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[bookmark: _Toc4355364]Executive Summary
Avon was founded by David H. McConnell, in 1886, the company produces beauty products, fashion and home products (New Avon, 2017d). Nonetheless, the company has bee losing market-share for few years, but the SFF makes it possible to evaluate several strategies to revitalise the organisation. The SFF, enabled a holistic diagnosis of a company’s operations and tools, such as the SWOT Matrix, SPACE Matrix, BCG Matrix, IE Matrix, and QSPM will be deployed to examine, Avon's positions, internally and externally, financially, and in the market.  And these tools could enhance the quality of strategic decisions.

[bookmark: _Toc4355365]1.0 INTRODUCTION
Avon empowers women to be self-sufficient by earning an income, provides numerous training opportunities for Representatives, and are very keen on relationship marketing that is face-to-face but have adapted digital-technology to their relationship-marketing to enhance representatives reach and productivity (New-Avon, 2017c). Avon is one of the leading direct-sellers of beauty and related products (Avon-Products, 2019). This is the historical business model a B2B. 
Avon prides itself to be a company for women, and this is attested to by numerous philanthropic actions for women by committing to Avon Foundation for Women, stand4her, Freedom to Earn, Power of Beauty, Breast Cancer and Violence Against Women and Girls. They are an ethical company by committing to reducing environmental impact, operating responsibly and adopting ‘be the company for women’ in their business-model (Avon-Product, 2019e;f). Despite these commitments, the company has been experiencing declining sales since 2014 (CSIMarket, 2019e). Nonetheless, Jan Zijderveld, Avon CEO, elucidated that the company was at the initial stages of turn-around plan and they are witnessing improvement in revenue trends in 4 of the top 5 markets (Avon-Products, 2019g; figure 1),  but the company has been recording losses for several years (Avon-Products, 2019h)

[image: ]


[bookmark: _Toc4355366]1.1. E-Business
Avon has always been the original social-seller, a door-to-door, face-to-face business-model which is a form of B2B, but the IoT era is forcing Avon to adopt the digital- B2B model, Avon needed to shift from ‘off- to online networks’, and Avon Cosmetics has gone Digital and now distribute brochure through WhatsApp or Facebook (Avon-Products, 2019h Bloomberg, 2018). Timmers (1999) defines a ‘business model’ as:
An architecture for product, service and information flows, including a description of the various business actors and their roles; and a description of the potential benefits for the various business actors; and a description of the sources of revenue. 
The implication of digitization is disintermediation which is the direct selling from Avon’s web site and then secondly, the reintermediation which is selling through online intermediaries.
Still, Chaffey (2011) averred that a business model is a statement detailing how Avon would generate revenue, the targeted customer, to identify the product, the value-added services.
This has necessitated the appointment of key Vice-President to manage this strategy (Avon-Products, 2018j), and the strategy is accompanied by new IT capabilities Supply-Chain-Management in order to process and fulfil deliveries, a ‘15% reduction in inventory levels and 25% reduction in Stock Keeping Units (SKUs) and a 10% reduction in its global headcount.’ (Avon-Products, Inc, 2019c)
[bookmark: _Toc4355367]1.2 Strategy

For Avon’s Strategic management it would be pertinent for them to understand their strategic position before making strategic choices (Johnson et al 2011). To revitalise the company, the management team have set a new strategic direction, this must be after identifying their market position. This is possible by evaluating and analysing their internal and external environment (Hooley et al., 2008). Mintzberg (1978) alluded to the difficulty of defining strategy, however, Johnson, et al., (2011) suggested that strategy is an organisation’s long-term direction that must be agile and adaptable to volatile market conditions. 
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The new strategy to transform the fortunes of Avon is being led by the new CEO and new leaders including the appointment of a Chief Strategy and HR Officer to drive transformation and a new digital and Technology officers (New-Avon, 2017b; PRNewswire, 2018b; 2019d; WSJ, 2017; Bloomberg, 2018; MarketLine, 2018c; figure 2). 

[bookmark: _Toc4355368]1.3. Financial
From Avon’s financial report, the company is operating at a loss (Bloomberg, 2019a;c), Avon has been underperforming in so many key sectors when compared to Loreal figures 3, 4, 5,6,7,8) (Avon-Products, Inc, 2018).
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From figures 3 and 4, Avon’s P/E ratio is nil compared to Loreal’s 34.07. the P/E ratio measures Avon’s current share price relative to its per-share earnings (EPS). From figure 3 Avon did not pay any dividend, this company may not be attractive for investors, because the P/E ratios are used by investors and analysts to determine the relative value of a company's shares in comparison to a-like-for-like. The problem is evident in the balance sheet where the investors are in deficit of $904.5. 

