ASIA HOUSE BRIEFING, APRIL 2018

Korean trends — Danish opportunities

Accessing the South Korean market with Svanemaerket

On 14th March 2018, South Korean company Pigeon was forced to remove their popular fabric
deodorizer from the shelves when it turned out that the product contained a toxic material. A week
later, a leading South Korean cosmetic company, Amore Pacific, issued an official apology for spiking
their eyeliners and concealer creams with carcinogenic heavy metals. Both companies are now
giving voluntary refunds to disgruntled customers.

In effect, these recent scandals are just two from a long list of consumer scandals that have struck
South Korea in recent years. For the past ten years, toxic chemicals have turned up in a number of
personal products, from sanitary napkins to baby diapers and toothpaste. Chemo-phobia has




become a mainstream word, and South Korean consumers are demanding safe and eco-friendly
products as never before. According to one report, the market size for Eco-label products in South
Korea has grown from around DKK 8.4 billion in 2001 to over DKK 206 billion in 2014.1

This trend is now being reflected in the European trade statistics, with Germany as the main
frontrunner. According to the UN Comtrade database, German exports within HS-code 919600
(Sanitary towels, tampons and napkins for babies (etc.)) increased more than 13-fold from 2012 to
2016, and while the German-South Korean statistics still have not been updated for 2017, the latest
Korean statistics suggest an even stronger rise for 2017 and 2018. Now, from 2017, the Nordic
countries seem to be gaining momentum. Especially Denmark. From 2016 to 2017 Danish exports to
South Korea increased more than 6-fold within HS-code 919600. Finnish exports doubled. Swedish
data for 2017 still are not available on the Comtrade database.?

This briefing takes a closer look at the recent scandals in South Korea, and ensuing export
opportunities. What is the market development within specific market categories? Which companies
have seized the moment? Why was 2017 a turning point for Nordic — and especially Danish —
companies? And what needs to be done to capitalize on this development?

A list of scandals
First, a brief introduction to the most important South Korean consumer scandals since 2010:

e Humidifier disinfectant: In April 2011, hundreds of people were hospitalized with severe
respiratory problems. 10 months later a government agency announced that the ailment was
caused by chemicals used in humidifier disinfectant (used to disinfect water in appliances that
regulate indoor humidity).® In August 2016, the Asian Citizen’s Center for Environment, a South
Korean NGO, announced that 919 people had died from the incident.* The humidifier-scandal
was the first of its kind, initiating a fear for consumer-related chemicals, and distrust towards the
government institutions responsible for safeguarding consumer interests.

e Tooth paste: In 2014, parabens were found in popular South Korean toothpastes. Again in 2016,
12 toothpaste brands — covering 25 % of the South Korean market — were found containing
CMIT/MIT, the same toxic chemical that triggered the humidifier-scandal.®

e Sanitary napkin: In March 2017, a South Korean professor of environmental chemistry and Korea
Women’s Environmental Network (KWEN), an NGO, claimed that 10 top-selling sanitary napkin
contained carcinogenic chemical substances beyond the safety levels.® After the investigation,
more than 3,000 South Korean women claimed negative side-effects of a sanitary napkin
products “Lillian” which were produced by Kleannara, a South Korean company. This triggered a
government investigation into all sanitary napkin products retailed in South Korea. In September

1 lee, J.Y. (2016). Present situation and Issues of green washing (Z/2+% /&5 Z (1219 4)9 &l &t T1F)).
Gyeonggi Research Institute, No.245.

2 The Comtrade database is updated continuously for countries and products groups. Thus, at the time of
writing (10 April 2018), export statistics for 2017 from Germany, Sweden, The Netherlands and France were
not updated. Data for Denmark, Finland and Italy were updated.

3 The chemicals mentioned by Korea Centers for Disease Control & Prevention were PHMG, PGH & CMIT/MIT
4Kim, S. (2016, September 6), Your breath, the breath someone will never be able to take again (54/59/ =
S0 CHA] 2= =). Hankyoreh.

