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Executive Summary

The micro-environment (or competitive environment) determines the conditions of operation and development of companies and greatly limits their strategic decisions. Companies can influence the micro-environment, but the strength of their influence will be determined by their power in the market. Macro Environment is constituted by all those factors that cannot be controlled and that directly affect the company, including political factors, technological factors, environmental factors, demographic factors, economic factors, cultural factors, whereas Micro Environment includes non-controllable environmental factors or forces (suppliers, company, third parties, competitors, intermediaries, market) that have a general impact on the activity of the company and the rest of the industry. 
By reviewing and taking the case of Davines S.p.A., an Italian based company manufacturing and supplying beauty products, into consideration, this report aims to present a critical analysis of the micro-and-macro-economic environments and their impacts on Davines. By using PESTLE, Porter’s Five Forces and SWOT as analytical tools, the current and potential implications/impacts of a variety of factors on the organisation will be analysed and discussed.

.



1. [bookmark: _Toc9169671][bookmark: _GoBack]Overview of Davines S.p.A.
Davines S.p.A. is an Italian based manufacturing company that manufactures and supplies beauty products, including hair and skin care products, to salons and spas across the world. The core products of Davines are hair colours, hair conditioners, hair treatment and care products, shampoos, styling products, and hand care creams. Established in 1983 by a Bollati Family, Davines is based in Parma, Italy, and its other locations are in London, Paris, New York and Mexico City (Davines, 2019).
1.1. [bookmark: _Toc9169672] Aim
This report aims to present a critical analysis of the micro-and-macro-economic environments and their conditions in which Davines S.p.A., an Italian based manufacturer supplying hair and skin care products to salons and spas worldwide, operates. For this, the current and potential implications/impacts of a variety of factors on the organisation will be analysed and discussed using appropriate economic and trade theory.
2. [bookmark: _Toc9169673]Assessment of the Competitive Environment of the Industry
In 2017, the beauty and cosmetics industry in Italy secured its position as the 4th giant European market, including 12% of the aggregate market volumes, behind Germany, United Kingdom and France with $16 million, over $13,400 million and $13,400 million, respectively, while getting the first rank in the number of small and medium sized enterprises (SMEs) in the industry (Johanstassijns, 2019).
In the country, there is highly sophisticated yet well-developed cosmetics industry: the industry employs at least 35,000 people and the country’s cosmetic supply chain totals over 200,000 employees serving 123,000 business entities. $17.5 billion is the total value of Italian beauty industry (export-u.com, 2018). At present, cosmetics consumption is valued at $12 billion with 1.7% growth rate two years ago (export-u.com, 2018). This industry remains anti-cyclical and almost immune to economic stagnancy. People in the country, on one hand, have commenced to trust more in commerce, chiefly because of the beauty products’ uncountable the growth of novel marketing and selling channels like electronic-commerce and direct sales (export-u.com, 2018). 
Such products, on the other hand, are highly admired worldwide, whether it is a traditional and emerging market, for best quality and innovation. Recently, it was pointed out by nearly 30% of Italian consumers that they will buy more beauty products in the coming year, in spite of the current economic stagnation, suggesting a trend that validates the highly crucial role that beauty products play for Italians, who usually consume these due to the best quality instead of price (export-u.com, 2018).
Preliminary data for 2017 and 2018 confirmed the growth of the Italian cosmetics industry with a total turnover of 11 billion euros, an increase of 4.3% over the previous year. Exports continue to be a key factor in the growth of product value, growing by 8% to 470 billion euros (Cosmetica Italia Statistics Dept, 2017). The trade balance has also set a new record, reaching 2.5 billion euros. The image of the entire cosmetics supply chain is also important because it analyses all aspects of the supply chain (ingredients, equipment, packaging, finished products) with a total turnover of more than 15.7 billion euros (+ 4), 8%) (Cosmetica Italia Statistics Dept, 2017).