Figure 5. Avon’s Balance Sheets as at[image: ] 
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(Avon Products, Inc, 2019d) 
Figure 6[image: ]

See appendix 1 for the rest. 
From figurefigure, total asset is decreasing, and total liability is steady for 2018, but figure 8, shows  Avon’s debt will increase from 2019 and beyond. This will impact the leverage or gearing ratio of the company. 
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From figure 9, the profit margin is -5.54%, the company failed to capitalise at the end of the year sales.
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[bookmark: _Toc4355369]2.0 RESEARCH MODEL AND METHODOLOGY

David's strategy formulation framework (SFF) is a tool that helps strategists to generate feasible alternatives that could assist the company in its goal. Hence, this paper will utilise the SFF to update Avon's business strategy. The SFF is adaptable into a decision-making framework. The SFF could be identified, evaluated and selected in three stages: (1) input stage, (2) matching stage, and (3) decision stage (Figure 3) (David, 2011). Most importantly, the weightings used in the SFF are mere estimates without any quantitative data, but they are based on the strategist assumption. For the SFF to be effective, Avon’s input and collaboration are critical in order not to compromise culture, market know-how, local knowledge etc.
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[bookmark: _Toc4355370]2.1. Stage 1: The Input Stage

[bookmark: _Toc4355371]2.1.1 EFE
Here , David (2011) posited the view that, this stage encapsulates the vital information that is necessary for the formulation of strategies that includes the External Factor Evaluation (EFE) which is the Matrix that summarises and evaluates economic, social, cultural, demographic, environmental, political, governmental, legal, technological, and competitive information. The EFE enables Avon, to evaluate opportunities and threats that face the company in the macro-environment (David, 2007). 
From the previous SFF, Avon was acquiring companies, but now the company is divesting by selling many acquired companies to raise cash. In the same period, Avon was investing in many countries including Brazil, but they have faced several litigations in addition to sudden high taxes in Brazil. The rating and the weights (old 0.08/ new 0.07) for overseas investment is similar (3).
Furthermore, the global recession is not fully abated, and the company is severely impacted by currency fluctuations (Avon-Products, Inc, 2019d). Avon has got a bad name in Brazil and with shareholders. Their careless handling of bad-debt and Brazilian sales-representatives has led to shareholders investigation with potential litigation, unchanged from old SFF (MarketWatch, 2019c). 
The old SFF viewed online-markets as becoming popular, but now, it has become a major reason why Avon is struggling and is also a major catalyst for survival and growth. Avon has made a significant investment into the digital platform to support face-to-face, direct-sales marketing, and efforts are directed towards-online marketing (opportunities 4,5,7,11), and these items carry a lot of weights and ratings. The company’s restructuring efforts look to be working even though they are yet to make a profit.  
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The IFE focuses on activities that could be controlled by the organisation (David, 2011), From the IFE matrix in figure 13, Avon is still a globally recognised company, but they are no longer the biggest B2B or B2C sellers in the world. Also, door-to-door sales are fading, and embracing online-sales will be critical in the era of IoT. The old SFF weights (0.07) and rating (4) for direct-seller is similar to the new. Despite all the ethical and charitable works done by Avon, it has not translated into profit so is not relevant. 
Avon is a loss-making business and is unable to provide steady growth rather, its sales and market-share are declining. Unlike before, the local representatives are now cooperating and are embracing digital technology as a tool rather than as a threat, this will boost sales.
Avon has bigger problems than before, they have lower cash flow, they are divesting to raise cash. Avon has a new model to re-capture the American market, as they are losing market share. 
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The CPM focuses on competition, (David, 2011) and Avon is losing market-shares to competition according to figures 14. Customers are no longer loyal (rating from 0.3 to 0.2. In figure 15, Avon’s sales are contracting in every region. In Latin America by -25.89% 16, while the industry has continued to experience yearly growth (figure 19). Avon’s revenue is far among the leading 20 beauty manufacturers worldwide in 2018 (in billion U.S. dollars) (Statista, 2018). Their competitors are more stable and adopted digital-technology earlier than Avon.  But, in the skincare section Avon is still competing. Likewise, Avon has realised its error for not embracing digital-technology early, and digital-technology is now a tool to transform the organisation (Avon-Products, 2019h). 
Again, Avon must capitalise on the Fragrance market, although it accounts for only 2.22% market share, it has growth potential ( CSIMarket, 2019b; Grand View Research, 2019; MarketWatch, 2019a). Worryingly, Tupperware Brands a relatively new company, copied the Relationship-based-Selling famously developed by Avon and they are outperforming Avon in the skincare department by having 25.45 % (Tupperware, 2019).
Still, the outstanding performance in Beauty segment improved Avon’s market share to 15.21 % (figure 17) and ensured that revenue grew by 83.44 % (CSIMarket, 2019c). The 0.89 % share in the Home sector needs urgent attention. In general, there is room for growth and increased market-share as global cosmetics market grows (figure 19).

