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Abstract. This paper analyzes the factors that contribute to Estee Lauder's dominant position in the
daily chemical industry. In this paper, we investigate the company’s strategies, accountings, risk
estimates and future prospects. In the strategy analysis, the 4P analysis method is adopted to
analyze its advantages from the aspects of the price, place, promotion and product and the
company’s strategies under the COVID-19 pandemic. In accounting part, we have analyzed
merging and acquisition, liquidity and efficiency of this company. We compare the debt-equity ratio,
current ratio, quick ratio and turnover ratio to another company, Unilever, to analyze the advantages
in accountings for Estee Lauder group. In the discussion part, this paper analyzes the risks faced by
Estee Lauder group based on the real case, and makes an analysis of the future development
prospects. This paper finds that Estee Lauder can remain invincible in the competition mainly due to
its accurate market segmentation and effective financing strategies such as merger and acquisition
of other companies. Through the analysis of Estee Lauder's competitive advantage, this paper
provides some ideas for other small enterprises in decision-making and marketing.

Keywords: Mergers and acquisitions; 4P analysis; business model; risk analysis; Estee Lauder;
and accounting ratios.

1. Introduction

The personal products sector of the consumer goods industry includes manufacturers of personal
and beauty care products, which belong to consumer staples. Daily use chemicals are technology
chemicals that people commonly use on a daily basis including shampoo, body wash, skin care, hair
care, cosmetics, etc. The improving quality of life, the positive effects of beauty and personal care
on self-esteem and social interaction, and the gradual consumer shift toward premium and luxury
cosmetic brands are a few factors that are likely to propel the market growth during the forecast
period. The global beauty and personal care market is highly competitive, with a strong presence of
regional and global players in the market, where demand is mostly driven by more adaptation
toward skincare routines and consumer awareness about brand know-hows. The most active
companies in the market include key players, like Unilever, The Esté& Lauder Inc and Coty. We
choose to analyze The Esté& Lauder Inc.

Estee Lauder began in 1946 with a $50,000 investment by Mrs. Lauder and her husband,
Newseur Lauder. It was a very small company, and its products consisted only of cleansing oils,
creams, moisturizers, and all-over moisturizing serums [1]. When the revolutionary Youth Dew
perfume was launched in 1953, the Estee Lauder brand earned a reputation for its constant pursuit
of innovation, research and development, and superior quality. Today, the Esté Lauder Group is a
world leader in the cosmetics industry, producing and marketing high-quality skin care, makeup,
fragrance and hair care products that are sold in more than 130 countries around the world. Through
the years, the Esté& Lauder Group has built a family of brands with a unique balance. This balance
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is reflected in the positioning of all the brands owned, in the different consumer groups to which
they appeal, and in the balance of their strengths in terms of category and geography. The company
has many well-known brands, including Estee Lauder, Aramis, Clinique, Perscriptives, Origins,
MAC, LA MER, etc [2]. Estee Lauder has had numerous innovations and creations since its birth.
For example, the marketing techniques that have now been commonly adopted by many cosmetic
brands: product trials, gift-giving with purchases, and promoting women to shop for their own
fragrances were all first innovated by Estee Lauder. Estee Lauder's product style is refined in
research and development and refined elegance, and its thematic products are skincare, color
cosmetics and fragrance products. These cosmetic, skincare and fragrance products are suitable for
oriental people. Estee Lauder products are sold at Estee Lauder counters in major cities across
mainland China, including Beijing, Shanghai, Shenzhen, Guangzhou, Harbin, Changchun and
Nanjing.

We firstly discussed Astrid's strategy, divided into corporate strategy, marketing strategy and
strategy under the new crown epidemic. Secondly, the paper introduces the transaction theory,
mentioning Estee Lauder's mergers and acquisitions, liquidity and efficiency. Finally, we analyze
the potential risks of Estee Lauder in various aspects and make forecasts for the future.

2. Strategies

2.1 Corporate Strategy

Estée Lauder Group is one of the largest premium cosmetics multinational manufacturer and
marketer over the world, whose success is based on its commitment of "bringing the best feeling to
everyone we come in contact with". Notably, focusing on maintaining brand balance is a
fundamental part of the company, which means both core and new brands of Esté& Lauder were
treated equally in the premium channel. In addition, the company not only focuses on new brands,
but also emphasizes deepening existed brands, for instance, maintaining the integrity of classic
products, inventing new categories of cosmetics, and developing new technologies in the
manufacturing processes. Furthermore, Esté& Lauder invested heavily and aggressively in
marketing, including advertisement and commercial promotions, which ensures all the brands own
their unique global images.