Although the political and economic situation remains unclear, economic indicators and asset analysis highlight the competitive structure of the Italian cosmetics industry. In fact, the cosmetics industry “Made in Italy” continues to pay special attention to investment in innovation and customer service. Receive feedback on the internal market, especially in the international market. The situation in this sector has also affected the efficiency of each channel, and these channels continue to show positive trends. In fact, preliminary data for the second half of 2017 showed slow growth, but factory channels (+0.9%) and pharmacies (+2%) grew steadily. Even large retailers have increased their points by 1.5%, sales have exceeded 4 billion euros, accounting for more than 40% of national cosmetics distribution. On-time delivery and internal toilets have a significant impact on the number of channels. The subcontracting turnover of the cosmetics sector exceeded €1,000,000, an increase of 8.5% (Borgna, 2017; Packmedia, 2018). The only exception to the general increase was the traditional fragrance, which fell slightly by 0.5% (Borgna, 2017; Packmedia, 2018).
Direct sales also grew strongly (+ 8.7%) due to digital transformation: e-commerce recorded double-digit growth (+ 23%). 
However, sales are still negligible: direct sales reached 820 million euros, of which e-commerce is about 300 million euros. The performance of professional TV channels is also very good: beauty salons and styles, confirmed + 2% in the last semester (Packmedia, 2018).
Analysis of individual product consumption trends showed a significant increase in eye contours and specific areas (+ 7.2%), followed by lipstick, lip gloss and sunscreen. (+ 6.9%).
In terms of product lines, facial cosmetics are actually the main consumer homes that Italians are used to, accounting for 16.9% of 2016 sales, thanks to a positive trend of 2016, at 2.7%. The total cost is 143 million euros. Some data helped to increase the value of the industry: Italy is the fourth economic cosmetics system after Germany, the UK and France, with 35,000 employees and an increase of 200,000 with the participation of employees.  Women employed in this sector accounted for 54% (about 19,000), while manufacturing accounted for 28%.
The total number of graduates’ accounts for 11% of the total number of employees, while the national average is 6%, while women graduated from higher education account for 1,700% and 45% of graduates in the sector. In addition to medical chemistry and cosmetics experts, there are many economics and marketing experts.
In the field of innovation and technology, research and development, Italian cosmetics companies have a turnover of more than 6%, while the national average is less than 3%.
In addition, it should not be forgotten that cosmetics account for 44% of non-food investment, and 60% of cosmetics distributed around the world are produced in Italy, reflecting the company's more concentrated and more dynamic production.
It is particularly worth mentioning that Lombardy is the most important density area for cosmetics companies: more than 51% (54% of Lombardy's cosmetics companies are located in Milan), followed by Emilia Romagna, Veneto and Piedmont.
The export production index exceeded 41% at the end of 2017 and early 2018. However, the internationalization process of the sector still has significant limitations. 
Since 2000, export growth has exceeded the growth in demand for cosmetics, reflecting Italy’s increased competitiveness in this specific industry.
2.1. [bookmark: _Toc9169674] Competitive Landscape
2.1.1. [bookmark: _Toc9169675]L’Oréal Leads the Premium and Mass Segments
Davines has to face the high competition in Italy. Multinationals are the top-ranking yet giant players in skin care in Italy and they have substantial budgets for activities of new product developments and promotion. L'Oréal is continuously leading the skin care industry by offering an extensive range of brand portfolio.
2.1.2. [bookmark: _Toc9169676]Innovation is expected to Impact Facial Care
Manufacturing companies in Italy are set to make investment in lunching new products within the country’s dynamic area of anti-agers during the forecast period. With innovative formulas, multifunctional novelties are expected in premium and mass anti-agers, following on from “Il Doppio Trattamento Anti-Età Globale”, the newest addition to the L'Oréal “Revitalift Laser X3” line.
2.2. [bookmark: _Toc9169677] Summary
It has been found that skin care will continue to be the focal point of Italian women, with anti-agers taking advantage of their desire for a healthy yet youthful look, regardless of their ages, and readiness to make investment in these products. The target audience of Davines is set to grow to integrate young females, who are more and more open to buying these products as a preventative measure.
3. [bookmark: _Toc9169678]Macro-Economic Analysis
The environment is composed of those external factors that influence the company and that it cannot control. Davines is a company that operates as a multinational company and, therefore, is affected by a complex and globalised environment in which many factors intervene. In this project, the environment of the Company in Italy will be studied, in order to analyse in a more detailed way all those external elements that intervene in its activity. 
