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1.0. Executive Summary

The analysis of the cost leadership strategy used by Adidas in the development process is the main project of this report. First, the author will introduce the background of company, including the development history of Adidas, the main types of products (ball and track and field apparel, sports shoes, yoga apparel, sports accessories, etc.) and recent financial statements. Next is a theoretical introduction, it shows the definition of strategy, business level strategy, competitive advantage and Porter’s generic strategies model. The author focuses on Porter’s generic strategies mode and the cost leadership strategy in the model. In the main body, author explains how Adidas applies the cost leadership strategy in the operations of company. In order to reduce costs, the company moved its agent factories to Vietnam, where labor costs are cheaper than China this time, and company got investment in robot factories to reduce employee expenses and increase the output of company. The advantages and disadvantages of the cost leadership strategy will also be presented in the main body of the report. For example, this strategy can help the company accumulate competitive advantage in a short time, or it may cause a vicious price war. The conclusion and recommendations are the final part of the report, and the author gives some suggestions after evaluating the main body. Like Adidas need to take into account their own CSR system when implementing a cost leadership strategy.

2.0. Introduction

2.1. Report remit 

The main purpose of this report is to find some market strategies used by Adidas in the development process and to analyze and evaluate these strategies. These strategies are used by Adidas to expand the market, or to avoid the threat posed by the market and competitors. In order to better understand Adidas, the author identify these strategies and analyze them. This report can also reflect the necessity of market strategy for the company. In this report, cost leadership strategy is the main research object
2.2. Background of The Organisation 

The predecessor of Adidas was actually the "Dassler Brothers Shoes Factory" jointly established by Rudolf Dassler and Adolf Dassler (Adi Dassler) brothers. (German: Schuhfabrik Gebrüder Dassler) During the Berlin Olympics in 1936, the Dassler brothers arranged for the American black athlete Jesse Owens to provide the studs. As a result, Owens won four Olympic gold medals, and the Dassler Brothers shoe factory also became a hit. After the end of World War II, the Dassler Brothers shoe factory resumed work with 47 employees. They extracted synthetic rubber from canvas and US military fuel tanks to make the first sneakers after the war. But the disagreement between the two brothers eventually led them to part ways in 1948: Adolf retired from the Dassler Brothers shoe factory and established his own brand "ADIDAS" ; Rudolf established his own brand "PUMA" on the other side of the Orach River. (Keys, 2011) As the times change, Adidas is also constantly developing. Now days, Adidas’ vision is “Our passion for sports makes the world a more peaceful place”, and its mission is “To be the sports brand that leads the world”. The core values of the brand are honest and trustworthy, responsibility, inspiring, development and innovation, sincere and frank, experienced. They also have some principles in China: Lead, Tell the Truth, Be Accountable, Simplify, Work Together and Have Fun. (Tong, X. 2009) Adidas mainly deals in ball and track and field apparel, sports shoes, yoga apparel, sports accessories (watches, glasses, etc.), casual footwear, men's fragrances and skin care products. Such as ForMotion, ForMotion, active ForMotion upper, CLIMAPROOF and POWERBOUNCE. Adidas' main opponents are Hummer and Nike. (Xin Huayu 2017) In August 2005, Adidas announced that it will acquire Reebok, one of its rivals, for $3.8 billion. The acquisition will help increase its market share in North America and promote its position in the competition with Nike in this field. Adidas ranks second in the market share of sporting goods, followed by Nike. The last slogan of Adidas is: "Impossible is nothing". (BRANDT 2008) The report also provide some financial information, the comparison of annual report between 2016 and 2017 shows the changes and rises in company performance. It all shows that after Adidas changes the location of manufacturer and invest the Speed Factory, the profit are increased. (Adidas 2017)
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Figure 2-1 Annual Report 2016
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Figure 2-2 Annual Report 2017
2.3. Definitions of Major Concepts

This report will use some theories and models to help audiences to understand the connections. Such as strategy , business level strategy, competitive advantage and Porter’s generic strategies model. Strategy is a kind of planning from the overall consideration of planning to achieve the overall goal, and tactics are only one of the means to achieve strategy. Strategy is a long-term plan and a lofty goal. It is often a long time to plan a strategy, develop a strategy, and achieve the goals of the strategy. (Hax 1996) The business level strategy is to guide and manage the actions of specific business units under the constraints of the company-level strategy, and to serve the overall goals of the company. Its focus on how to achieve sustainable competitive advantage in the market or to improve the competitive position of a strategic business unit in the industries in which it operates, or the products and services offered in a particular market segment. (Nandakumar 2010) The competitive advantage is a position of a company in a competitive landscape that allows the company earning return on investments higher than the cost of investments. Competitive advantage should be relevant, unique, and sustainable. The competitive advantage is to use a variety of business tools to achieve lower costs and higher profits. For large companies, maintaining competitive advantage is a very important business goal, but for other competitors, their goal is trying to acquire competitive advantage. (Chase. 2001) 

