
differentiate itself from other competitors.

EXTERNAL COMPETITION

Beauty stores compete with a variety of alternative retailers.

Mass merchandisers and drugstores are strong competitors because in addition to offering lower prices, they
provide the convenience of one-stop shopping. Additionally, these alternate outlets have expanded their product
offerings by supplying well-known brands, low-priced products and exclusively branded items.

Traditionally, department stores such as Nordstrom have also provided competition for beauty stores since these
retailers offer high-quality, branded products and premium customer service. However, consumer preferences have
changed over the past five years, driving customers away from large department stores and toward specialty beauty
stores.

Other possible sources of external competition include internet-only retailers and clothing stores. Clothing stores that
add beauty products to their inventories give consumers a one-stop-shop experience, much similar to department
stores. Internet retailers can offer special promotions, such as free shipping and free samples, to entice consumers.
In addition, their convenient shop-at-home format gives them an advantage. Many major players also boast a strong
online and mobile presence to mitigate this threat and boost sales.

Barriers to
Entry

Barriers to Entry in this industry are    Low and the trend is Increasing
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  Barriers to entry for the Beauty, Cosmetics and Fragrance
Stores industry in Canada are low but increasing.
Competition among players is high and rising due to the
expansion of e-commerce channels posing a difficult
operating environment, especially for new retailers. This is
especially likely to be the case moving forward due to the
COVID-19 (coronavirus) pandemic. Nonetheless,
changes in consumer preferences have also lowered the
barriers to industry entry in more recent years, countering
the industry's increasing barriers to entry, albeit only
slightly. With new and lucrative markets on the rise,
however, such as cruelty-free and natural skin products,
potential entrants have the opportunity to enter the
industry by catering to these growing markets. Yet, capital
costs may continue to pose a barrier to some entrants, as
new operators must secure the resources to rent a highly
visible storefront and acquire a large selection of
inventory. According to Sally Beauty Holdings Inc., capital
requirements to open a Sally Beauty Supply store
average between $80,000 and $85,000, excluding
inventory.

Furthermore, new operators need to have extensive
advertising resources at their disposal to successfully
compete with well-established players that already have
successful brand names supported by promotional
resources. Thus, the ability to financially support intensive
advertising and marketing strategies to psychologically
influence potential customers is of strategic significance to
potential entrants. Ultimately, the royalty fees, advertising
levies and capital investment required for a cosmetics,
toiletries or fragrance retail chain may prove to be a
barrier to anyone wishing to enter the industry. At the
same time, the existence of niche markets, including
organics or nutricosmetics, means that small retailers may
enter and viably operate in an environment with fewer
competitive pressures.

Barriers to Entry Checklist

Competition High  

Concentration Medium  

Life Cycle Stage Growth  

Technology Change Medium  

Regulation & Policy Medium  

Industry Assistance None  

Industry
Globalization

Globalization in this industry is    Low and the trend is Increasing

  Globalization within the Beauty, Cosmetics and Fragrance Stores industry in Canada is low but increasing. Sally
Beauty Holdings Inc. and Bath & Body Works LLC are both based in the United States, and Sephora is owned by
France-based LVMH Moet Hennessy Louis Vuitton SE. These internationally based operators are the only three
companies in the industry with significant market share, and they have been expanding their industry presence in
recent years. While most industry participants are domestically based, such growth in international presence is
indicative of the industry's large-scale trend toward globalization.

Canadian consumers are highly exposed to international beauty brands and industry retailers rely on foreign
suppliers for a significant portion of the products on shelves. International trade figures are not recorded at the retail
level, but can be found in the upstream Cosmetic and Beauty Product Manufacturing industry in Canada (IBISWorld
report 32562CA).
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Major Companies

Major Players Sephora

Market Share: 25.5%

  Owned by the luxury holding company LVMH Moet Hennessy Louis Vuitton SE (LVMH), Sephora is a beauty retailer
that sells cosmetics, men's and women's fragrances and other beauty-related products in its brick-and-mortar stores,
which are located across 30 countries, and online. Across the globe, the Paris-based company operates over 2,000
freestanding stores and employs about 33,000 workers. In 2019 (latest data available), IBISWorld estimates that
total operating revenue for the selective retailing segment, the LVMH operating segment under which Sephora's
activities are categorized, reached $22.0 billion. In addition to Sephora, the selective retailing segment comprises
several other stores including DFS, Starboard Cruise Services, La Grande Epicerie de Paris and Le Bon Marche
Rive.