More specifically, the activity developed by Davines, the "beauty", is a dynamic activity that depends to a large extent on the fashions and the personal tastes of the individuals, that is why, the constant innovation and the development of products that call the attention of the consumer is paramount, a continuous adaptation is required. In this sense, Davines has a certain advantage, since it has diversified brands, each aimed at a segment of consumers, which facilitates the adaptation of the products of each brand depending on the changes in each niche market. We can also describe the environment of the Cosmetic Company as hostile, where an immensity of companies competes continuously to capture the attention of consumers and, nowadays, and thanks to the development of social networks, new societies are constantly emerging that offer individuals, more innovative products capable of meeting needs that have not yet existed.
3.1. [bookmark: _Toc9169679] PESTLE Analysis
The analysis of the general environment of Davines will be carried out in the following at the national level, Italy. For this, a PESTLE analysis will be carried out, in which the socio-cultural, economic, scientific and technological, political, legal and ecological dimensions will be studied (Perera, 2017).
Next, we will proceed to explain how they affect the different variables present in the environment of Davines:
3.1.1. [bookmark: _Toc9169680]Political Factors
Political factors point to the general political situation, the situation and stability in a country like Italy (Perera, 2017). Policies developed at the government level in all countries intervene in the economy, although the distribution of resources set by the market varies in varying degrees. The country's political landscape is based on a structure consisting of a parliament, a democratic republic, and a multiparty system. The country’s common system is based on Roman law, which indicates that the parliament is perfectly bicameral with two Houses, the Chamber of Deputies composed by 630 members, and Senate of the Republic with 315 members, that have the same powers.
In recent years Matteo Renzi has been one of the first to propose a series of institutional, economic and social reforms, first as party secretary "Democratic Party" and then as Prime Minister from 2014 to 2016 (Pasquino, 2016).
Currently a new path of social economic reforms with European impact is underway with the new government led by the Premier Giuseppe Conte, being reforms of profound relevance, it is always necessary to wait to be able to give an evaluation of the impact that these will have on the life of the citizens and society.
Considering that the Italian government is a developed country belongs to the European Union and the political situation is fairly stable, the importance of the political level has reached the stability of the Italian government, although current events may affect this stability. From the point of view of fiscal policy and trade agreements, given their positive impact, they scored 4 points, mainly due to the EU free trade agreement. Thus, Davines can find some opportunities in fiscal policy and Italian business agreements (Ferrari, Morone and Tartiu, 2016).
3.1.2. [bookmark: _Toc9169681]Economic Factors
The services and industry are the bases of the Italian government and the Italian economy. There has been a diversified industrial economy of the Italian Industry, which is grouped into: (1) a developed industrial north where the other part is managed, controlled, dominated and managed by private companies and (2) a less developed and subsidised agriculture in the south, which suffers a very high unemployment rate (Ibp Usa, 2015). There are many family owned companies driving the Italian economy. Besides, the contribution of consumer goods with high quality, majority of them are owned by family based SMEs, is also significant to the economy (Ibp Usa, 2015). 
When discussing the inflation in a country, inflation rate indicates such an Inflation which is based on the Consumer Price Index (CPI), reflecting the development of price associated with a standard package of products and services consumed by Italian household consumers (Cesaroni and Iezzi, 2017).
At present, interest rate is 0.73% in Italy, whereas 1.1% is the inflation rate. The current GDP is 0.2% and the past was 0%. The unemployment rate is 10.7% (Tradingeconomics.com, 2019).
In terms of GDP per capita, it has been valued with a 3, considering that it affects in a stable way because currently in Italy it is recovering after the falls suffered in recent years, increasing by 3.3% in 2016. GDP per capita directly affects the purchasing power of the population, and since cosmetics are not a product of first necessity, a fall in GDP means a drastic reduction in consumption. On the other hand, the economic uncertainty and the unemployment rate have been valued at 2 and 1 respectively (negative and very negative), which poses a threat to Davines in Italy. Despite having reduced the figure of the unemployment rate to average 11.5% in 2016 and 2017, it remains too high (Tradingeconomics.com, 2019).