The development of Esté Lauder Group is also achieved by acquiring brands or companies
containing business value, which means these brands already had their own market positions before
the acquisition. Interestingly, Esté& Lauder prefers to manage the acquired brands by respecting the
independence of each brand to a considerable degree and developing their personalities. It pursues
its own criteria when acquiring new brands or companies, which can create unique business
opportunities. In addition, the group prefers to build up a complementary relationship instead of a
weaken one with the existed brands of company [3].

2.2 Market Strategy

In this section, we use 4P to describe Estée Lauder Group’s market strategy: Product, Price,
Promotion and Place.

2.2.1 Product Strategy

Products play the most important role in the marketing mix. Thus, when customizing its
marketing mix, the companies need to find out which products need to be produced that can meet
the requirements of the target market. Estee Lauder group owns many famous brands under its
umbrella in China, like Clinique and La Mer. For example, La Mer is a high-end brand that targets
young to middle-aged women over the age of 25 and has a certain income; Clinique targets younger
women between the ages of sixteen and twenty-five, and has a price advantage.
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2.2.2 Price Strategy

Price competition is a valuable tool in marketing activities. Commonly, Estee Lauder determined
product prices according to the strategy that was based on the understanding of consumers regards
to the product value and market demand level. In addition, Estee Lauder used prestige pricing
strategy and product range pricing strategy. The prestige pricing strategy maintained the high prices
of products, while the product range pricing is a type of product mix pricing strategies. In detail,
Estee Lauder always combined together the products with approximate prices as product sets, and
then determined an overall price to sell the sets.

2.2.3 Promotion Strategy

The development of Estee Lauder in China was mainly depended on the precise advertising
direction. When Estee Lauder entered the market of China, it concentrically advertised in fashion
magazines, which directly showed the qualities and characteristics of products, and easily attracted
the attention of readers. The main consumer groups of Estee Lauder were female professionals with
high income and the so called new women who pursued fashion. Presently, Estee Lauder also
shifted the concentration of promotion on TV commercials, which exhibited the products with
sounds and colors, and spread the influence of promotion widely. As mentioned before, the main
consumers of Estee Lauder are women, and typically they are easily seduced by beauty. Therefore,
the effect of promotion on TV commercials is more significant than the conventional channels,
which can widely increase the popularity of products and enhanced the purchase desire of public.
Utilizing the celebrity effect is another promotion strategy of Estee Lauder, for example, the
advertisements of Estee Lauder always chose models or celebrities as spokespersons. In brief, all
the promotion strategies of Estee Lauder significantly increased the sales of products.

2.2.4 Place Strategy

The selling channels of Esté& Lauder were controlled to limited number in order to maintain the
high-level of product positions, which contained exclusive department stores, high-end perfume
stores, professional beauty parlour, duty-free shops in airports, and web-stores.

2.3 Strategy under the New Crown Epidemic

The COIVD-19 has brought Estee Lauder Group's hot streak to an urgent juncture. Esté& Lauder
Group noted that retail stores in most markets around the world were temporarily closed due to the
outbreak. In addition, the sharp drop in flights has hit travel retail. Turnover declined in the
Americas, Europe, Middle East and Africa, but Asia Pacific remained positively profitable. During
this period, most of the Group's factories were still producing and distributing merchandise, despite
the significant decline in capacity. In response to the impact of the new epidemic, Esté& Lauder
announced a "post-epidemic plan”. One of the key elements of the plan is the layoff of staff and the
closure of physical sales stores. The company currently estimates a net reduction of approximately
1,500 to 2,000 jobs worldwide and will close 10-15% of its freestanding stores in the U.S. and
European markets.

