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Executive Summary
Li Ning is a famous Chinese sportwear company established in 1990 by gymnast Li Ning. From the very beginning, Li Ning had been a leader in China’s sportswear market and it occupied the largest market share as compared competitors. However, after foreign brands such as Adidas and Nike entered the Chinese market in response to China’s open up policy, they quickly overtook Li Ning and become bestselling sportswear brand in China based on their design prowess, strong financial backing and skilled marketing management. In the meantime, other local domestic sportswear brands rose and started to capture market share from Li Ning. Being threatened by both international and domestic brands, Li Ning started to pursue an international strategy ever since 1999; however, its international efforts largely failed by 2004 due to the lack of systematic planning. The current report is written with the aim to make appropriate strategy recommendations for Li Ning. It first of all reviews the microenvironment by using the PEST analysis method, then analyses the sportswear industry in China by using the five-forces method; the report also adopts the VRIO model to identify Li Ning’s most valuable resource as a competitive advantage as well as uses the SWOT to analyse the company’s internal and external environment. At the end of the report, it summarizes the findings of various analysis and proposed strategic changes based on the findings. 



[bookmark: _Toc7193]1. Introduction
One major trend of international economy in the 21st century is the quickening pace of economic globalization, which helped to enhance the integration of all world markets. China joined the trend by being accepted into the WTO as a member country and since then, Chinese companies are facing more international competition that forced them to rethink their development strategies. Li Ning Sports Goods Company is one famous Chinese local sportswear company that had to cope with the increased competition due to China’s economic globalization. It was named after its founder, Li Ning, who is a famous gymnast with the nickname of “Prince of Gymnastics”. When the company was started in 1990, it was only making and selling a single “Li Ning” brand sportswear; however, after decades of operation and expansion, the company has increased its product lines to include sports clothing, shoes, hats and sports equipment (Yu, 2010). It was regarded as the first Chinese local sportswear brand and in a sense, it has also become a national brand. As such, Li Ning has developed all key abilities in sportswear manufacturing and marketing, including research and development, style design, manufacturing, retail and distribution. By 2010, Li Ning has developed a nationwide distribution network with 7,915 stores scattered around the country and it was hiring 4,215 employees in its headquarters alone (Li Ning.com,2019). Li Ning’s products are classified by the function they satisfy and they include shoes, hats, sports clothing and sports equipment as well. Li Ning’s products were known for their excellent quality, dynamic and stylish design they are priced well within the financial capabilities of most Chinese; thus, it quickly became the most popular independent sportswear brand in China and the brand was deeply loved and respected by most Chinese consumers. To many Chinese consumers, it was not only a leader of sportswear brands but also a national brand that represents their national pride (Jun, 2007). However, the last decade has seen great changes in China’s sportswear market. International brands have expanded rapidly in China by running expensive advertising and promotion campaigns, actively managing their marketing activities and ferociously acquire or merge with local brands. Domestic brands have also mushroomed as they see the great potential of the growth of the sportswear market in China. 
	Brand
	2017 Revenue (Billions of Dollars)
	2018 Revenue (Billions of Dollars)