Sephora opened its first Canadian store in Toronto in 2004 and has since expanded to 78 stores across the country.
In addition to significantly expanding its consumer footprint since 2013, when it had only 38 domestic stores,
Sephora has pursued growth through a variety of methods. Over the five years to 2020, the company has expanded
its Beauty Insider program, which rewards loyal customers with special products and exclusive information. The new
program also offers a premium level rewards program for customers who spend more than a certain amount
annually, thereby ensuring customer loyalty from top spenders. Furthermore, in August 2016, Sephora opened its
first Beauty TIP Workshop store in Toronto's Yorkdale Shopping Centre. At this new concept store, shoppers use
digital technology and take group classes to learn new beauty techniques and styles. Sephora has since followed up
on this location's success by opening a second Beauty TIP workshop in Edmonton, AB, in 2018.

Financial performance

Over the five years to 2020, Sephora's industry-relevant revenue is anticipated to increase at an annualized rate of
0.2% to $405.8 million, with this sluggish annualized growth primarily due to the company's forecast revenue decline
of 28.6% in 2020 as a result of the COVID-19 (coronavirus) pandemic affecting Sephora's retail operations. For the
majority of the period, however, Sephora's revenue growth has far outpaced industry-wide revenue growth. The
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company has been able to achieve this by offering a distinct in-store experience to its shoppers. At Sephora,
customer service and conveying a consistent image are paramount. The company's employees are referred to as
cast members and the sales floor is the stage, as workers are expected to provide an entertaining experience for
customers. Sephora's strong growth is also exhibited in the performance of its operating profit during the first half of
the reporting period, though Sephora's average profit margin is expected to decrease strongly in 2020 as a result of
the coronavirus pandemic. Consequently, Sephora's industry-relevant operating profit, defined as earnings before
interest and taxes, is anticipated by IBISWorld to total at a loss of $24.2 million in 2020.

 
Sephora (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015 401.9 N/C 33.4 N/C
2016 462.0 15.0 35.5 6.3
2017 508.1 10.0 41.0 15.7
2018 530.7 4.4 53.7 31.0
2019 568.0 7.0 53.6 -0.3
2020 405.8 -28.6 -24.2 -145.2

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from EUR to CAD)

L Brands Inc.

Market Share: 15.9%

  L Brands Inc. (L Brands), formerly known as Limited Brands Inc., is a publicly traded retailer headquartered in
Columbus, OH. Founded in 1963, the company owns several successful brands, including Victoria's Secret, La
Senza Corporation and Bath & Body Works LLC (Bath & Body Works). The company employs more than 94,400
people across dozens of countries and achieved $17.1 billion in total company revenue in fiscal 2020 (year-end
February, latest data available).

L Brands participates in the domestic industry through its Bath & Body Works stores. Bath & Body Works is a
leading retailer of personal care products that was founded in 1990 in New Albany, OH. Bath & Body Works offers a
variety of personal care products, including, but not limited to, body washes, lotions and fragrances, all sold at
branded Bath & Body Works stores. The first Canadian Bath & Body Works store was opened in Canada in 2008,
with the Canadian store count having expanded to 102 locations since then, in addition to the over 1,600 stores in
the United States that are not industry relevant. The brand offers high-quality products and emphasizes innovation
as a part of its business strategy. Product development and a stimulating in-store experience, coupled with the
knowledge of a well-trained management team, are central to Bath & Body Works' operations.