Estee Lauder is paying more attention on its skin care products, which remain the fastest
growing speed in the beauty market. However, it not means Estee Lauder is ready to give up the
cosmetics, but searches more innovations to digest the sluggish sales in the category. A study found
that much business is now conducted online, and many beauty industries experienced growth of 20
to 30% in online revenue during COVID-19. To keep advance, Esté Lauder quickly changed the
method of delivering services to consumers. In-store beauty consultants of Estee Lauder have also
shifted to social selling in order to continue promoting products at home. For example, numbers of
work has been done to ensure La Mer can contact all the loyal consumers in China to find whether
they wished to refill any products at home. Therefore, they have achieved the goal of reducing
customer churn rate.
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3. Accounting

3.1 Trade-off Theory

Trade-off Theory is a business model that involves offsetting the costs of debt against the
benefits of debt. Trade-off Theory states that the cost of debt should be always be lower than the
cost of equity as the tax can be deducted from the interest paid on debt. Estee Lauder has a very
high leverage in the perspective of tax shield. Due to the tax shield, Estee Lauder therefore could
reduce their debt. Estee Lauder group needs to consider about how much debt they can afford. If
they consider about this element, they may save taxes from the reasons of debt.

Estee Lauder Unilever

Q4 2005 Q1 2007 Q2 2008 Q3 2009 Q4 2010 Q2 2013 Q4 2015 Q22018 Q4 2020

Fig. 1 Comparison of debt equity ratio of Estee Lauder and Unilever[6]

In this research, we used Unilever as an example to compare with Estee Lauder group. (The
chart above [Figure 1] shows the comparison of debt equity ratio of these two companies) In this
chart, it is obviously to know that for most of the time, the debt equity ratio of Estee Lauder is
smaller than Unilever’s. After reviewing the data of these two companies, we found that the thing
Estee Lauder group should deserve is to raise their debt ratio in order to save taxes.

According to trade-off theory, Estee Lauder should avoid the huge amount of taxes, lower the
agency costs occurring by the conflicts between shareholders and managers benefits and also
increase the costs of financial distress and bankruptcy [4].

3.2 Mergers and Acquisitions

After the acquisition of Becca Cosmetics, a company that was merged by Estee Lauder in 2016,
Estee Lauder Companies acquired Too Faced Cosmetics for $1.45 billion, which was the largest
acquisition in the company’s history in December 2016. This transaction would bring in about 5.4
times of the revenue for Too Faced Cosmetics. This act of acquisition had raised Estee Lauder’s
profile in prestige daily chemical industry. After the acquisition, Estee Lauder announced they will
keep tracking with the opportunities to merge and acquisition.

Estee Lauder continued merging the companies to get more benefits after the acquisition of Too
Faced Cosmetics. In June 2017, Estee Lauder first invested in Deciem [5], and it bought a 29%
stake in the company, according to public filings. In February 2021, Estee Lauder Companies
announced the official statement that they invested an additional $1 billion in Canadian beauty
company Deciem, increasing its stake in the company from 29% to 76%. Estee Lauder states this is
the first stage of full acquisition of the company by group, which will be completed within 3 years.
This transaction valued Deciem at $2.2 billion. This time of acquisition has become a larger
acquisition than the one for Too Faced Cosmetics.
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3.3 Liquidity and Efficiency

From liquidity perspective, the current ratio of Estee Lauder we have calculated in 2021 Q1 is
1.72, which indicates a good current ratio. In this case, the company could have more than enough
cash to service its debt and use its capital efficiently. Compared the current ratio to Unilever we
have selected as an example, which about 0.73, Estee Lauder Companies show a better ability on
paying short-term obligations than Unilever. The quick ratio for Estee Lauder is 1.32, which means
the company should not have any trouble when paying the short-term debts.

Estee Lauder Unilever
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Fig. 2 Comparison of current ratio of Estee Lauder and Unilever [6]
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Fig. 3 Comparison of quick ratio of Estee Lauder and Unilever [6]

The upper chart [Figure 2] shows the comparison of current ratio of Estee Lauder and Unilever
[6], while the lower chart [Figure 3] shows the comparison of quick ratio of these two companies.
In both of these two charts, we could notice that Estee Lauder have a much higher current ratio and
quick ratio than Unilever. Therefore, it is clear for us to know that in the select range of years, Estee
Lauder group has a much better situation on paying short-term obligations than Unilever.

