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Executive summary.

The report provides an overview of the circular economy and discusses how the principles could help businesses develop sustainable business practices. Furthermore, the report conducts an analysis of Adidas’s circular credentials and identifies how the business is attempting to transition to the circular economy. Firstly, the report assesses the environmental impact of the linear economy and discusses how the circular economy could help to address several global challenges. 

Secondly, the report provides an overview of Adidas’s business operations and outlines the organisation’s primary sustainability goals. Furthermore, this section of the document analyses Adidas’s ‘Three-Loop Strategy’ and discusses the initiatives that Adidas has implemented to achieve its strategy. Thirdly, the report conducts a (SWOT) analysis to identify the main challenges associated with Adidas’s circular development. Finally, the report provides a set of recommendations that address Adidas's key challenges and support the business's long-term goals. 
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1. Introduction.

The purpose of the report is to consider how the principles of the circular economy could underpin responsible business. Additionally, the report aims to analyse Adidas and discuss how the organisation has adapted its business model to fit into a circular economy. Furthermore, the report will conduct a (SWOT) analysis to highlight some key challenges associated with Adidas's strategy and discuss how the business can improve its circular economy development. 

Since the industrial revolution, the linear economy has been the primary business model 
adopted by businesses to achieve economic growth. An article published by Santander (2021) explains that the linear economy refers to an economic model whereby raw materials are extracted from the Earth and used to make products that are then sold to consumers and thrown away after use. Furthermore, Viera (2015) explains that the linear economy has had a negative impact on the environment and has created vast amounts of waste. 

An article published by the World Economic Forum (WEF) states that globally, society produces 400 tonnes of plastic waste annually. Furthermore, there is an estimated 179 million tonnes of plastic waste in the ocean, and 85% of all plastic produced is thrown away (WEF, 2022). Additionally, statistics published by the European Parliament (2020) reveal that the textile industry is responsible for 20% of global water pollution. 

Also, the fashion industry is responsible for approximately 10% of global carbon dioxide (C02) emissions (Zurich, 2023). The statistics show that the linear economy has caused extensive environmental damage and is not a sustainable business model. Furthermore, Jørgensen and Pederson (2018) suggest that to become more sustainable, it is essential that businesses transition to a circular economy. 

An article published by the European Parliament (2015) explains that the circular economy is an economic model for production and consumption. The primary purpose of the circular economy is to extend the life cycle of products and reduce the environmental damage caused by economic activity (Chatham House, 2021). The circular economy is characterised by three primary objectives: 

· To eliminate waste and pollution.
· To circulate products and materials.
· To regenerate nature. 			(Ellen MacArthur Foundation, n/a).

Firstly, a key aspect of the circular economy is to remove waste and pollution from the product life cycle. Currently, many products are designed to be disposable and once consumed, the materials are disregarded as waste (Szaky, 2019). For example, plastic bags are made from single-use plastics, and less than 1% of all plastic bags are recycled worldwide (The World Counts, n/a). Therefore, a circular economy framework posits that all products should be designed with recyclable materials to eliminate waste from the product life cycle (Ellen MacArthur Foundation, n/a).

Secondly, an important principle of the circular economy is to circulate products and materials to maximise their value. Vrzel (2022) explains that products and materials can be circulated through two primary cycles, the technical and biological cycles. The technical cycle ensures that products re-enter the economy through practices such as refurbishment, recycling, leasing, and re-purposing. Alternatively, the biological cycle refers to biodegradable materials that are returned to the environment through processes such as composting (Ellen MacArthur Foundation, n/a).

Thirdly, a key principle of the circular economy is to regenerate nature through sustainable practices. According to data published by Statista (2023), the agricultural sector is responsible for 70% of biodiversity loss worldwide. However, regenerative practices such as conservation agriculture help to support biodiversity and preserve natural resources (Agricology, 2015). Therefore, businesses must adopt circular principles and implement sustainable practices to protect biodiversity. 