5 Kang, J. (2016, September 26). Toxic material found in toothpaste (X/t0).c ‘717 &7A &2). JTBC.

6Seo, J. (2017, September 5). Gov’t reveals sanitary pads with VOCs. Korea Joongang Daily.
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2017, the official investigation concluded that there was no cause for alarm.” However, the fear
of chemicals in sanitary napkins persists.

e Baby products: In January 2017, South Korea was struck by two scandals relating to baby
products. First, P&G’s flagship diaper brand “Pampers baby dry” — which had a 14 % market
share in South Korea — was found containing dioxin and pesticides.® The product was promptly
removed from the market.® In January, Yuhan-Kimberly, the biggest South Korean producer of
hygiene products for women and children, admitted to adding excessive amounts of methanol
to 10 of their products for infants.’® Later in 2017, a number of baby mats caused severe rash to
babies.!!

The many scandals have led to a veritable “chemo-phobia” in South Korea, not just increasing
demand for natural, eco-friendly products, but also fueling a widespread distrust of the official
Korean certificate system, especially the official KC-mark (Korea Certificate). This certificate covered
both the deadly humidifier disinfectants and the toxic baby mats.

Other factors add to this distrust. Firstly, the Korean certificate system is extremely (and increasingly)
complex. From 2000 to 2017, the number of certificates covering South Korean consumer products
increased from 75 to 174, creating confusion amongst the consumers.*? Secondly, the general trust
in the public system has been decreasing. South Koreas slid further down on the international
Corruption Perceptions Index, from # 44 in 2014 to # 51 in 2017.%3

South Korea going ECO & EURO
The table below shows exports to South Korea for products within HS-code 969100. For countries

where Comtrade data for 2017 are unavailable, data have been collected from the national Korean
statistical office (marked with a dotted line on graph and red text in table).

7 Park, S. (2017, September 28). An investigation on all the sanitary pad products from Ministry of Food and
Drug Safety. Lillian, got complains of side effects from 3000 people, is not hazardous ( 4/t 42/ Fi+ZAf
HEI2 S43 X3 220t OIA) )4 §10]). Joongang llbo.

8 The scandal also affected France.

9Sim, Y (2017, February 4). How much was ‘a trace of toxic’ detected from diaper? (7/ 57 ojA L}.2 =42 E
Z0/8F 20fg27f). SBS.

0 Kim, J. (2017, January 14). Methanol detected from wet wipes of Yuhan Kimberly exceeded safety standard.
Recall all the products (22tZ/ 22/ ZE/#+ HEFL Z1f ZZ & HZ 3/=) . KBS.

1 Kim, Y. (2017, June 12). New-material baby product causes ‘rash and cough’ (/A3 20,2E ‘E+XI, 7| & =£2f).
KBS.

12 Lee, M. (2017, September 7). ‘We trusted the government’. Betrayal from the certification system (‘&=
ZoErn). oIEHE9 Hi#). Sisa Journal.

13 Transparency International
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It seems clear, that the demand for safe and reliable products from European companies is on the
rise. This section covers the development in demand for products most affected by the recent
scandals, i.e. sanitary napkins, baby diapers, detergent and baby powdered milk.

e Sanitary napkins
During the past five years, the market for sanitary napkins in South Korea has increased by 8.2 %

every year, reaching DKK 1.73 billion in 2016.%> After the sanitary napkin scandal in March 2017, the
demand for safe sanitary napkins grew substantially, as reflected in the table below.

14 UN Comtrade
15 Ministry of Food and Drug Safety




Import
Year Amount Increase
(million DKK) (%)
2017 1,184 4.9
2016 1,129 19.5
2015 945 12.3
2014 840 4.8

Imports to South Korea of sanitary napkins and
baby diaper products.®

Especially two European sanitary products — Voukkoset (Finland) and Corman (ltaly) — became
popular in the South Korean market after the scandal. Both companies started retailing their sanitary
napkin products in South Korea from 2017, both online and in major health & beauty stores. Due to
the sudden increase in demand for the products after the scandal, most of their products were sold
out during 2017.