Financial performance

Over the five years to fiscal 2020, IBISWorld estimates that the company's industry-relevant revenue will decrease
at an annualized rate of 1.2% to $252.7 million. However, similar to Sephora, this decline is due to a forecast
revenue drop of 37.2% in 2020 as a result of the ongoing coronavirus pandemic, as the company experienced
revenue growth in every other year of the reporting period. Much of this revenue growth is due to strong expansion
as a whole during the five-year period, with Bath & Body Works opening 49 stores across both the United States
and Canada since 2015, thus resulting in significant growth regarding the company's total number of retail locations.
Yet, in 2020, the company's industry-relevant operating profit, defined as earnings before interest and taxes, is
projected to fall to a loss of $1.5 million in response to the more difficult operating conditions due to the coronavirus
pandemic. Since the company almost exclusively retails its own brand-name products, however, it can cut purchase
costs and boost profitability in the long run, protecting it slightly from the difficulties inherent to the current year.
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L Brands Inc. (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015 268.5 N/C 64.2 N/C
2016 307.3 14.5 72.4 12.7
2017 323.8 5.4 74.4 2.8
2018 355.7 9.9 82.7 11.2
2019 402.5 13.1 92.7 12.1
2020 252.7 -37.2 -1.5 -101.6

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end February

Sally Beauty Holdings Inc.

Market Share: 6.8%

  Established in 1964 and currently headquartered in Denton, TX, Sally Beauty Holdings Inc. (Sally Beauty) is a
beauty product supplier to both full-service salons and retail consumers. As of fiscal 2019 (year-end September,
latest data available), Sally Beauty employed 30,050 workers at its 3,695 stores across the United States, Canada,
Puerto Rico, the United Kingdom, Belgium, France, Ireland, Spain, Germany, the Netherlands, Mexico, Chile and
Peru. In fiscal 2019, Sally Beauty generated $3.9 billion in total revenue (latest data available).

The company operates under two reportable segments, which include Sally Beauty Supply and Beauty Systems
Group. However, only Sally Beauty Supply operates within the Beauty, Cosmetics and Fragrance Stores industry in
Canada. Sally Beauty Supply sells a variety of industry-relevant products for hair, nail and skin care to professional
and retail customers. Over the past five years, Sally Beauty has opened 27 stores in Canada, operating 139
Canada-based stores. Although the company has grown in recent years, it has done so at a slower rate compared
with its larger competitors. Sally Beauty has also had several leadership changes over the five years to fiscal 2020
in an effort to stimulate growth. Similar to other companies in the industry, in recent years, Sally Beauty has focused
on bolstering its in-store customer service experience by making significant physical store improvements and hiring
dedicated and knowledgeable staff.

Financial performance

Over the five years to fiscal 2020, Sally Beauty's industry-relevant revenue is expected to increase an annualized
3.2% to $107.8 million, though this includes a forecast decline of 6.2% in 2020 due to the coronavirus pandemic.
Nevertheless, much of this company's revenue growth has been due to its significant retail expansion across the
country, with the number of Canadian Sally Beauty Supply stores expanding from 112 at the beginning of the current
period to 139 in 2019 (latest data available). At the same time, the company has also begun closing some of its
stores in the United States that have been underperforming, though the Canadian share of total company revenue
has remained relatively stable, rising only marginally compared with 2015. The company's operating profit, defined
as earnings before interest and taxes, is expected to decline to only $4.2 million in 2020, also largely the result of
the coronavirus pandemic affecting retail operations.