Estee Lauder has a total asset turnover ratio of 0.92 from the efficiency perspective. As we can
see, Estee Lauder therefore does not have a good asset turnover ratio. The total asset turnover ratio
is less than 1, which means Estee Lauder’s total assets may not able to produce enough revenue at
the end of the year [7]. Unilever, however, only owns a total asset turnover ratio about 0.06, which
means it’s much lower than the ratio of Estee Lauder. The greater the total asset turnover, the better
the efficiency of the company. A good asset turnover ratio should be about 2.5 or more.
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4. Discussion

4.1 Risk of Customer Trust Crisis

Consumer trust and loyalty affects the product market dramatically. [8] According to the data
report of Thailand tourism industry, customer trust and loyalty have a significant positive impact on
the willingness to purchase local products again (Laparojkit and Suttipun, 2021). Recently, [9]
Estee Lauder (Shanghai) Trading Co., Ltd. added a new administrative penalty and was punished
for false or misleading business propaganda, the penalty content was a fine of 400,000 yuan.
Besides, it was ordered to stop illegal behavior, while this was not the first time. Estee Lauder has
been punished because of similar problems. Many netizens said that a mere 400,000 yuan fine for
big cosmetics companies is hardly a lesson. Some netizens even calculated a sum of account: an
Estee Lauder small brown bottle costs 1150 yuan, the monthly sales of 60,000 bottles, 400,000 yuan
about 348 bottles. The fine was relatively small, but the Twitter hashtag Estee Lauder was fined
400,000 for false publicity and has been viewed more than 300 million times, even though it was
two of Estee Lauder's brands that were punished, many netizens have already complained about
other brands and products of Estee Lauder under the topic (Wang, 2021).

This is an example of Estee Lauder facing a crisis of consumer confidence and the corporation
increased the risk of losing customers as a result of this misbehavior. To solve the crisis of
consumer trust and reduce the risk of customer loss, Estee Lauder must take appropriate measures
to attract customers. It is because of false advertising and excessive marketing that the enterprise
not only lost 400,000 yuan but also damaged the image of the enterprise. Therefore, achieving
authenticity is the main goal of the enterprise. Estee Lauder should pay attention to the quality of
the product and the most important thing is that the real product should match the quality of the
product shown in the advertisement.

4.2 Price and Market Risk

Price is a very sensitive factor that difficult to control in the marketing mix, which is directly
related to the acceptance of products that are produced by the market, affects the market demand,
and the profits of enterprises and involves the interests of producers, operators, and consumers. At
the time of pricing, the enterprise should make its objective clear at the present stage, which is to
maintain survival, maximize current profit, maximize market share, or optimize product quality.
[10] Zhuang, Leszczyc and Lin (2018) pointed out that the price factor provides the most effective
information for the product market. In the Chinese market, the price of an ordinary Estee Lauder
lipstick is 230 yuan, and the price of a basic skincare product is about 600 yuan. As a luxury-goods
maker, Estee Lauder faces the challenge of what prices consumers can afford, as the percentage of
Chinese women who spend more than 500 yuan a month on cosmetics is still small. So Estee
Lauder could follow the footsteps of its competitors L ‘Oreal and Procter & Gamble and cut prices
when appropriate to break into the market. However, customers are a large and complex group and
there are great differences in consumer psychology, buying habits, income level, geographical
environment, and cultural environment. Therefore, different consumers and users have certain
differences in their demands and purchasing behaviors for the same type of products.

Therefore, enterprises need to carry out market segmentation, selection and positioning. Estee
Lauder products with its tradition, quality, innovation, fashion, diversity, wisdom, tolerance, and the
responsibility of the brand concept to meet the wishes of many yuan noblewomen, and as a luxury
manufacturer, Estee Lauder has never intended to lower the price. Therefore, the customer group it
faces can be positioned as middle and high-income women.