3.1.3. [bookmark: _Toc9169682]Socio-Economic Factors
There is a strong culture in the Italian society, as the social structure is based on the family and this is also due to the religion practiced, the Catholic. Almost 60 million is the population of Italy and the growth of population is 34%. Majority of the populated people are those having ages ranged from 25 to 54 (Marangon et al., 2015). Owing to the crisis, unemployment is the major issue which is now high.
The term ‘fashions has been scored with a 4, and thus it can be said that they have a positive influence on the beauty products’ consumption, even though it is extremely necessary to adapt the products to the consumers’ changing tastes and preferences (Martina, 2016). Regarding lifestyle and educational level, they have been qualified with a 3 (stable), as the consumption or non-consumption of this product type is a personal choice (Checchinato, Colapinto and Giusto, 2013). Even though at present, the role played by personal image is pivotal in people’s routine lives, there are some specific sectors of society that are constructive to a more natural image and that less value is given to the physical facet in all senses (Marangon et al., 2015). It is regarded that within this socio-economic dimension, the term ‘fashion’ symbolises an opportunity for Davines in the case of rapidly adapting to the consumers’ preferences and demands.
3.1.4. [bookmark: _Toc9169683]Technological Factors
The role played by technology is pivotal, as this factor has an influential impact on businesses. Indeed, Italy is making effort to keep pace with technology to make sure smooth provision of services. In recent times, the country made a deal with America with the intention of creating a new and innovative sensor, through which the public service provision and its quality provided by the government authorities is enhanced.
The variables affecting the technology dimension have been very positive owing to the wonderful endeavour that Davines devotes to its research and development (R&D) and to enhance its production approaches, making the company to be at the front position in the industry. The company’s R&D teams are split into some groups including advanced research, applied research, development and assistance services. As a result of R&D investment, great opportunities for Davines are represented by the R&D and production forms (Baccarani, 2008).
3.1.5. [bookmark: _Toc9169684]Ecological/Environmental Factors
There are spectacular environmental aspects of Italy. With amazing atmosphere, Italy is based on different landscapes, attractive lakes, mountains covered by snow, rugged land, and an absolutely perfect weather, contributing a pivotal to the country’s economy. A green and clean eco environment is supported by Italy and it has also been established by the country when it hosted a six-month based Expo Milano ‘Feeding the planet, energy for life’ held in 2015 (Antonelli and Greco, 2015). After this mega event, Milano has become a global destination for people around the world where at least 140 countries and 20 million people participated and visited. Moreover, Italy has the great economical refresh and by hosting this mega event Italy showed its concern that they aim to work for this world by fostering green and clean eco environment (Antonelli and Greco, 2015).
The environmental policy and recycling positively affect Davines, since it is a company trying to produce hair and skin products very sustainably, respecting nature, creating biodegradable products and generating least amount of waste. Davines aims to reduce the environmental impact by 60% by 2020. It clearly suggests that environmental policy of Italy and recycling aspect represent an enormous opportunity for the company.
3.1.6. [bookmark: _Toc9169685]Legal Factors
The legal dimension of this analytical tool includes various determinants including equal opportunities in the country and industry, the product safety, consumer’s right, and so on. Employment in Italy is based on 40 hours weekly and when workers go beyond these hours they are paid for over time and such a pay is double of their compulsory every day working hours. Female workers have the right to get maternity leave with a mandatory pay structure. Italy also protects individual employee by combating direct and indirect workplace discrimination, bullying and harassment against any protected characteristics like gender, age, race and so forth.
It has been considered that the factors of this dimension, health laws and labour regulations, do not harm the company. In the case of sanitary laws, they are mandatory and, in the most of the cases are standardised and are applied in the rest of the countries.
3.2. [bookmark: _Toc9169686] Porter’s Five Forces Analysis
To analyse the specific environment of the cosmetic and beauty industry in Italy, we will use the Five Forces Model developed by Michael Porter. This model let us to analyse the degree of competition existing within the industry and, in turn, to determine the attractiveness of an industry when it comes to investing and obtaining returns (Miller, 2011).
3.2.1. [bookmark: _Toc9169687]Competitive Rivalry
It can be seen that the intensity of competition is high in Italy, especially among international companies. It is necessary to adapt products continuously and offers new features that differentiate products from those of the competition, which is why Davines invests a large percentage of its profits in advertising and R&D. In addition, the industry has strong exit barriers, due to the huge investment made by different companies in the acquisition of specialised equipment and in the R&D process. There is also a diversity of competitors that act with different strategies, such as low-cost cosmetics, which makes it even more difficult to forecast how the competition will act, as well as strategic interests on the part of the companies, so that the competitive environment. 