 
Sally Beauty Holdings Inc. (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015 92.0 N/C 16.2 N/C
2016 104.1 13.2 18.0 10.7
2017 112.3 7.9 18.5 2.7
2018 113.1 0.7 17.6 -4.7
2019 114.9 1.6 18.4 4.4
2020 107.8 -6.2 4.2 -77.3

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end September
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Other Companies Despite the rising prominence of chain retailers such as Sephora, the Beauty, Cosmetics and Fragrance Stores
industry in Canada comprises numerous single-store operators that serve their regional market. Major brands with
personal care products, such as bareMinerals, also own stores to promote and encourage brand loyalty. Multibrand
retail chains, such as Sephora, are expected to continue increasing their share of the market over the five years to
2025, limiting opportunity and demand for other companies within the industry.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Low

  Similar to most retail industries, the Beauty, Cosmetics and
Fragrance Stores industry in Canada exhibits a low level of
capital intensity. For every $1.00 that is spent on labour in
2020, the typical operator is estimated to dedicate $0.07 to
capital expenses. Labour remains an integral part of the
industry, with staff providing a range of services including
makeup application assistance, stocking shelves and
managing the registers. Capital is mainly used in inventory
tracking and restocking. Capital expenses include cash
registers, shelving, security cameras, inventory technology
and computers. The level of capital intensity in this industry
has remained stable over the five years to 2020.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Very Low Rate of
Innovation

Very
Unlikely

A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

High Innovation
Concentration

Likely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Medium Ease of Entry Potential A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

High Rate of Entry Likely Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Low Market
Concentration

Unlikely A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent technologies entering the industry is low, which limits the potential for innovations. A low rate does
not mean that innovations cannot occur, just that the likelihood of some innovation materializing as a threat is lower.
However, the concentration of technologies is high in this industry. This suggests that industry operators have exposure to
potentially unforeseen areas of innovation.

The industry structure creates a moderate level of entry barriers, which is coinciding with a high rate of new competitors
entering the industry. This high rate of entry creates a significant pool of potentially disruptive entities and the industry
structure does not significantly affect their growth potential.

Major market segments for industry operators are relatively diversified. The spread of market segments suggests that there
are limited entry points other than those already served my incumbent operators.

Operators in the Beauty, Cosmetics and Fragrance Stores industry in Canada
are greatly affected by various technological advances on the part of
competing industries.

More specifically, online retailers have emerged as the most significant source of competition for the industry, including
shopping websites created by companies such as eBay Inc. and Amazon.com Inc. that aim to make purchasing industry
products easier for interested consumers, as they can do this not only from the comfort of their homes, but also have the
purchased items delivered directly to them. These types of websites nearly always have accompanying smartphone apps
that also make it easier than ever for their users to access the sites on-the-go, further disrupting the traditional storefront
model employed by the industry.

The level of technology change is    Medium

  The most notable technological change in the Beauty, Cosmetics and
Fragrance Stores industry in Canada is the growing use of augmented reality
(AR), particularly among larger industry operators.
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For example, in 2017, major player Sephora launched Sephora Virtual Artist, an app that effectively enables customers to
try on thousands of shades of lipstick, eyeshadow, false lashes and many other makeup products sold at Sephora. The
Virtual Artist includes more than 20,000 products from the store's collection, including highlighters, blushes, concealers,
lipsticks and eye shadows.

Technology enhancements are also becoming a more popular method to elevate the in-store customer experience.
Sephora also launched Color IQ, a handheld device that provides a read of each customer's skin tone, along with its launch
of Sephora Virtual Artist in 2017. The customer's Color IQ number can be used to filter through thousands of lip colours,
foundations and concealer shades to choose the one best for their colouring.

The growing acceptance and use of the internet among Canadians is significant, as it poses a threat to this brick-and-
mortar industry. The sale of toiletries, cosmetics and fragrance products via the internet is already widespread in Canada,
and this phenomenon is expected to continue. This factor will have far-reaching implications for the industry because it
represents an increasing source of competition from the e-commerce and mail order industries. Examples include
FragranceWholesale.com and FragranceNet.com, which offer a range of products at lower prices. Several industry
participants, however, are turning to the internet as yet another distribution channel.

Upstream technological advances in the manufacturing industry, which are responsible for various product innovations and
formulations, also have an indirect bearing on the industry's performance. Nutricosmetics, for instance, are growing in
popularity. These products contain active ingredients that are functional. For instance, given the growing demand for age-
defying and appearance-enhancing products, nutricosmetics often include ingredients that contain anti-aging or antioxidant
properties. Prestige and mass manufacturers have introduced an array of such products within the skincare segment in
recent years, and the trend has caught on in the cosmetics segment, as well.