	Nike
	2314.91
	2449.30

	Adidas
	1592.90
	1644.10

	Li Ning
	88.74
	105.11

	ANTA
	166.93
	241.00

	Xtep
	51.13
	63.83

	Puma
	310.50
	348.94


Annual Revenue for Top 6 Sportswear Brands in China (2017-2018)
(Linkshop.com, 2019)
As demonstrated in the above table, brands such as Nike, Adidas, ANTA, Puma have consistently performed better than Li Ning for 2017 and 2018. As a matter of fact, with an annual revenue of USD 88.74 billion in 2017 and USD 105.11 billion, Li Ning ranks only the fifth in the top six sportswear brands in China. It means that Li Ning has decreased in popularity and is no longer the most favorite sportswear brand in China. To regain its former glory and success, Li Ning has to realign its strategic efforts. In the next section, the report will analyze the strategic environment and the opportunities and threats in that environment that Li Ning currently faces.
[bookmark: _Toc276]2. Strategic Position
[bookmark: _Toc27063]2.1 PEST Analysis
[bookmark: _Toc23300]2.1.1 Political 
One favourable development in the political environment in China for Li Ning is a recent policy statement from the office of the State Council on the national official position to develop its physical education industry. Titled “Guidelines on Accelerating the Development of Sports Industry” (Yang, 2007). With the explicit support of the central government, China’s sports industry is expected to develop even faster and at a much grander scale. As a national brand that once was leading the development of China’s sportswear industry, this is naturally a great opportunity for Li Ning to enhance its competitive strengths and regain its lose market share from international brands such as Nike and Adidas. The national policy of promoting the development of China’s sports industry favours domestic brands such as Li Ning; in the meantime, Li Ning has enhanced its international reputation by having access to global media exposure in the 2008 Beijing Olympic Games. Considering the favourable policy environment as well as enhanced brand recognition both in China and over the world, as well as the great growth opportunities presented by the Chinese sports industry, Li Ning is no doubt facing the greatest opportunity since its establishment. Sports globalization has brought new opportunities to all sports brands in the world, including Li Ning.
[bookmark: _Toc28592]2.1.2 Social
 The world economy and business are becoming increasingly internationalized, diversified and personalized. As consumers becoming increasingly wealthy and pursue ever more colourful and exciting lifestyles, competition among businesses at both international and domestic level is becoming cutthroat. The same trend also exists in the sportswear industry. As Chinese consumers continue to see their living standards being improved, they are becoming more attentive to their health. As a result, an increasing number of Chinese consumers have developed the habit of taking regular physical exercises, which in turn greatly increased their demand for sportswear and sports-related goods.  This social environment brings more opportunities to the development of Li Ning(Xu,2008).
Based on survey research by Nielsen’s 2015 China Sports Crowd Research Report, as compared to 2007, 80% of consumers in China had purchased sports shoes in 2014 and 70% of those who were surveyed had purchased sportswear. Other sports-related products they have purchased include sports beverages (61% had purchased), sports equipment (41% had purchased); fitness program member cards (30% had purchased). According to Zhang Lin, who serves as the vice president of sports industry research in Nielsan China, China’s booming sports market is only at the beginning stage and there still are development gaps between China and developed countries such as the United States, which hosts more than 700 marathons per annuum. The number of fitness clubs in China is 20% fewer than that of the United States and the number of fitness club members is 10% fewer than that of the United States. Therefore, there is still a huge potential for the sports market in China. In the meantime, Chinese consumers are becoming more knowledgeable with the choosing of their sports equipment. This has forced sports brands to pay more attention to the development of their different product lines to ensure that sufficient differentiation and specialization is achieved in their sports products to accommodate to the different needs of Chinese consumers (Nielsen, 2015).
[bookmark: _Toc31078]2.1.3 Technology
Among domestic sportswear brands, Li Ning is at the leading position in the adoption of technology to enhance its competitiveness. Li Ning was the first company in China’s sportswear business to invest in its research and design by establishing a R&D centre in FoShan, Guangzhou in 1998. However, its R&D were mainly focused on style design rather than the development of new materials and new production procedures, which results in lower perception of technology of its products by consumers. However, the company has realized the importance of the role technology and branding plays in the industry of sportswear and have ramped up its investment in the development of new materials and the optimization of production procedures by cooperating with well-known international firms focused on sportswear research (Li Ning, 2019). 