[bookmark: _Toc4355374]2.1.4 The Nature of the Cosmetics Industry
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[bookmark: _Toc4355375]3.0. Stage 2: The Matching Stage
	The Matching Stage evaluates both the micro and macro business environments and develops strategies for addressing the evaluation. Tools for this phase are the SWOT Matrix, the SPACE Matrix, the BCG Matrix, and the IE Matrix (David, 2007; figure 20).
[bookmark: _Toc4355376]3.1. Avon’s Strengths-Weakness-Opportunities-Threats (SWOT) Matrix
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The TOWS approach to SWOT offers more than a snapshot. It facilitates strategy formulation. TOWS evaluates Avon's external opportunities and threats and compares them to their strengths and weaknesses. Nonetheless, from figure 20, the items coloured in yellow are new opportunities and strengths while the red coloured items are new developments in Avon’s weakness and threats.
From the SWOT analysis, Avon has a lot of strength, their brand name, the strength of their sales representatives, and their direct-Selling is boosted by utilising the digital platforms. The new Avon-branded networking sites could expose Avon to new demographics and new markets. The whole essence of rebranding Avon’s is to bring younger generations and boost sales.
Avon uses the strength to counter weakness; the R and D must continuously develop innovative products to compete with the market leaders and Avon need to develop more premium fragrance products, these product’s ‘contribution’ will improve profitability, and this is a way to counter weakness-threat. 
The appointments of new senior managers across the company in redirecting, modernising and developing new products, new supply-chain-systems is leveraging Avon’s strengths and capitalizing opportunities. They are reducing staff and inventory by 10% and 15%. That’s a lot of overhead cost being eliminated, thereby improving their profitability. 
[bookmark: _Toc4355377]3.2. Avon’s Strategic Position and Action Evaluation (SPACE) Matrix
	The SPACE Matrix focuses on the strategic position of the company and is based on internal dimensions; financial-strength and competitive-advantage, are essential to the organisation’s strategic position, while the external-dimensions of environmental stability and industry strength highlights the strategic position of the entire industry (Radder and Louw, 1998; figure 21), and SPACE evaluates the best strategy in moving forward. Avon must choose the best strategy and the options include aggressive, conservative, defensive or competitive.
[image: ][image: ] 
[image: ]

Macrotrends (2019); MarketWatch (2019a,b); GlobeNewswire (2019) all alluded to Avon’s is in a vulnerable financial position. Avon is underperforming in virtually every major financial indices. In figure 22, Avon’s inventory turnover was is 4.1 whereas Loreals was 1.34, which means Avon maybe incurring more holding cost, while the Loreal supply-chain-management system looks to be more efficient. 
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Avon is in a very competitive market, but with major competitive advantages in a high-growth industry (Grand View Research, 2019; GlobeNewswire, 2019). A Competitive strategy is characteristic of an attractive industry in an unstable environment. Therefore, Avon must continue its investment in digital-technology and the digital contents to attract younger generations to increase market-share and expand the product offering. The restructuring exercise must be continued to invest in productivity, improve operational efficiency, cut costs, collaborate with other organisations for economies of scales or product development. 
[bookmark: _Toc4355378]3.3. Group (BCG) Matrix
The BCG enable corporations to analyse their business units or product lines. The BCG identifies the various "Strategic Business Units" (SBU's) in Avon’s portfolio that is the various products/brands. SBU's are classified into two dimensions: relative market-share and industry growth rate. The BCG evaluates the market-share position and is defined as the ratio of each brand market-share in its industry to the market-share held by the largest rival firm in that industry (David and David, 2016).
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The BCG in figure 23 (appendix 2,3) reveals that the Skincare brands is the cash-cow for Avon, Avon has about 22.98% market-share. This is important as the global Skin Care Products Market will be worth $183.03 Billion By 2025 with a growth of 4.4%. Avon needs to step up R&D as well as marketing efforts as there is increasing demand for natural, herbal, and organic products (Grand View Research, 2019)
[bookmark: _Toc4355379]3.4 Avon’s Internal- External (IE) Matrix
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From the IE, Avon was average on both the EFE and IFE weighted scores, the IE matrix is still the same as previous SFF (figure 24). 
Financial strength is, however, of critical importance and Avon could pursue a competitive-strategies that includes backward, forward, and horizontal integration; market penetration; market development; product development; and joint ventures (Avon-Products, Inc, 2019c; Bloomberg, 2019b).