Thus, many consumers have started buying the products directly from abroad, despite high price
and long delivery time. Today, European sanitary napkins from Sweden (Naty), UK (Natra Care) and
Germany (Jessa) are retailed from ‘Store Farm’, an online shopping platform. According to Malltail,
one of the biggest proxy purchasing services in South Korea, the total amount of cross-border
shipping of women’s sanitary goods increased 6.6 times in just one week in August when the
sanitary napkin scandal culminated®’.

e Baby goods

Despite having one of the lowest birth rates in the world, the demand for baby goods (i.e. covering
diapers, toys, skin care products and powdered milk) have been increasing at a steady pace. One of
the reasons — apart from increased purchasing power — is the “VIB” phenomena (Very Important
Baby), where families spend increasingly more on fewer babies. Thus, the market for baby goods in
South Korea has increased from around DKK 6.8 billion in 2009 to almost DKK 13.3 billion in 2015.%8
This increase is especially reflected in the import statistics.

Several European baby diaper products have been retailed in South Korean market even before the
crisis, but now they are getting increasingly more attention from the customers, especially via
online-shops. According to the Korea Customs Service, the import of baby goods has increased by
140 % over the last 5 years. Especially Germany has captured a strong market position.

e Eco-detergent

The import of Eco-detergent from Germany (Sodasan) and France (Ecodoo) has increased
remarkably in the last 4 years. Both companies base their marketing on their organic ingredients and
the origin of the product — Germany and France — to which South Korean consumers have a strong
trust.

16 The figures cover products in HS code 961900: Sanitary towels (pads) and tampons, napkins and napkin
liners for babies, and similar articles, of any material. Source: K-stat.

17 Jung, J. & Hong, S. (2017, August 26). The Ministry of Food and Drug Safety investigates toxic materials in all
sanitary napkin products which were produced and imported in the past 3 years (4/9t4, /23 H2F ML +2/
LE Ma/rf =4 ZAf. Joonang llbo.

18 Statistics Korea, Hyundai research institute
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e Baby powdered milk

The safety concerns for baby powdered milk started with the Chinese melamine scandal in 2008
creating a higher demand for ‘premium’ powdered milk from European countries. Especially, the
import of baby powdered milk from the Netherlands (Aptamil) increased noticeably from 2016. In
March 2017, Aptamil was imported by E-mart, reaching sales of around DKK 3.4 million in the first
month.?°
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% Korea Customs Service

20 Song, J. (2017, April 17). For Aptamil, Seoul mothers are coming back to Emart ( &£ 2/0/ &/7/0j, o/otE= &2
=2/ A2 Z0fE) . Money Today.

21 Korea Customs Service
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Sending Svanemezerket to South Korea

In August 2017 — at the height of the chemo-paranoia — one of South Koreas largest newspapers
carried a major article on the Nordic consumer certificate, Svanemaerket, praising it for its strict
regulations and trustworthy controls. According to the article, “the label ensures that no toxic
materials exist in the products” and concluded that the system is “thoroughly managed”.??

The positive review of Svanemaerket corresponded with a general perception of Scandinavia and
Denmark as model societies. Several South Korean TV programs have reported on the Danish society,
elaborating on concepts as “flexicurity”, “equal work culture”, “work/life balance” and a strong
welfare society. Denmark is famous for being one of “the happiest country in the world” and even
“hygge” is a recognized phenomenon. Cafés called “Hygge” are now springing up in Korea. The
Danish educational system has also made its mark. South Korea has an extremely competitive
education system, and holds a world record in adolescent suicides, and consequently South Korea
has shown a growing interest in Danish educational concepts, especially “Efterskoler” and
“Hgjskoler”.

The strong Danish brand and the positive perception of Svanemaerket seem to have been a turning
point for Danish companies looking to South Korea. Abena, producing baby diapers and present in
South Korea for over a decade, had a strong year in 2017, and Mininor, another baby goods
producer, saw itself promoted by private bloggers as being “Danish” and “eco-friendly”.

The success is reflected in recently published statistics from the Comtrade database (early April):
From 2016 to 2017 Danish exports in HS-code 969100 increased by 660 %, from USD 261,101 to USD
1,736,925 (and Finland doubled from USD 298,637 to USD 601,507 — figures for Sweden, Germany
and The Netherlands still aren’t available).