Jensen (2022) states that several business models adhere to the principles of the circular economy. For example, the sharing economy is a business model where resources and products are shared between consumers and businesses (Jain, 2021). An article published by Investopedia (2020) defines the sharing economy as “a peer-to-peer (P2P) based activity of acquiring, providing or sharing access to goods and services that is often facilitated by a community-based online platform". Tews (2017) explains that the sharing economy is a sustainable business model that promotes access over ownership. Furthermore, the sharing economy improves resource efficiency and helps to reduce waste (Globalfields, 2020).








































2. Main body.

2.1. Adidas’s circular economy credentials. 

This section of the report analyses Adidas and discusses the strategies the business has implemented to transition to a circular economy. Adidas is a multinational corporation founded in 1949 and headquartered in Herzogenaurach, Germany (Adidas, 2019). Adidas specialises in designing, producing and distributing clothing, shoes, and sports accessories. Moreover, Adidas operates in over 150 countries and has an estimated 60,000 employees worldwide (Statista, 2022). Furthermore, Adidas has a market capitalisation of $28.5 billion, and in 2022 the business reported yearly revenues of $22.4 billion (Yahoo Finance). 

Adidas manufactures a range of sportswear apparel and is the second-largest manufacturer of sportswear in the world (Statista, 2022). Adidas’s largest product division is footwear, and in 2021 Adidas manufactured approximately 340 million pairs of shoes (Statista, 2022). Furthermore, Adidas’s most successful trainers include the Superstar, Gazelle, and Ultraboost designs (GQ, 2022). Additionally, Adidas has a comprehensive marketing strategy and has several sponsorship deals with various sports organisations and brands. 

For example, Adidas spends an estimated $388.6 million per year on football kit sponsorship deals with various football clubs worldwide (NS Business, 2019). Furthermore, Adidas has an extensive sustainability programme and has outlined several sustainability goals to help the business transition to a circular economy. Adidas has characterised its sustainability goals into two primary groups: Short-to-medium term and long-term goals. Furthermore, Adidas has set targets to achieve its short-to-medium-term goals by 2025 and its long-term goals by 2050 (Adidas, 2021). 

Short-to-medium-term goals. 
Adidas's short-to-medium-term goals are divided into three categories and focus on the following areas: 

· Operations.
· To reduce (C02) emissions and achieve climate neutrality.
· To reduce water consumption by 15%.
· To increase the waste diversion rate to 95%.

· Supply chain.
· To adopt renewable energy sources across supplier facilities. 
· To achieve a 40% reduction in water intensity. 
· To achieve level 3 compliance for zero discharge of chemical waste across 80% of supplier facilities. 
· To achieve zero water waste across 80% of supplier facilities.

· Product. 
· To make 9 out of 10 products with sustainable and environmentally friendly materials.
· To achieve a 15% reduction of greenhouse gas emission per product. 
· Only use recycled polyester to make Adidas products. 
(Adidas, 2021).
Long-term goals. 
· To achieve a 30% reduction of greenhouse gas emissions across the value chain.
· To achieve climate neutrality across the value chain by 2050.
(Adidas, 2021). 
To support its sustainability commitments, Adidas has implemented several strategies that adhere to the principles of a circular economy. For example, in 2015, Adidas introduced the 'Three-Loop Strategy', a sustainability initiative aimed at eliminating waste from the product life cycle. The strategy consists of three elements divided into the following groups: Recycled loop, circular loop, and regenerative loop (Adidas, 2021). 

Loop one: Recycled loop.
The first element of the strategy is to only use recycled materials to make Adidas products. To achieve this goal, Adidas has partnered with Parley for the Oceans, a non-profit organisation that focusses on protecting the ocean through several initiatives (Adidas, 2021). In 2015, Adidas created its first product using Parley Ocean plastic, a material made from recycled ocean plastic. 