3.2.2. [bookmark: _Toc9169688]Threat of New Entrants
Secondly, potential competitors are analysed, those companies dedicated to beauty and cosmetics products that could begin to operate in Italy, whether they are start-ups or multinationals that decide to enter the country. These do not pose a great threat to Davines, due mainly to the large volume of activity that the company has, the number of brands with which it operates, large investments in marketing, and so on. That is, there are barriers to entry in the industry due to the high differentiation presented by the products and the need for a large volume of capital to be able to keep up with the rest of the companies. In addition, most of the large multinational cosmetics companies and manufacturers already operate in Italy, the overall beauty industry has been operating on a large scale over the last century and, therefore, all agents maintain a semi-stable position in the market. In this way, the intensity of potential new entrants as competitors is considered low.
3.2.3. [bookmark: _Toc9169689]Threat of Substitute Products
Third, substitute products will be mentioned. These are products that satisfy customers a need similar to that covered by cosmetic products. Following this criterion, it could be said that the substitute products for the cosmetic industry are those made in a homemade way mixing different ingredients of habitual use. For example, as a cleansing product one could use olive oil or milk, or as a mask to hydrate the hair, one could use a mixture of egg and avocado. In conclusion, these substitute products do not adversely affect Davines and do not pose a real threat to their interests and, therefore, their intensity is low.
3.2.4. [bookmark: _Toc9169690]Bargaining Power of Suppliers
Fourth, the bargaining power of suppliers will be analysed. Davines is operating with at least 1,850 suppliers, who provide the company with raw materials necessary to make products. The company, with most of its suppliers, has a long-term, strong relationship. Consequently, they do not have a high bargaining power with Davines, because the company acquires large volumes of raw materials, it is not a question of scarce products and Davines does not have a high cost of exchange to find another supplier. 
For these reasons, the suppliers’ bargaining power in Italian cosmetics industry is not considered high.
3.2.5. [bookmark: _Toc9169691]Bargaining Power of Buyers
Finally, the bargaining power of the clients will be analysed. In general, customers are scattered and do not buy large volumes of products; in addition, the products offered by Davines are differentiated, so they will not obtain the same benefits as if they acquired the product of another brand. However, for customers it is a low cost of change to consume the products of other brands. So, it is possible to affirm that the actions of individual customers have little impact on the activity of Davines, but a coordinated action of these if it gives them bargaining power against the company, therefore, the intensity of the buyers’ bargaining power is considered high if they are contemplated as a whole.
3.3. [bookmark: _Toc9169692] SWOT Analysis
The SWOT analysis helps to know in what situation the company is located thanks to the analysis of its strengths and weaknesses considered as the company’s internal characteristics and its opportunities and threats considered as the company’s external characteristics.
3.3.1. [bookmark: _Toc9169693]Strengths 
Internally, it can be seen that Davines has great strengths that have been discussed throughout the project, including leader of the cosmetics industry in Italy, great investments in R&D, strong presence in social networks, high recognition, effective marketing strategy, experience in the industry and products’ variety Davines (2019).
3.3.2. [bookmark: _Toc9169694]Weaknesses
In contrast to strengths, among the weaknesses of the company are the high costs, the large size of the Company that makes management more complicated and the dependence on personal tastes.

3.3.3. [bookmark: _Toc9169695]Opportunities
In the external field, Davines can find great opportunities accessing new market segments or taking advantage of the changes that occur in fashions to anticipate the competition. Although, this last one could also suppose a threat in case of not being the first company in adapting. Other opportunities would be the geographical expansion or the increase of own stores. 
3.3.4. [bookmark: _Toc9169696]Threats
Davines faces threats such as the economic crisis and unemployment, the increase in competing companies or the rejection by customers.
Due to the fact that strengths and opportunities are superior to weaknesses and threats, Davines must carry out an offensive strategy, optimising its strengths in order to maximise the opportunities offered by the market.