[bookmark: _Toc16579]2.2 Porter’s Five Forces Model
Porter’s five forces model is a classic strategic tool for managers and researchers to understand the industrial forces that influences a company’s competitive position and therefore strategic choices (Potter, 1997).
[bookmark: _Toc18976]2.2.1 Potential Entrant Threat Analysis
With more than two decades of operation and expansion, Li Ning has established a relative strong entrance barrier that is featured by rich operational experience, product R&D knowledge and skills, brand awareness and market share. At the same time, Li Ning has actively extended to both the higher- and lower-end in the sportswear market to effectively deter the entrance of new comers. Thus, unless the new entrant is backed up by bigger brands with better technological and managerial prowess, they are unlikely to enter the Chinese sports market successfully (Li, 2014). 
[bookmark: _Toc10461]2.2.2 Bargaining Power of Buyers
According to Inderst and Wey (2007), buyers’ power originates from their abilities to withhold demand, whether the buyers are individual customers or organizations. In terms of Li Ning, since it adopts direct-marketing, its customers are individual customers. Although individual customers tend to have powerless against large organizations, the fact that they can easily switch to competitive brands such as Nike, Adidas, Puma, ANTA, etc. means that customers of Li Ning have great bargaining power against the company. 
[bookmark: _Toc4255]2.2.3 Competitor Analysis
The current competition in the sports industry in China is fierce. On the one hand, Li Ning has to compete with major international sportswear brands such as Nike and Adidas and there is still a large gap between Li Ning and international brands that it must find a way to bridge in aspects of brand awareness, research and development as well as overall management. On the other hand, it also has to compete with a number of increasingly competitive domestic brands who are providing better quality for lower prices such as ANTA, Puma, which are grabbing market share from Li Ning by imitating Li Ning’s design while undersell Li Ning (Xu, 2008). 
[bookmark: _Toc12318]2.3 VRIO
The VRIO framework is a useful tool for analyzing the internal resources of capabilities of an organization so as to identify the ones that could bring sustained competitive advantage; it achieves this purpose by asking four key questions: whether the resource is valuable, rare, costly to imitate and whether the organization can exploit the resource to capture value and only resources or capabilities that can satisfy all four questions could result in sustained competitive advantage (Barney & Hesterly, 2010). As previously discussed, Li Ning mainly has three resources: brand name, research and development capabilities, and nationwide distribution network. 
[bookmark: _Toc25921]2.3.1 Brand Name
Although Li Ning is not as popular as it used to be, as China’s first sportswear brand, it commands high recognition and respect among the Chinese population. In addition, the brand of Li Ning is a guarantee of quality to a certain level (although not as good as international brands such as Nike and Adidas) and as a national brand, Li Ning is closely related with national pride. In this sense, the brand is valuable to Chinese customers, is unique due to the fact that it is named after the legendary Chinese gymnast Li Ning, rather costly to imitate due to the difficulty of brand development and the company can continue to exploit the brand to capture value.
[bookmark: _Toc806]2.3.2 Research and Development Capabilities
Li Ning is leading the research and development in sportswear among Chinese sportswear brands (China Daily, 2010). Research and development are certainly crucial for the future of Li Ning and thus it is valuable; in addition, Li Ning can certain exploit its own research and development to capture value. However, it is not rare since international brands such as Nike and Adidas have better research and development abilities in sportswear and Li Ning had to invest heavily just to keep up. 
[bookmark: _Toc18682]2.3.3 Nationwide Distribution Network
Over decades of operation has allowed Nike to establish a sprawling nationwide distribution network that works to its advantage. It is valuable since it guarantees that customers can purchase Li Ning brands conveniently and locally but it is not rare since international brands such as Nike and Adidas as well as other domestic brands have quickly established their own nationwide distribution network. In recent years, the development of e-commerce has made sales to any part of China so easy that many businesses have forgone the development of distribution network and rely on online sales and an efficient logistics network to ensure delivery (Zhen, 2015). Thus, the nationwide distribution network is neither rare nor costly to imitate. 
The following table summarizes the VRIO analysis:
	Li Ning Brand Name