[bookmark: _Toc4355380]3.5 Grand Strategy Matrix
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Avon competes in a growing industry, but they can’t effectively compete. They have competence in the b2b and b2c, thus, market development, product development and market penetration are there focus. 


[bookmark: _Toc4355381]4.0 Decision Stage
-	Phase Two – The Matching Stage. Here, both the micro and macro business environments are analysed and considers, then further strategies are developed to remedy the findings. Tools for this phase are the SWOT Matrix, the SPACE Matrix, the BCG Matrix, and the IE Matrix (David, 2011).
[bookmark: _Toc4355382]4.1 Quantitative Strategic Planning Matrix (QSPM) for Avon 
The QSPM tool utilises the other matrices in establishing the best, the most attractive and most beneficial alternative strategy to Avon. The QSPM tool is used to examine which key external and internal critical success factors that could be capitalised upon or improved. Please note, all the numbers used in these matrices are based on the researcher’s intuition (Chaffey, 2011) (David, 2011). From the QSPM matrix beneath (figures 27 and 26), Avon is advised to pursue option 2. Which is to Improve the digital, online marketing strategies. The company was very slow in adopting digital B2B, B2C.
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[bookmark: _Toc4355383][bookmark: _GoBack]6.0 ADVANTAGES OF SFF

David (2011) advanced that SFF makes it possible to evaluate several strategies simultaneously. Peter Drucker believed that in Strategic management, quantification alone is not planning. Drucker argued that some important issues in strategic management are unquantifiable. Although, quantitative approach is very useful in gaining a quantitative perspective. 
Furthermore, the SFF is a tool that shows a step by step stages and allows the previous factors into the next stage in the strategic analysis of the decision-making process  (David, 2011).  
[bookmark: _Toc4355384]6.1. THE LIMITATIONS OF THE STRATEGY FORMULATION FRAMEWORK
A notable limitation of SFF is it relies on the consultant’s intuitive judgement and assumptions. The attractiveness scores, the ratings and weights were not really based on objective information (David, 2011).  
Other limitations are that the QSPM depends on the quality of the prerequisite information and matching analysis and materials it is based on. 
SFF could also be limited by regional culture, organisational culture and political climate such as BREXIT, the Mexico wall President Trump is trying to build (USAToday, 2019), trade wars between US and China (CNBC, 2018). 

[bookmark: _Toc4355385]7.0. CONCLUSION
David (2011) argued that the essence of SFF is to determine how well Avon is doing, whether they are doing the right things and how it can be improved or amended. It is clear through Avon's struggles that is a strategic failure for many years. 
The SFF despite its limitations, enabled a holistic diagnosis of a company’s operations by using several tools, such as the SWOT-Matrix, SPACE-Matrix, BCG-Matrix, IE-Matrix, and QSPM to examine, evaluate Avon’s positions, internally and externally, financially, and in the market.  And these tools could enhance the quality of strategic decisions. Still, the SFF also ensure that alternative strategies are developed until the most appropriate strategy is found. 
Finally, the SFF cannot stand in isolation, but it must recognise an organisation’s culture and political environment. 
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Figure 18 Annual growth of the global cosmetics market from 2004 to 2017
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Figure 18 Revenue of the leading 20 beauty manufacturers worldwide in 2018 (in billion U.S. dollars)
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Figure 20. SWOT Matrix for Avon
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Figure 21. Factors that Make Up the SPACE Matrix Axes for Avon
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Figure 23. BCG Matrix for Avon

Relative market share position

industry salesgrowth rate%

Home

0.89%

%) %)
Skincare. 22.98%|
Fashion 8.75%
Cash Cows \H;
v
4.40%] %)
High Medium





image35.png
Figure 24 Avon'’s Internal- External (IE)
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Figure 25. The Grand Strategy Matrix for Avon
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Figure 27 Outcomes of Techniques in Matching Stage

[Aiternative strategies [swor_Jseace [scc e [Grano_TroraL
Forward Integration X X X X 4
Integration Backward q
Integration Horizontal X X X X X 5
Integration Market X X X X X 5
Penctration Market X X X X X 5
[Development Product X X X X X 5
Development Related X X X X X 5
Diversification Unrelated __|x X X X X 5
Diversification Retrenchment

x x x x x 5
Divestiture Liquidation B





image38.png
Figure 26. QSPM for Avon
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