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     R&I applies its rating methodology for toiletries and cosmetics to manufacturers whose 

primary business is the manufacture and sale of daily necessities such as detergents, shampoos and 

disposable diapers, as well as cosmetics. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     Toiletries and cosmetics are spoken of as a single product category, but products offered by 

manufacturers are diverse. While toiletries encompass products with large markets such as 

detergents and shampoos, niche products range in a wide variety. Cosmetics as well cover a vast 

product range for every purpose including skin care and makeup. Despite the varying frequency 

and continuity of demand for each product, with the exception of non-essentials including some 

cosmetics and convenient goods, products in this category are largely viewed as daily necessities. 

Accordingly, the stability of demand is high, and market expansion can be expected along with 

economic growth in emerging countries. Capital spending burdens are generally small. 

     Although many products have become established oligopolies in each region globally, there are 

an extremely high number of market entrants simply because products in this category are so 

diverse. Companies are striving to make their products more competitive through formula upgrades, 

functional enhancement with new substances and improvement in ease of use. Even so, 

differentiation is difficult in terms of function of the products. Customer continuity and stability is 

thus relatively low. Competition among manufacturers is comparatively intense, and companies 

bear a heavy burden for marketing expenses, including sales promotion and advertising costs. 

     Based on the points outlined above, R&I evaluates the toiletries and cosmetics industry to 

have a medium degree of industry risk.  

 

(1) Market size, market growth potential and market volatility 

     Total sales of the 10 leading global toiletries and cosmetics manufacturers were more than 
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US$380 billion (including sales generated by businesses other than toiletries and cosmetics) based 

on the most recent annual data available as of end-June 2019. In FY2018, total revenues of Japan's 

10 main toiletries and cosmetics companies were over 4 trillion yen. 

     Growth potential of the market is relatively high. The global toiletries and cosmetics market 

continues to expand at a pace that exceeds economic growth. Although having high expectations for 

growth in advanced country markets is difficult, markets in emerging countries are following an 

upward trend, based on increasing populations and rising income levels that accompany economic 

growth. This trend appears likely to continue for the foreseeable future. Because these products are 

basically daily necessities, the fluctuation in demand is comparatively small. 

 

(2) Industry structure (competitive environment) 

     Large product segments such as detergents for clothes and shampoos generally are dominated 

by the largest manufacturers, and niche sectors tend to be handled by small and middle-market 

producers. While numerous manufacturers jostle one another in the domestic as well as overseas 

markets, in certain regions of the world many products in both sectors have evolved into oligopolies. 

The fact niche sector markets are small in size and incentives encouraging new entrants have 

always been scant can also be considered one aspect that has spurred oligopolization. The 

competitive environment is somewhat severe, however, because the bulk of consumers are price 

sensitive in both sectors. 

 

(3) Customer continuity and stability 

     Customer continuity and stability are rather low because differentiation of toiletries and 

cosmetics products from a functional aspect is difficult and the products are consumables aimed at 

general consumers. Consumers continuously use products of the same manufacturer not only 

because of the products' functionality, but as a result of the substantial costs incurred by companies 

to strengthen their brands with sales promotions and advertising and to introduce new products on 

an ongoing basis. 

 

(4) Capital and inventory investment cycles 

     The capital investment burden in toiletries and cosmetics is relatively light. While daily 

necessities such as detergents and disposable diapers possess some aspects of equipment-intensive 

industries, and firms must invest sufficiently in manufacturing facilities, drastic changes to the 

manufacturing processes are rare and much of the equipment for the production process can be 
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utilized for many years. On the other hand, many niche products are non-essentials and their 

product life tends to be short, but the investment burden is comparatively light because the size of 

manufacturing equipment is small and the manufacturing processes can be outsourced easily. 

Although investments should be undertaken frequently to introduce new products or revamp 

packaging with an eye to maintaining or expanding market share, such investments are not very 

extensive. 

     With regard to inventory investment, the trend in distributor inventories must be watched 

carefully. When distributor inventories balloon excessively, costs may be incurred to fund discounts 

at retailers, for example, in order to normalize the inventories, and discount selling could damage 

the brand. To prevent damage to their brands, the standard trade practice for manufacturers is to 

accept returned cosmetics and other goods, and there is a possibility this will result in a disposal 

loss. 

 

(5) Protection, regulations and public aspects 

     There is no protection or regulation that has a significant influence on creditworthiness. 