Porter’s generic strategies model is the major model will be used in this report. Porter's generic strategy describes how a company pursues competitive advantage across its chosen market scope. Cost leadership, differentiation and focus. These three general strategies are known as Porter's three generic strategies, can be applied to any size or form of business. Porter claims that a company can only choose one of the three, otherwise the company will waste valuable resources. (Porter, M. E. 1980) The generic strategy reflects the choices made regarding both the type of competitive advantage and the scope. Michael Porter described this concept in 1980. 
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Figure 2-3 Porter’s generic strategies model

But there also have some defects of this model. Some critics question the use of generic strategies, claiming that they lack specificity, lack flexibility, and are limited. (Miller. 1992) The research writings of Davis shows that companies that adopt a hybrid business strategy (low cost and differentiated strategy) are better than companies that adopt only one common strategy. He questioned Porter's concept of low-cost mutual exclusivity and differentiation strategy and further believes that the successful combination of these two strategies will produce a sustainable competitive advantage. (Hambrick. 1983)

In Porter’s generic strategies model, the cost leadership strategy emphasizes providing standardized products to price-sensitive customers at very low unit costs. Companies can more effectively implement value chain activities than their competitors and they can control the elements which can affect the cost of the value chain. These elements include changing factory layout, mastering new technologies, and simplifying the design of product. (Wright. 1990)
Differentiation strategy refers to the provision of unique products and services within the industry to customers who are relatively insensitive to the price. This strategy can be adopted when the needs of  buyer are diversified. This can prevent companies and competitors from adopting the same tactics.  However, competitors may quickly find effective ways to imitate differentiated features to counter the company. (Kiechel. 2010)

The focus strategy is to provide a small number of customer groups with the products or services what they need. Low-cost focus strategy, which means providing products and services to a small number of customers (niche groups) at the lowest price; differentiation focus strategy means providing products and services to niche groups at the best price. Focus strategy can provide products and services to the niche groups better than their competitors, but there are also have some risks. For example, consumer preferences shift to standardized products in the market. (Strickland. 2005)
This report mainly analyzes the cost leadership strategy. The cost leadership strategy refers to companies that emphasize low-cost products at low unit prices, and through effective ways to reduce the cost of the business process, so that enterprises to win competitive advantage strategy at a lower total cost. This is a pre-emptive strategy that requires companies to have sustained capital investment and financing capabilities, and production skills are leading the industry. (Feng Junhua 2006)

3.0. Main Body

3.1. Implementation of The Strategy

Manufacturing plant migration

In order to implement the cost leadership strategy, Adidas began to move more Asian manufacturing operations from China to Vietnam, thus continuing a new trend that has recently emerged: more and more companies are leaving China because of higher costs. (Lopes-Teixeira. 2018) Adidas reported that 44% of the footwear products were produced in Vietnam last year, up 13% year-on-year. Adidas' competitor Nike shoes "Made in China" has dropped from 32% to 19% at the same time. (Adidas 2017) China has been the cornerstone of (global) manufacturing for many years, but now it seems that has acquired a new identity in the footwear industry: a country which can build higher-end products with extensive experience and more skills than its competitors. (Zhou. 2015) Some luxury brands such as Balenciaga, Prada, and Burberry have already started production operations in China, and announced that China has the extraordinary skills to produce more elegant and unique footwear products. For these high-end brands, China is no longer a low-cost manufacturing country that can only engage in mass production. However, this reputation improvement is also making China pay some price. The driving force to attract high-end brands also make some companies that originally opened a factory in China began to move to neighboring countries of China to search cheap labor to reduce the cost, like Adidas. 

In 2016, CNN said that when companies considered productivity, the labor costs of China were only 4% lower than those in the United States. (Ross. 2016) In addition, the wags of Chinese labor are growing at a faster rate than productivity, and the RMB (¥) is also gradually increasing in value. In a nutshell: (turning) manufacturing industry in China is no longer a versatile way to save costs. For companies, labor cost is the most basic unit to control. (Ludlow. 2007)  When China's labor costs gradually rose, Adidas began to transfer the address of the production plant to seek lower labor costs, which is a very correct action for the company to implement the cost leadership strategy.
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Figure 3-1 The changes of Supplier
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Figure 3-2 Evidence of Manufacturer in low cost country
Speed Factory

Adidas has other ways to reduce labor costs appropriately to achieve cost leadership strategies. It  built a second robot factory in the United States to produce private custom-made shoes and some limited-edition sports shoes. The new robot factory covers an area of about 7,000 square meters, but only employs 150 workers. The idea of building Speed Factory comes from a secret team called "Future" under Adidas. Last year, the team experimented with a small robotic arm that could fit into light and complex assembly work. This small industrial robotic arm is called LBR iiwa and is manufactured by the German automation company KUKA. (Inayatullah. 2017) Tim Lucas, team engineer and senior engineering director, said that the exploration of this small robotic arm in the factory is not just for speed, but also to create more possibilities. With the robot, companies can make shoes from completely different materials. Adidas CEO Kasper Rorsted said in an interview with reporters recently that Speed Factory is an experiment and attempt on future technologies to help meet the needs of some niche markets. Gil Steyaert, an executive committee member of Adidas' global operations, said, "Speed Factory is able to produce custom-made shoes in a fully automated process. Our goal is to be fully customize without compromising production speed." (Biswas. 2018) 
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Figure 3-3 LBR iiwa