Furthermore, according to the different regions and age groups, differentiated marketing
strategies can be used for marketing, such as 20-year-old women are most worried about blackheads,
30-year-old women are most worried about dark yellow skin, and 40-year-old women are most
worried about wrinkles; The skin of northeast women is fair but slightly rough, with redness and
dullness. The skin of southeast women is fair and delicate.
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4.3 Competitor Risk

Comepetitor risk plays a significant role in market in cosmetics market. [11] Kim and
Reinschmidt (2011) indicated that the outcome of competition depends on the risk behavior of
competitors, which in turn is affected by the attitude of the organization to risk. The behavior of
competitors is crucial in the process of risk management. Take the Chinese market as an example,
in recent years, advocating domestic products has become a mainstream trend that cannot be
ignored by Chinese consumers. A growing number of consumers are turning away from
international luxury brands like Estee Lauder and supporting the growth of China's homegrown
cosmetics industry. The main body of cosmetics production and management in China is on the rise.
In 2014, there were 4,316 cosmetic enterprises in China, and by the end of November 2018, there
were 4,664 cosmetic manufacturers. Driven by strong consumer demand and national policies,
cosmetics import volume and import amount continue to increase in recent years. In the first half of
2019, 105,900 tons of beauty cosmetics and skincare products, up 19.2% year-on-year. Imports
amounted to the US $4.135 billion, up 46.5% year on year. Meanwhile, China’'s cosmetics exports
continue to increase. In 2018, China exported 208,800 tons of beauty cosmetics and skincare
products, up 15.6% year on year. The export value was $2.469 billion, up 21.5% year on year. In
the first half of 2019, the export volume and value of China's beauty cosmetics and skincare
products both increased. In terms of market share, Chinese cosmetics brands have accounted for 56%
of the market share. Domestic cosmetics brands mainly focus on the low-end market, while
overseas and joint venture brands mainly occupy the high-end market.

Therefore, if Estee Lauder wants to maintain its brand advantage, it needs to take the high-end
market as its main market and maintain its image as a high-end brand. Despite the gradual rise of
the daily chemical industry, people are still more willing to trust international brands with a certain
historical background in skincare products

5. Conclusion

Estee Lauder as a long history of the daily chemical brands, has established a profound brand
culture and consumer base. As can be seen from the above analysis, Estee Lauder was able to
maintain stability in the face of the impact of such extreme conditions as the epidemic and did not
suffer fatal trauma like some brands. Precise consumer group positioning, market segmentation,
excellent product research and development, perfect sales strategy, a long history of brand culture
and philosophy, are the guarantee of Estee Lauder's sustainable development. In addition to its
conditions, the daily chemical market is also more and more attention. Although increased
competition will bring great challenges to Estee Lauder, more opportunities.

As COVID-19 has impacted the world a lot, Estee Lauder Companies also suffer a lot from the
pandemic. The group has donated a lot of either money or materials since the start of the pandemic.
Due to the COVID-19 directive, most of London’s retail stores in the Americas and Europe have
been closed since mid-March in 2020 whether operated by the company or its customers. As the air
travel continues to decrease significantly, the COVID-19 primarily affected the company’s travel
retailing business. In financial aspect, Estee Lauder group has improved financial flexibility and
liquidity due to the effects of COVID-19. In the second quarter of 2021, the net sales increased
from the previous quarter despite setbacks caused by the COVID-19 pandemic. For the current
fiscal year, Estee Lauder expects to maintain in growth and continue achieve sequential sales
growth. The company sets their plan to return to its long-term sales growth targets of 6% to 8%. In
addition, they expect a 50 basis point increase in operating margin and double-digit growth in
adjusted amortized earnings per share in constant currency after the pandemic recovery period. In
addition, reputation theory plays a significant role in the development of an enterprise.
Pifeiro-Chousa, Vizcamno-Gonzdez and Ldpez-Cabarcos (2016) indicated that, if entrepreneurs
think that reputation is a source of risk, analysis will be built into a prisoner's dilemma model,
through the prevention from the reputation of the enterprise sustainability threatened to solve this
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problem Second, if entrepreneurs believe that reputation is a competitive advantage, and analysis
was framed as the innovator's dilemma, won a high reputation from the entrepreneurial support
opportunities to solve. In terms of the Estee Lauders, its reputation influences the consumers’
choice dramatically and should be a competitive advantage. As a well-known brand in the
cosmetics industry, the Estee Lauder's reputation appeals to a large number of consumers to buy
cosmetics and skin care products. Generally, the social group focuses on the comments of the
luxury even rather than their quality. Nevertheless, product quality determines the reputation. Only
by ensuring the quality of products, continuous innovation, and creating healthier, more effective
and more efficient cosmetics can the reputation be guaranteed. This would also be an emphasis of
the strategy of the Estee Lauders in the future.
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