	Valuable?
	Rare?
	Costly to Imitate?
	Can be exploited to capture value?

	YES
	YES
	YES
	YES

	Result: Sustained Competitive Advantage

	Research and Development Capabilities

	Valuable?
	Rare?
	Costly to Imitate?
	Can be exploited to capture value?

	YES
	NO
	YES
	YES

	Result: Not Sustained Competitive Advantage

	Nationwide Distribution Network

	Valuable?
	Rare?
	Costly to Imitate?
	Can be exploited to capture value?

	YES
	NO
	NO
	YES

	Result: Not Sustained Competitive Advantage



[bookmark: _Toc21157]2.4 SWOT Analysis
[bookmark: _Toc14108]2.4.1 Strengths
One great strength that Li Ning has is its relatively lower pricing as compared to international brands. For example, Li Ning’s products are typically priced within the range of RMB 100 to 600 while international brands such as Nike and Adidas typically price their products at least RMB 1,000, which is well beyond the affordability of most Chinese consumers. A second strength that Li Ning has is that it has established a wider sales network in China than most other competing brands. As the founder of China's own national sports brand, Li Ning has certain local advantages. Specifically embodied in the absence of cultural differences, it is easier to judge consumers' purchase preferences and more convenient to communicate with consumers, thus formulating a humanized service suitable for local consumers.
[bookmark: _Toc3199]2.4.2 Weakness
One weakness that Li Ning has is the relatively weak abilities in its research and development capabilities. Although Li Ning ranks as number one among Chinese sportswear brands in terms of research and development, it is still lagging far behind international brands in this respect (Li Ning, 2019). The sports products that Li Ning has developed could not compete effectively with those launched by international brands such as Nike and Adidas; what makes things worse is that Li Ning also lacks the capital to run expensive marketing campaigns such as sponsoring major sports events, as frequently done by international brands. In addition, the quality of Li Ning’s products clearly is inferior than those of competing international brands and the application of science and technology in the design and manufacturing process is also lagging those of international brands. Another major weakness is the unclear brand positioning of Li Ning.  While Nike represented the spirit of transcendence and competitiveness and Adidas represents professionalism in sports, Li Ning seems lack a clear brand personality, which is reflected in consumers’ relatively diverse and ambiguous perception of the Li Ning brand (Weng, 2008). 
[bookmark: _Toc11887]2.4.3 Opportunities
As the living standards of Chinese consumers continue to improve and so are the health awareness and the popularity of fitness activities among the Chinese population, there is a huge potential for the sports industry in China. As the market continuous to growth, it will help to ensure that all sports brands in China will have room to grow and this, in a certain sense, helps to relax the fierce competition among sports brands. In addition, Li Ning has greatly improved its brand awareness by appearing in the 2008 Beijing Olympic Games in China and over the world, this will help Li Ning to gain bigger market share. 
2.4.4 Threats
As previously mentioned, Li Ning faces two major threats. In addition to the international brands such as Nike and Adidas, which are squeezing Li Ning’s market share at the high-end sports market, a large number of local Chinese sports brand have sprung up in the last decade. They survive by copying the design and manufacturing procedures of both international brands such as Nike and Adidas as well as Chinese brands such as Li Ning. They usually offer lower-quality products at much-lower-prices and thus they still capture a large market share and poses as strong competitors to Li Ning at the low-end sports market. 
The following table summarizes the findings of the SWOT analysis of Li Ning:
	Strengths
	Weakness

	1. Affordable prices
2. Large product assortment and great depth in product lines
	1. Research and development lack behind international brands
2. Unclear brand positioning 

	Opportunities
	Threats

	1. Increasing living standards backed up by increasing income
2. Increasingly healthy lifestyle 
	1. Competition from international brands at the high end market and competition from local brands at the low end market