 

(6) Cost structure 

     Among manufacturers, toiletries and cosmetics manufacturers have a low cost of sales ratio, 

but selling, general and administrative (SG&A) expenses as a percentage of sales are high. Sales 

promotion and advertising expenses, over which manufacturers can exercise considerable discretion, 

account for a large share of SG&A expenses, and these outlays can be reduced to ensure profits 

when sales are weak. 

     The SG&A expense burden differs depending on the product, with the ratio of SG&A expenses 

to sales being higher for cosmetics than for toiletries, for example. The heavy SG&A expense burden 

for cosmetics is thought to reflect the costs incurred to dispatch beauty consultants when selling 

products, and to create sales counters and display spaces. For toiletries as well, sales promotion 

expenses are required to pay to retailers to secure shelf space. 

 

2. View of individual firm risk 

     In contrast to industry risk, which highlights the standard risks of the industry of which the 

subject firms are a part, the business risk of each company will differ depending on the individual 

firm risk as explained below. 

  



 

 

 

Rating and Investment Information, Inc.  Copyright(C) 2019 Rating and Investment Information, Inc. All rights reserved. 
 

TERRACE SQUARE, 3-22 Kanda Nishikicho, Chiyoda-ku, Tokyo 101-0054, Japan  For inquiries, contact Sales and Marketing Division, Customer Service Dept. at 03-6273-7471. 
Unless specifically provided otherwise, all rights and interests (including copyrights, other intellectual property rights, and know-how) regarding this site, the content of 
this website or any other information included in this website belong to Rating and Investment Information, Inc. ("R&I"). None of the information, etc. may be used, in 
whole or in part, (including without limitation reproducing, amending, sending, distributing, transferring, lending, translating, or adapting the information), or stored for 
subsequent use without R&I's prior written permission. 

4/7 

(1) Product portfolio, diversification of earnings sources and product characteristics 

     A firm's growth potential and stability of earnings, etc., vary according to product sectors the 

given firm offers. Moreover, managing popular products in multiple sectors will lead not only to 

expansion of operations but also to the diversification of earnings sources. Consequently analyzing 

the contents of the product portfolio becomes an important factor determining the amount and 

stability of profits and cash flow. 

 

(2) Diversification of operating regions 

     Although toiletries and cosmetics are products used worldwide, the products demanded in 

each region differ and diffusion rates vary as well, depending on differences in the phase of 

economic and social development such as income levels and age distribution of the population. 

Furthermore, not only non-essentials but also daily necessities are not entirely unaffected by 

economic fluctuations. Developing sales in several countries and regions will result in more stable 

earning and cash flow generating capacities that are less easily influenced by the business 

environment in a specific region. By ensuring a certain level of sales in regions with large demand 

or areas with substantial growth potential in addition to its home market (e.g., Japan for Japanese 

manufacturers), a company can boost the level of its profits and cash flow. 

 

(3) Market share and brand strength 

     Market share and brand strength are useful for determining the robustness of the earnings 

base formed by factors such as the ability of product development, name recognition among 

consumers and strength of distribution channels. R&I believes that manufacturers are able to 

acquire a large share as the result of long-standing product competitiveness supported mainly by 

the ability to develop nationwide distribution and sales networks, a broad product line-up and 

superb product quality. 

     The ideal situation is to handle numerous products that are essential for retailers' product 

lineup at their stores. A manufacturer with a large market share can enjoy benefits of scale at each 

stage of manufacturing, logistics and sales that are greater than those of its competitors. Moreover, 

products that are in a dominant position compared with competitors' goods due to their brand 

power boost profitability because they can be sold at relatively high prices and the burden for their 

sales promotion expenses is lower as well. 
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(4) Marketing expense management capabilities 

     Given that product differentiation is difficult, it is necessary to secure retail store shelf space 

by spending on sales promotions, if a company seeks to maintain and expand sales. Raising 

awareness of a company's products and increasing brand strength through advertising and public 

relations are imperative as well. Normally the major retailers possess strong buying power, and 

manufacturers cannot avoid shouldering a certain amount of marketing expenses to maintain sales. 

Sales promotion and advertising expenditures, among others, have a substantial influence on 

revenues and expenditures. 

     Key evaluation points for a company's ability to manage such marketing expenses include 

whether it is able to control these costs at a level that does not become an inordinate burden in view 

of the company's overall financial strength, and whether such expenditures are tied efficiently to an 

increase in sales. 

 

II. Evaluation of Financial Risk 

     In addition to quantitative factors in the form of financial data, R&I evaluates qualitative 

factors, such as a company's financial management policy and liquidity risk, in its analysis of 

financial risk. For the toiletries and cosmetics industry, R&I emphasizes the following financial 

indicators in view of the business characteristics. 