Adidas' expectations for Speed Factory not only meet the niche market, but its production target for Speed Factory is by 2020, the combined output of the two plants will reach 1 million pairs of shoes per year. However this is still only a fraction of the total production of Adidas each year. In 2017, Adidas produced 403 million pairs of shoes, producing an average of more than 1 million pairs per day. Adidas said that their experiments on Speed Factory will not stop, they will use more high-tech to make output of Speed Factory reach 50% of the total output in the future. (Kasper Rorsted 2017) 
This form of cost leadership strategy requires the company to have a strong capital base in the early stage to support the development of high-tech technology. But the cost leading strategy user always can get enough investment because their cost less than other competitors, and they use this advantage to continuously generate more profits to develop the high-tech technology. In the future, robot factories may become mainstream. (Inayatullah. 2017) Opening a Speed Factory is a bold and risky action, but the benefits are obvious afterwards. This not only can greatly reduce the company's labor costs, but also help the company to increase product output. 

By invest this Speed Factory, Adidas can use the equipment which named LBR iiwa to improve their produce speed. First, the establishment of a robot factory can directly reduce the labor costs of company. Because the daily management and monitoring of the factory can be done by robots, which means company do not need to hire hundreds or thousands employees to run the factory. On the other hand, LBR iiwa, the small industrial robotic arm can increase the daily output to help the company get enough inventory capital to gain the market share in a short time. In general, this Speed Factory can reduce the labor costs and time costs of company.
Advantages & Disadvantages of The Strategy

The cost leadership strategy also have two sides, advantages and shortcomings. The advantages of implementing cost-leading strategic companies are obvious. Since the cost of the enterprise is lower than other enterprises in the same industry, when the products are sold at the average price of the industry, the profits obtained by the enterprise are higher than the average level of the same industry. This advantage is particularly evident when the price-cutting competition is in the industry. As the sales price decreases, the profitability of other companies will also decrease. At this time, low-cost enterprises still have profit margins, and their low-cost status is turned into high efficiency. A strong cost leader can also force suppliers to maintain the original price. Compared with the higher cost enterprises, the enterprise application cost leadership strategy can effectively cope with the upward adjustment of supplier prices. Because the cost leadership strategy allows companies to earn more gross margin than other competitors. In addition, cost leadership strategy can constitute barriers to entry for potential entrants. When the new entrants try to build business, they are unable to achieve sufficiently low cost and efficiency at the first time due to limitations in technology, management, and experience. That is the reason why they cannot effectively compete with company who use the cost leadership strategy. (Feng Junhua 2006)

The cost leadership strategy also has a very obvious shortcoming, which is that it is easy to cause price wars. Price wars will cause vicious competition in the industry, and it will also affect the company.  One competitor will lower its price, then others will lower their prices to match. If one of them reduces their price again, a new round of reductions starts. In the short term, price wars are good for buyers, who can take advantage of lower prices. Often they are not good for the companies involved because the lower prices reduce profit margins and can threaten their survival. (Reid. 1993) On the other hand, the cost leadership strategy may also cause the product quality problem. It is necessary to avoid the problem that companies only pay attention about how to reduce costs when they implement the cost leadership strategy, while ignoring the quality of monitoring. All manager should noticed that ignoring the quality of the product is harmful to the long-term development of the company. (Bruce. 2004)
4.0. Conclusion 

In this report, it shows how those four theories: strategy, business level strategy, competitive advantage and Porter’s generic strategies model are implemented in actual company operations. The cost leadership strategy is the most basic and simplest strategy in Porter’s generic strategies model to help companies gain competitive advantage. For example, the labor cost is currently the easiest item to reduce cost for Adidas, the case study company in this report. As the labor costs in China are no longer as cheap as before, Adidas decided to move the factory to Vietnam. At the same time, Adidas also began to build a Speed Factory. These are the decisions made by Adidas to implement cost leadership strategies to reduce labor costs. The author will then make some recommendations on these measures. 

4.1. Recommendations

For companies that use cost leadership strategies, the first recommendation is to avoid price wars. The impact of the price war is always bad. Although the cost of the company is lower than other competitors, it will still have a negative impact in the long run. Secondly, in the process of factory address migration, the company must combine their own research and respect the local cultural differences. Companies cannot simply relocate the factory because of the cheaper labor cost. This will not only affect the long-term development, but also affect CSR (Corporate-Social-Responsibility) of the the company. Third, Adidas needs to make a corresponding assessment when setting up Speed Factory. Like the security of the factory to protect the equipment and employees or set up an alternative to an emergency.
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