[bookmark: _Toc7576][bookmark: _Toc8967]3.Strategic Choice 
The previous sections have conducted environmental analysis and Porter’s Five Forces analysis to analyze the external and industrial environment of Li Ning; then through the VRIO analysis, it is identified that the brand name of Li Ning is its most important and sustained competitive advantage; and the SWOT analysis identified that it has strengths in pricing and sales coverage, weaknesses in research and development capabilities and brand positioning while facing opportunities of increasing needs for sportswear products and the threats of international and domestic competitors. Combining such findings with the Ansoff Matrix and Strategy Clock, the current section tried to identify the appropriate strategic choices that Li Ning has. 
[bookmark: _Toc13306]3.1 Ansoff Matrix 
The Ansoff Matrix is a strategic tool that considers an organization’s strategic choices alongside two dimensions products and markets and therefore, it is also known as the product-market matrix. The four quadrants represents four strategic choices, including market penetration, where organizations try to increase revenue by increasing sales of existing products to existing markets; new products and services, where organizations try to increase revenue by launching new products and services in existing markets; market development, where organizations try to increase revenue by selling existing products to new markets; and conglomerate diversification, where organizations try to increase revenue by launching new products and services to new markets (Watts, Cope, & Hulme, 1998). Based on the Ansoff Matrix, Li Ning has the following strategic choices.
[bookmark: _Toc31516]3.1.1 Market Penetration Strategy
Li Ning is currently using the market penetration strategy as it tries to compete with both international and domestic brands to sell its exiting products to various customer segments in China with a main focus on the youth. However, in its existing market and with its existing products, Li Ning had failed to sufficiently differentiate its brands from those of competitors; in the past, Li Ning focused on the mass market by providing moderately priced and sportswear with average quality to consumers but in recent years, Li Ning is imitating competitors’ strategies, including its logo and slogan, which reminds customers of similarities to those of Nike (Schütte, Bhattacharyya & Probert, 2013). Thus, the key to succeed in this strategic choice is for Li Ning is to identify a niche market segment and sufficiently differentiate its marketing offers and brand image from those of competitors.
[bookmark: _Toc9522]3.1.2 New Products and Services
Due to the strength of the Li Ning brand name, the company can continue to leverage its brand name to launch new sportswear products, as it has already been doing in the past. However, the same lack of differentiation of its brand from those of competitors creates difficulty for the sales of other products. In the meantime, Li Ning has tried to increase the prices of its products to try to transform itself into a premium brand; however, customers still seem Li Ning products generally lack the level of quality that Nike and Adidas command (Schütte, Bhattacharyya & Probert, 2013). So far, the only product category that Li Ning can leverage to launch new products and services is the badminton category, to which competitors such as Nike and Adidas did not enter and thus Li Ning still retained a leading position (Zhang, 2008). 
[bookmark: _Toc8241]3.1.3 Market Development
An alternative strategy that Li Ning can pursue is to change its focus from youth in first-tier cities to more price-conscious consumers in second- or third-tier cities in China. Li Ning used to be a mass market brand and its advantages lies in its relatively lower-price as compared to international brands such as Nike and Adidas but its quality is still decent enough for the more price conscious consumers in less popular cities (Schütte, Bhattacharyya & Probert, 2013). Thus, Li Ning can focus on marketing its existing products to consumers in second- and third-tier cities.  
[bookmark: _Toc7263]3.1.4 Conglomerate Diversification
This strategy is not recommended for Li Ning as it is highly risky for launching new products in new markets. In the meantime, Li Ning has a serious issue with brand positioning and differentiation and before it can solve its positioning issue, it should avoid adopting this strategy. 
[bookmark: _Toc5508]3.2 Strategy Clock
[image: ]
(Faulkner and Bowman, 1995)
Faulkner and Bowman (1995) proposed the model of strategic clock as a strategic tool for the development of strategies by businesses by the locating of the different stages that companies are at in their own markets. 
[bookmark: _GoBack]Based on the strategy clock model, Li Ning should adopt the differentiation strategies in China. China is a multiethnic country with 56 ethnic groups and people differ in their culture and living habits depending on where they are located in China. Thus, companies operating in China need to realize that they need to localize or differentiate their products and services to better satisfy Chinese consumers(Cheng,2013). Thus, Li Ning needs to carry out extensive market research and correspondingly, design products that cater to the different needs of Chinese customers based on their ethnic culture and local specificities.This may attract more attention from Chinese consumers. For Southeast Asia and India, Lining can choose low-price strategies. Citizens generally have a low living standard due to low-level of income. In response, Li Ning can adopt the cost-leadership strategy by providing low-priced products to satisfy local residents’ need for economy (Li Ning, 2019). Non-competitive strategies can be used  in developed countries such as the United States and Europe, Li Ning has failed to effectively compete with international brands such as Nike and Adidas due to its failure in providing products with better qualities and due to the relatively lower brand awareness(Yu, 2010). Thus, Li Ning should avoid direct competition with international brands in those markets and try to find ways to cooperate with local distribution channels to gradually build up its brand reputation and operational abilities. This will take longer and potentially consume a lot of Li Ning’s financial resources; however, it is less risky than direct competition with international brands and once succeeds, Li Ning will gain a strong foothold in developed markets. One example of this strategy is Li Ning’s appearance in the New York Fashion Week in 2018 to promote its brand awareness before it develops its sales network in the United States in large scale (Zhang, 2008). 