Yet, considering the size of the Korean market and the existence of an FTA agreement between
South Korea and EU, the figures are relatively low. Knowledge on the Korean market needs to be
collected and disseminated. For instance: What are the industry standards for hygiene products, and
which (of the many) official certifications are needed? Who are the most efficient distributors and
how should they be convinced of handling Danish products in face of fierce competition? What are
the best distribution channels? With over 70% of direct sales in South Korea conducted through
internet and mobile devices, access to online retailing is key to success, but how should these
channels be approached?® Who are the main European competitors (see appendix for a first
preview) and why are the Germans so successful in South Korea? And finally, what is the secret
behind Dutch company Nutricia’s explosive success?

These are some of the questions that need to be answered before entering the South Korean market.
Perhaps a common approach is needed. Svanemeerket constitutes a strong selling point for Korea
right now and could become a unique platform for Danish (or Nordic) products. The South Korean
market is huge. A collective effort may be beneficial for all parties involved. A first step towards this
end is a seminar at Asia House in May.

22 Gu, J. & Song, Y. (2017, August 28). No safety net for chemicals. Nordic ‘Swan mark’ can be a solution
(BISHEE, oHF8r0) Qi) HEZ X2HE HE HR2E HE0f3 04 B 20f0h. Kyunghyang Shinmun.
2 The International Trade Administration. U.S. Department of Commerce
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Appendix: Some European companies active in South Korea

P
(;:):nu;)t (C::n::)r:ny) Official importer Certification Selling point
Sanitar Certified Organic - Svanemaerket
. y Finland Welcron Healthcare | Cotton, Swan label, EU | - Safety of the products
Napkin . . :
(Voukkoset) (Delipap Oy) | Corporation eco label, Allergy label, |- Eco-friendly
Key flag - Made in Finland
. o - The products are made of 100%
Sanitary Italy Soil Association, organic cotton
Napkin (Corman Aim.K Certiquality, ICEA, - Eco-friendly
(Corman) Organyc) Vegan OK, SA8000 - Organic cotton absorber (No
SAP24)
Baby Diaper | Germany . Oeko-T?x. Standard - Original Derma test excellent
. Kindoh Korea 100, Original derma - Made in Germany or Belgium
(Kindoh) (Ontex) .
test excellent, PEFC - European materials
SCA Hygiene Korea
Co.Ltd - Svanemzerket
Baby Diaper | Sweden > A subsidiary of Svanemaerket, FSC - Top-selling diapers in Scandinavia
(Libero) (Essity) . - Imported directly from Sweden
SCA Group Holding .
Bv - Made in Europe: Sweden / Poland
- Ingeo fabric (Vegetable based raw
Baby Diaper UK materia|)

(Eco-genesis)

(Ben's Land)

Ben’s Land Korea

Oeko-Tex Standard 100

- Eco-friendly
- Product placement

Sodasan Korea

Ecocert, Eco garantie,

- Natural ingredient
- Original derma test excellent
- Top-selling eco-detergent in

Eco-detergent | Germany . . Vegan,
-> online retailer: . Germany
(Sodasan) (SODASAN) Plain Factory Original derma test - Made in Germany
excellent - Developed a dish detergent
product only for Korean market
Eco-detergent | France - Natural ingredient
(Ecodoo) (EKibio) C&S (Chungsan) Ecocert - Eco-friendly
codoo oto - Made in France
. Emart (One of the . Top-s.elllng products in 9 European
Baby milk The bi th countries
powder Netherlands '86es ykper " - Produced, packaged and imported
supermarket chains
(Aptamil) (Nutricia) ) P from the Netherlands
in South Korea) .
- Food safety compliance
Baby milk Germany Demeter, EU organic | - Organicingredients N
powder (Holle baby | Rubino Korea certification, CO2 ' Ze'io pestlslde or chemical fertilizer
- Strict quality control
(Holle) food) neutral

- Eco-friendly

24 Super Absorbent Polymer