4. [bookmark: _Toc9169697]Evaluation of the Current Position of Davines
The success of Davines is based on the knowledge it has about the tastes of its consumers, knowing how to perfectly adapt its products to existing market segments and offering completely innovative and quality goods. The strategy developed by Davines is the differentiation, based on a strong investment in R&D and marketing, the use of quality ingredients and materials for the elaboration of the products and the prestige with which Davines counts as a company (Davines 2019).
Changes in society are giving rise to new market segments that do not meet their needs until now, or there is not enough supply in terms of cosmetics. Such is the case of the increase in the use of makeup for men or the products adapted to the hair of people of African descent, for which Davines has already begun to be interested and without any doubt, it has been an advantage over the competition.
Likewise, Davines is also constantly adapting to advertising and promotion through social networks, which is a way to access a growing group of young people who know trends in cosmetics through the influencers of the moment instead of through more traditional forms such as the media.
During the last few years sales by Ecommerce are increasing to a great extent, which for Davines has increased by 32.7% with respect to 2015. This is why Davines should increase the efforts dedicated to E-commerce. Currently, there is the option to buy through, for example, the website of Davines http://www.davines.com/, which at the time of making the purchase redirects us to the Amazon, Maquillalia or Primor pages. Once the functioning of the E-commerce has been verified, it is time to increase relations with other sales platforms through the Internet or even to experience the benefit that the Group could create its own sales platform through E-commerce.
On the other hand, at present Davines owns its own stores with some of its brands, and has started the opening of its own stores under the Davines brand. A recommendation for Davines would be the opening of its own stores in which all the company's brands were marketed, with a business model similar to that of the Sephora or Douglas cosmetics chains, where all kinds of brands are distributed, including some of the L'Oréal Group.
Additionally, it can be said that Davines has been successful in its strategy of acquiring successful brands and making high investments in R&D, and therefore, this tactic should continue to be put into operation.
5. [bookmark: _Toc9169698]Comment on “possible growth in trade barriers as a trade war looms between the USA and China and as Russia faces growing trade sanctions”.
During the last recent days, possible growth in trade barriers as a trade war between the United States and China has compounded, as it has been announced by both countries they will put new tariffs on goods of each other. It has been repeatedly said by Donald Trump as the American president that China will pay for the new tariffs, but his economic adviser, Larry Kudlow, admitted that US companies are actually paying tariffs on products brought from China (Champion, 2018).
So, two questions emerge: (1) Is the US president wrong while saying the trade war is in favour of the United States as it will generate billions of dollars for the Treasury? And (2) Who will have to face much lose in case of more intensified conflict?
US tariffs are paid by US importers, not Chinese companies, and these tariffs are in the form of taxes paid to American government (Frolovskiy, 2019).
For the first-time victims of trade wars initiated by the Canadian government's senior adviser Bondi in the free trade agreement negotiations between Canada and the EU, Trump believes that these additional costs are likely to be possible for other countries such as China and Russia. This is only passed to American consumers at a higher price (Frolovskiy, 2019).
China remains the largest trading partner of the United States, with exports up 7% last year. However, the country’s trade flows to the United States fell by 9% in the first quarter of 2019, indicating that trade wars have begun to emerge. According to two academic studies published in March, US companies and consumers imposed tariffs on imported products from China and other countries almost all last year.
Tariffs are easier to understand with the coordination of general rules of conduct applicable to State actors, the protection of intellectual property rights, ensuring fair access to markets and efforts related to the basic protection of workers and the environment surroundings.
And since 2017, the US Office for Foreign Assets Control (OFAC) has implemented 26 sanction programmes (Congressional Research Service, 2019). The economic war against Russia has provoked serious protests among US allies in Europe. Many European companies are studying investment prospects in Iran, despite US sanctions. The war against China will not make many US allies happy, especially in Asia-Pacific. It means that sanctions are always hurtful. Economic wars undermine resources in the same way as armed conflict.
With their sanctions generously serving as a tool for foreign policy, the US will be widely regarded as an unreliable trading partner that balances sanctions with joy. 
Other countries will look for different, more reliable partners. Like any war, the trade war brings problems and benefits no one. There will be dangerous global consequences and no winners. Desiring the success of its policy "the United States of America first", the administration has taken a bad turn.
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