[bookmark: _Toc381]4. Recommendations
Based on previous analysis, there is no doubt that the domestic market, for now and for a very long time in the future, should be the main target market for Li Ning before it can pursue its international strategy wholeheartedly. In addition, the following recommendations are made for Li Ning. 
[bookmark: _Toc5642]4.1 Scientific Brand position
Li Ning needs to Position Brand Scientifically. It takes a long time to build a brand image. Brand positioning is the key and prerequisite to build a brand image, including the establishment of brand LOGO, the selection of advertising language and the choice of image spokesperson. Li Ning should position itself as a middle and high-end professional sports brand. Regardless of brand history or technology content, Li Ning is still unable to compete with Nike and other strong traditional sports brands, and Li Ning should set reasonable product prices to distinguish it from high-end brands. For example, in the same category of products such as basketball shoes, Li Ning shoes can be priced at 80% of Nike shoes. According to the research, 20% price difference can effectively affect consumers'final choice(Gan, 2005). In terms of category, Li Ning should focus on professional sports products, such as professional basketball, football and badminton. In the past, Li Ning's product line covered a very wide range, from basketball, football, badminton to training, sports life, and so on, But there is no special selling point for all kinds of products. With the economic and social development, domestic consumer habits tend to be more rational. Consumer habits in developed countries and regions are earlier than those in China for decades. They will choose professional sports equipment or amateur products according to their needs(Zhang, 2007).
[bookmark: _Toc29417]4.2 Search for beneficial market
Li Ning needs to effectively differentiate its own brand from those of competitors. Li Ning can achieve this by first of all carry out an segmentation, targeting and positioning analysis: by dividing Chinese consumers by their demographic, psychographic, geographic and behavioral characteristics. The key is to find a niche market that is overlooked by stronger competitors so that Li Ning can lock in and expand (Han, 2003). For example, in the market for children’s sportswear, the dominating brands are international brands such as Nike Kids, which are far more expensive for average Chinese consumers; while in the meantime, low-end brands that are cheaply priced generally have a quality that Chinese parents are unwilling to take the risk of for the sake of their children. Thus, Li Ning would have an opportunity to swoop in and design and launch products that are moderately priced but still have trustable quality. At the same time, regional is also a factor to be considered. For example, in cities close to the sea, you can choose to sell more swimming suits and surfboards; in cold areas, you can mainly sell skating supplies and mountaineering clothes and so on(Lang, 2008).
[bookmark: _Toc24807]4.3 Suggestions on Brand Internationalization
For India and Southeast Asian countries. Their living standards are far from those of China and the United States and other countries. That is to say, the local residents' consumption ability is very low. For local people, cheap goods are more attractive than expensive ones. Therefore, the goods sold in these places do not need super-high technology or beautiful appearance, as long as the product with the highest price ratio is the most suitable choice(Lai, 2008).
For developed countries, due to the strong technical advantages of competitors, it is impossible to compete with Nike and other international brands. First of all, it needs to improve its brand image in the international market by learning and developing marketing activities suitable for itself, so that Li Ning can be remembered in the international market better. Therefore, Li Ning can choose badminton and table tennis as the choice to enter the international market. Badminton and table tennis are also popular compared with basketball and football(Shi, 2007). Moreover, badminton does not need a lot of momentum, and the demand for sports venues is small, and the demand for the number of participants is also low, so it is easy to develop into a popular sport. That is to say, badminton products are more acceptable to most people than basketball and football. In addition, China has achieved better results in both sports, and the cooperation and design of products with these sports events can be better remembered.
[bookmark: _Toc19599]Conclusion
China’s sporting goods industry has a relatively short history as it has only begun to emerge since the 1980s. However, it has experienced huge transformations as it transitioned from a planned economy to a market economy and as it embraces modern technologies in manufacturing and management. At the moment, China is still at the beginning stage of a sports industry of great potential and thus, Li Ning faces great opportunities despite the temporary difficulties and challenges. Thus, it is suggested that Li Ning should better segment its customers and fine the niche segment and better position itself against the selected segments; It should also further study the strategic implementation plans for China's and overseas development. Li Ning used to be a very successful brand in China, which made it high recognizable as a national pride, and consumers would love to see it rebound although it is currently lags behind international brands. 
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