 

(1) Earning capacity 

Operating margin, EBITDA (earnings before interest, taxes, depreciation and amortization) margin, 

return on assets (ROA), EBITDA/average total assets 

     Comprehensive strength of factors such as brand strength, product competitiveness, price 

setting proficiency, product mix and cost management capabilities is indicated by the ratio of profits 

or cash flow to sales. From the viewpoint of investment efficiency, the ratio of profits or cash flow to 

total capital is the most basic earning capacity indicator. 

     Because the toiletries and cosmetics industry has product sectors with a comparatively heavy 

capital investment burden, R&I emphasizes indicators on an EBITDA basis including depreciation 

and amortization expense. To examine whether a manufacturer can absorb depreciation and 

amortization expense and still ensure a sufficient margin and earning capacity, R&I also takes into 

consideration the operating margin and the ROA on a business profit basis. 
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(2) Scale and investment capacity 

EBITDA, equity capital 

     Since the capital investment burden is comparatively light, a high level of cash flow is not 

needed to continue the businesses. To handle numerous products with large markets, operate its 

business globally and maintain a high share in target markets, however, a firm must invest large 

amounts, which makes it necessary to generate a high level of cash flow. 

     The amount of equity capital is vital for examining the strength of a company' financial base. 

Toiletries and cosmetics product demand is relatively steady, and there is little concern that 

companies will report substantial losses, even during a phase when earnings deteriorate. If 

problems occur with regard to aspects such as product safety, however, not only will profits or losses 

deteriorate rapidly as customers refrain from purchasing a company's products because of the 

damage to its brand, substantial expenditures to correct the problem can be expected to mount up 

as well. It is therefore critical to maintain enough equity capital to cope with unanticipated risks. 

     In addition to equity capital's role as a risk buffer, R&I focuses on equity as an evaluation 

resource when assessing factors such as a firm's capacity to make strategic investments including 

mergers and acquisitions. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio 

     Toiletries and cosmetics product demand is comparatively steady, and a company can also 

continue to use its basic manufacturing equipment over a long period of time. Taking into 

consideration such characteristics, R&I believes somewhat high levels of net debt to EBITDA ratio 

are acceptable for each rating category compared with industries that experience intensive 

technological innovation. 

 

(4) Financial profile 

Net D/E ratio (ratio of net debt to equity capital) 

     In many cases, toiletries and cosmetics manufacturers that have been able to construct a 

certain business base have a solid debt-equity structure due partly to profits accumulated in the 

past. Even so, R&I examines whether aggressive shareholder return policies or investments have 

led to excessive leverage. 
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III. Rating for Toiletries and Cosmetics Industry 

 

 

 

 

 

 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance
Product portfolio, diversification of earnings

sources and product characteristics ◎ Earning capacity Operating margin ○

Diversification of operating regions ◎ EBITDA margin ◎

Market share and brand strength ◎ Return on assets (ROA) ○
Marketing expense management capabilities ○ EBITDA/average total assets ◎

EBITDA ◎

Equity capital ◎
Debt redemption period Net debt to EBITDA ratio ○

Financial profile Net D/E ratio ○

Note) Importance is indicated by ◎: extremely important, ○: important, or △ relatively important.

Issuer Rating

Industry Risk: Medium

Individual Firm Risk Financial Risk

Scale and
investment capacity

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
"Rating Determination Policy and Methodologies") are R&I's opinions prepared based on R&I's own analysis and research, and R&I makes no 
representation or warranty, express or implied, as to the accuracy, timeliness, adequacy, completeness, merchantability, fitness for any particular 
purpose, or any other matter with respect to the Rating Determination Policy and Methodologies.  Further, disclosure of the Rating 
Determination Policy and Methodologies by R&I does not constitute any form of advice regarding investment decisions or financial matters or 
comment on the suitability of any investment for any party.  R&I is not liable in any way for any damage arising in respect of a user or other 
third party in relation to the content or the use of the Rating Determination Policy and Methodologies, regardless of the reason for the claim, and 
irrespective of negligence or fault of R&I.  All rights and interests (including patent rights, copyrights, other intellectual property rights, and 
know-how) regarding the Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and 
Methodologies, in whole or in part, for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, 
lending, translating, or adapting the information), and storing the Rating Determination Policy and Methodologies for subsequent use, is 
prohibited without R&I's prior written permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 