Revenue
Volatility

The level of volatility is    Low

  The Beauty, Cosmetics and Fragrance Stores industry in Canada exhibits a
low level of revenue volatility.

Fluctuations in revenue depend primarily on changes in consumer confidence and spending patterns. For example,
consumers that are uncertain of their current and future financial situations are less likely to purchase discretionary items
such as cosmetics and fragrances. Rising internal and external competition also results in revenue fluctuations. When price
competition among industry beauty stores grows, the price per item purchased falls, resulting in revenue declines. External
competition creates a substitute effect, in which consumers opt to purchase their cosmetics and fragrances via an alternate
retailer, such as department stores, drugstores, mass merchandisers and online retailers. Over the five years to 2020,
industry revenue has risen as much as 9.7% in 2015 and is expected to contract as much as 5.3% in 2020, primarily due to
the COVID-19 (coronavirus) pandemic. Over the five years to 2020, industry revenue has fluctuated an average of 3.0%
year-over-year, connoting a low level of revenue volatility overall.

Regulation &
Policy

The level of regulation is    Medium and the trend is Steady

Retailers in the Beauty, Cosmetics and Fragrance Stores industry in Canada
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are primarily subject to regulations pertaining to product labelling, fair
employment practices, taxation and advertising claims.

Cosmetics safety represents a primary concern for the Food and Drugs Act (FDA) and the Cosmetic Regulations, which is
a component of the overarching FDA. Under the FDA, a cosmetic includes “any substance or mixture of substances,
manufactured, sold or represented for use in cleansing, improving or altering the complexion, skin, hair or teeth and
includes deodorants and perfumes.” Cosmetic products that may cause injury to the user may not be sold in Canada.
Likewise, any product that may contain a foreign substance or that may have been prepared in an unsanitary environment
cannot be distributed for use. Finally, Health Canada, the public health arm of the Canadian government, must be made
aware of all cosmetic products being sold domestically. All cosmetics sold in Canada must be properly labelled, as outlined
in the FDA, the Cosmetic Regulations and the Consumer Packaging and Labelling Act.

Since the Canadian government and its associated bodies do not officially recognize organic cosmetics, private company
Certech Registration Inc. (Certech) has consequently outlined the standards for products to be deemed organic. To this
end, the company's Natural and Organic Certification program was enacted in 2008 in response to consumer demand for
natural and organic cosmetics. Operators wishing to list their products as organic or natural can bear a seal from Certech.

The Workplace Safety and Insurance Board (WSIB) is in charge of preventing workplace injuries and fatalities. Operators
must register with the WSIB no later than 10 days after an employee has been hired. The Employee Health Tax requires
companies to pay their employees health insurance and provisions. As is the case with any operator in any industry that
hires workers, companies in this industry must comply with the Labour Standards Interpretations, Policies and Guidelines
set forth by the federal government. In addition, individual provinces and territories may have their own regulations
surrounding employment.

Lastly, the Competition Act, which is administered by Competition Bureau Canada, oversees advertising. Any claim that is
misleading or deceptive is made illegal under this law. The Act also identifies the proper process for complaint investigation
for a misleading advertisement.

Industry
Assistance

The level of industry assistance is    None and the trend is Steady

In line with its status as a retail industry, the Beauty, Cosmetics and Fragrance
Stores industry in Canada receives little government assistance.

However, given its reliance on imported products, it is indirectly affected by the limited level of tariff protection afforded to
the general cosmetics industry, though all imports and exports of the industry's products are recorded at the upstream
manufacturing level. Imports from other countries can incur a tariff of up to 8.0% of their value. However, most imports
come from the neighbouring United States, which limits the protection domestic manufacturers receive via tariffs.
Cosmetics and beauty products receive a 5.0% goods and service tax and a harmonized tax is incurred only when an
agreement exists.