Additionally, in 2020 Adidas introduced two new materials, Primeblue and Primegreen performance fabrics, made from 100% recycled polyester. Furthermore, Adidas has expanded its offering of sustainable products and has produced an estimated 30 million pairs of shoes using Parley Ocean plastic since 2015. Also, Adidas uses recycled polyethene plastic for packaging its products and has eliminated non-recyclable plastic bags from its stores (Adidas, n/a).
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Loop two: Circular loop.
The second element of the strategy is to create a circular loop and ensure that all materials are re-purposed after they have been used. To achieve this objective, Adidas launched a new initiative called 'Made to be Remade' (MTBR). The (MTBR) initiative aims to extend the life cycle of products and encourage consumers to return their clothing items instead of throwing them out (Adidas, 2021). The (MTBR) product range consists of various clothing items designed using circular principles and made with materials that are 100% recyclable.

For example, the Adidas Ultraboost trainer is made from recycled polyester and is made with no glue, which means it can be returned after use and made into a new pair of trainers (Adidas, 2021). Currently, there are 59 clothing items in the (MTBR) range, and Adidas has announced plans to expand its (MTBR) collection in 2023 (Drapers, 2022). Additionally, in 2021, Adidas launched the resale programme ‘Choose to Give Back’, which rewards consumers with membership points when they return old clothing items from any brand. Adidas then re-furbishes the clothing items and re-sells them through a third-party application (Beevers, 2021).

Loop three: Regenerative loop.
The final element of the strategy is to make products with natural materials to ensure that all materials used in the production process can re-enter the ecosystem once the materials have been used. To achieve this goal, Adidas has partnered with various businesses to design products that are made using biodegradable materials. For example, in 2020, Adidas partnered with the biotechnology business Bolt Threads to develop a sustainable alternative to leather (Byrne, 2020). 

Through the partnership with Bolt Threads, Adidas created a new material called Mylo, made from a biodegradable material called mycelium. Furthermore, in 2021 Adidas introduced a Stan Smith Mylotm trainer prototype. The trainer was made using Mylo material and is fully biodegradable (Adidas, 2021). Additionally, in 2019 Adidas partnered with fashion designer Stella McCartney to produce a biodegradable women's tennis dress made from micro-silk, a protein-based fibre produced by spiders (Bolt Threads, n/a).
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Overall, the ‘Three-Loop Strategy’ is evidence that Adidas is attempting to transition to a circular economy. Furthermore, through partnerships with Parley for the Ocean and Bolt Threads, Adidas is reducing its plastic waste and is utilising recycled materials to produce various products. Additionally, through the (MTBR) product range and ‘Choose to Give Back’ scheme, Adidas is extending the life cycle of its products and is eliminating waste from its production. 

However, Wolf (2023) states that Adidas has not yet achieved its sustainability goals, and more work needs to be done to become a sustainable business. For example, a report by Slow Factory (2021) reveals that Adidas has conducted business with JBS, the world's largest leather manufacturer. Furthermore, JBS has been linked with extensive deforestation activities in the Amazon rainforest between 2018-2022 (Unearthed, 2022). Therefore, not all aspects of Adidas’s supply chain are sustainable, and the business has not fully transitioned to a circular economy. 

2.2. (SWOT) analysis of Adidas’s sustainability strategy.

This section of the report conducts a (SWOT) analysis to identify the main challenges and opportunities associated with Adidas’s sustainability strategy. Furthermore, conducting a (SWOT) analysis will help to identify the measures that Adidas needs to implement to achieve a circular business model. Moreover, each statement in the (SWOT) analysis is numerically ordered from the highest impact to the lowest impact.
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A key strength for Adidas is its positive cash flow and access to significant investment capital. According to data published by MacroTrends (2022), Adidas has an operating cash flow of $3.193 billion. Furthermore, Adidas’s large cash flow enables higher levels of management to invest in operations that support its sustainability strategy. For example, in 2021, Adidas announced plans to invest $1.2 billion in digital technology infrastructure to improve its supply chain logistics and make the business more energy efficient (Yahoo Finance, 2021).

However, a weakness for Adidas is that it uses animal-based materials to produce some of its products. According to an article published by People for the Ethical Treatment of Animals (PETA), several brands in the fashion industry, including Adidas, use Kangaroo skin to make products such as football boots, bags, jackets, and trainers (PETA, n/a). Furthermore, research published by Species Unite (2021) reveals that approximately 2 million kangaroos are killed annually to provide material for clothing items. 