In terms of industry associations, the recently renamed Cosmetics Alliance Canada (formerly the Canadian Cosmetic,
Toiletry and Fragrance Association) serves as the leading voice for Canadian cosmetics manufacturers, distributors and
retailers that are members of the association. Cosmetics Alliance Canada ultimately acts as a liaison between association
members and government and elected representatives to both create and successfully implement various regulations. In
addition to representing the interests of its members, the alliance also keeps members informed and engages in regulatory
support and media relations on their behalf.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Per capita
disposable

income (Index)
2011 1,099 294 2,501 2,289 6,720 N/A N/A 202 N/A 28,391
2012 1,214 331 2,465 2,253 7,173 N/A N/A 225 N/A 28,883
2013 1,298 389 2,625 2,396 8,934 N/A N/A 274 N/A 29,369
2014 1,354 414 2,817 2,582 9,252 N/A N/A 289 N/A 29,466
2015 1,486 458 3,060 2,808 10,512 N/A N/A 322 N/A 30,804
2016 1,623 470 3,213 2,945 10,211 N/A N/A 319 N/A 30,333
2017 1,682 483 3,559 3,256 10,238 N/A N/A 326 N/A 30,715
2018 1,721 520 3,918 3,587 10,948 N/A N/A 364 N/A 30,881
2019 1,677 532 4,069 3,728 10,991 N/A N/A 377 N/A 31,180
2020 1,589 476 4,165 3,836 10,842 N/A N/A 369 N/A 29,946
2021 1,636 531 4,387 4,046 11,216 N/A N/A 381 N/A 30,593
2022 1,669 543 4,595 4,246 11,523 N/A N/A 391 N/A 31,375
2023 1,692 552 4,786 4,431 11,746 N/A N/A 398 N/A 31,839
2024 1,713 561 4,979 4,618 11,975 N/A N/A 405 N/A 32,126
2025 1,731 568 5,148 4,783 12,187 N/A N/A 412 N/A 32,380

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

Per capita
disposable
income (%)

2011 15.9 21.3 -4.00 -4.39 26.0 N/A N/A 30.0 N/A -0.58
2012 10.5 12.6 -1.44 -1.58 6.74 N/A N/A 11.7 N/A 1.73
2013 6.93 17.5 6.49 6.34 24.6 N/A N/A 21.6 N/A 1.68
2014 4.29 6.43 7.31 7.76 3.55 N/A N/A 5.48 N/A 0.33
2015 9.71 10.8 8.62 8.75 13.6 N/A N/A 11.6 N/A 4.54
2016 9.25 2.61 5.00 4.87 -2.87 N/A N/A -1.06 N/A -1.53
2017 3.64 2.57 10.8 10.6 0.26 N/A N/A 2.13 N/A 1.26
2018 2.28 7.73 10.1 10.2 6.93 N/A N/A 11.7 N/A 0.53
2019 -2.56 2.27 3.85 3.93 0.39 N/A N/A 3.57 N/A 0.96
2020 -5.26 -10.5 2.35 2.89 -1.36 N/A N/A -2.13 N/A -3.96
2021 2.99 11.6 5.33 5.47 3.44 N/A N/A 3.33 N/A 2.15
2022 2.00 2.27 4.74 4.94 2.73 N/A N/A 2.59 N/A 2.55
2023 1.38 1.63 4.15 4.35 1.93 N/A N/A 1.81 N/A 1.48
2024 1.22 1.52 4.03 4.22 1.94 N/A N/A 1.80 N/A 0.90
2025 1.05 1.33 3.39 3.57 1.77 N/A N/A 1.62 N/A 0.78

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2011 26.7 N/A N/A 163 18.3 2.69 29,985
2012 27.2 N/A N/A 169 18.5 2.91 31,368
2013 29.9 N/A N/A 145 21.1 3.40 30,613
2014 30.5 N/A N/A 146 21.3 3.28 31,182
2015 30.9 N/A N/A 141 21.7 3.44 30,641
2016 29.0 N/A N/A 159 19.6 3.18 31,211
2017 28.7 N/A N/A 164 19.3 2.88 31,793
2018 30.2 N/A N/A 157 21.1 2.79 33,221
2019 31.7 N/A N/A 153 22.5 2.70 34,273
2020 30.0 N/A N/A 147 23.2 2.60 34,007
2021 32.5 N/A N/A 146 23.3 2.56 33,969
2022 32.6 N/A N/A 145 23.4 2.51 33,923
2023 32.6 N/A N/A 144 23.5 2.45 33,884
2024 32.7 N/A N/A 143 23.7 2.41 33,837
2025 32.8 N/A N/A 142 23.8 2.37 33,790

Figures are inflation adjusted to 2020
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Additional Resources
Additional
Resources

Cosmetics Alliance Canada
http://www.cosmeticsalliance.ca

Canadian Consumer Specialty Products Association
http://www.ccspa.org

Health Canada
http://www.hc-sc.gc.ca

Industry Jargon BABY BOOMER
Born to parents returning from World War II, this generation is composed of people born between 1946 and 1965.
This is currently the largest generation in Canada.

COSMECEUTICAL
A cosmetic product that has pharmaceutical properties.

GENERATION X
Also known as the baby bust generation because it followed the baby-boomer generation, this demographic is
composed of people born between 1966 and 1971.

GENERATION Y
Also known as echo boomers, people in this demographic are typically children of the baby-boomer generation and
are born between 1972 and 1992.

PARABEN
A chemical used to preserve cosmetics. It has recently been linked to health issues, including cancer.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
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Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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info@ibisworld.com to learn more.

DISCLAIMER
This product has been supplied by IBISWorld Inc. (‘IBISWorld’) solely for use by its authorized licenses strictly in
accordance with their license agreements with IBISWorld. IBISWorld makes no representation to any other person
with regard to the completeness or accuracy of the data or information contained herein, and it accepts no
responsibility and disclaims all liability (save for liability which cannot be lawfully disclaimed) for loss or damage
whatsoever suffered or incurred by any other person resulting from the use of, or reliance upon, the data or
information contained herein. Copyright in this publication is owned by IBISWorld Inc. The publication is sold on
the basis that the purchaser agrees not to copy the material contained within it for other than the purchasers own
purposes. In the event that the purchaser uses or quotes from the material in this publication – in papers, reports,
or opinions prepared for any other person – it is agreed that it will be sourced to: IBISWorld Inc.

Copyright 2020 IBISWorld Inc.


	 
	 
	Contents

	COVID-19 (Coronavirus) Impact Update
	About IBISWorld


	About This Industry
	Industry Definition
	Major Players
	Main Activities
	The primary activities of this industry are:
	The major products and services in this industry are:

	Supply Chain
	SIMILAR INDUSTRIES
	RELATED INTERNATIONAL INDUSTRIES


	Industry at a Glance
	Executive Summary

	Industry Performance
	Key External Drivers
	Consumer spending
	Number of fixed broadband connections
	Number of adults aged 20 to 64
	Canadian effective exchange rate index

	Current Performance

	Industry Outlook
	Outlook
	Industry Life Cycle

	Products & Markets
	Supply Chain
	Products & Services
	Demand Determinants
	Major Markets
	Business Locations

	Competitive Landscape
	Market Share Concentration
	Key Success Factors
	Cost Structure Benchmarks
	Basis of Competition
	Barriers to Entry
	Industry Globalization

	Major Companies
	Major Players
	Sephora
	Market Share: 25.5%
	L Brands Inc.
	Market Share: 15.9%
	Sally Beauty Holdings Inc.
	Market Share: 6.8%

	Other Companies

	Operating Conditions
	Capital Intensity
	Technology & Systems
	Revenue Volatility
	Regulation & Policy
	Industry Assistance

	Key Statistics
	Industry Data
	Annual Change
	Key Ratios

	Additional Resources
	Additional Resources
	Industry Jargon
	Glossary