An article published by Adidas (2022) states that some of its products contain the following animal-based materials leather, down, hair and wool. Additionally, the majority of Adidas’s products contain several synthetic materials that have a negative environmental impact. An article published by Panaprium (2020) explains that Adidas uses the following materials to produce some of its products polystyrene, acrylic, polyester, and nylon (Panaprium, 2020).

Furthermore, the (SWOT) analysis has identified several threats that may impact Adidas’s long-term growth. Firstly, an increase in competition may have a negative impact on Adidas’s market share. Research conducted by ‘The Roundup’ reveals that the sustainable fashion industry is worth an estimated $6.6 billion. Additionally, the research shows that by 2030, the sustainable fashion industry is predicted to be worth $15 billion worldwide (The Roundup, 2023). 

Also, research conducted by Bian & Company gathered responses from 5,900 consumers to gain insights into people's attitudes toward sustainable fashion. The data shows that 65% of respondents said they care about the environment, and 84% said they are willing to pay more for sustainable clothing (Bian & Company, 2022). Therefore, to maintain its market share, it is essential that Adidas transitions to a circular economy and implements sustainable practices throughout its supply chain. 

A key challenge for Adidas is that the business uses several materials that do not adhere to the principles of a circular economy. To overcome these challenges, the (SWOT) analysis has identified several opportunities to strengthen Adidas's circular economy credentials. Furthermore, the opportunities have been developed into two short-to-medium-term objectives and should be achieved by 2030. The objectives are: 

1. To eliminate animal-based materials from the supply chain. 

Firstly, to successfully develop a circular business model, it is essential that Adidas eliminates animal-based materials from its supply chain and uses alternative materials that do not result in harm to animals. As stated, Adidas designed the Stan Smith Mylotm trainer using a sustainable alternative to leather. However, the product is not scalable, and Adidas has yet to release the product for sale to the public (Tatler, 2021). To solve this issue, Adidas must use various sustainable materials to support mass production. 

For example, in 2022, the sustainable fashion brand Allbirds released a biodegradable trainer made from 100% plant-based leather. Furthermore, the product is scalable and available for £120 (Allbirds, 2022). Therefore, to achieve the objective, Adidas could partner with Allbirds to produce a plant-based leather material at scale. Moreover, this would enable Adidas to mass-produce sustainable products and support its circular economy strategy. 

2. To use organic materials and eliminate synthetic fibres from the supply chain.

Secondly, an article published by Adidas (2019) explains that many manufacturers use synthetic fabrics in the textile industry because of their durability and versatility. However, a report published by the European Environment Agency (2021) states that synthetic fibres have a negative environmental impact and produce 500 tonnes of microplastic pollution annually. Furthermore, a report published by Eco-Age (2021) reveals that Adidas uses some synthetic materials in 90% of its products. 

To transition to a circular economy, Adidas must eliminate synthetic fibres from its supply chain and use sustainable alternatives. A solution for achieving this objective is to invest in organic materials such as hemp. For example, in 2015, the fashion brand Levi's launched the 'Wellthread Collection', a product range that uses hemp fibre to produce clothing (Levi Strauss & Co, 2015). Therefore, Adidas needs to reduce its dependency on synthetic materials and develop its circular economy strategy.  

3. Conclusion.

To conclude, the report has discussed the environmental impact of the linear economy. Furthermore, the report has identified the core principles of the circular economy and considered how the circular economy could underpin responsible business. Additionally, the report conducted a thorough analysis of Adidas's sustainability development. The analysis shows that Adidas has a comprehensive strategy to transition to a circular economy. 

Furthermore, Adidas’s ‘Three-Loop-Strategy’ is evidence that the organisation is re-engineering its business model and implementing practices that adhere to the principles of a circular economy. However, several aspects of Adidas's supply chain are not sustainable, such as using animal-based materials and synthetic fabrics in its products. Therefore, to continue its circular development, it is necessary that Adidas addresses these challenges and invests in sustainable alternatives. 
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