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[bookmark: _Toc531029786]Executive Summary
This report describes adidas' background, sub-brands and strategies to deal with the crisis. The result of the report is adidas' choice in coping with the rising cost of Asian labour and the rising cost of materials: the cost leadership strategy is correct. However, this strategy is not perfect because competitors may take advantage of Adidas' choice. The final conclusion is that Adidas has perfectly avoided the loss caused by the cost increase by using the developed technology, but blind use of the cost leadership strategy will deprive Adidas of the right to speak and allow competitors to take advantage of it.
The purpose of the report is to explore whether Adidas is appropriate to use strategy in response to cost changes. Adidas has chosen a cost leadership strategy to cope with changes, which is a suitable choice. However, no strategy is perfect, and the disadvantage brought by the cost leading strategy may bring losses to Adidas.
The advantage of the cost leadership strategy is that when powerful suppliers drive up the price of resources needed by the enterprise, Adidas can have more flexibility. The disadvantage of the cost leadership strategy is that adidas will be vulnerable to the external environment.



























1.0 [bookmark: _Toc531029787]Introduction
1.1 [bookmark: _Toc531029788]Background
Adidas is a German sportswear manufacturer and a member company of Adidas AG. Adidas was named after its founder, Adi Dassler. It began to produce footwear products in 1920 in Heizogen Auracher near Nuremberg. Registered under Adidas AG on August 18, 1949. Adidas' clothing and sports shoes are usually designed with three parallel bars, which can also be seen on its logo. Adidas owns three major series: Performance, Originals and NEO.(Code.com, 2017)

1.2 [bookmark: _Toc531029789]Brand significance
Adidas clover logo
The adidas clover logo originally represented the connection of three continental plates. Its shape is like the three-dimensional plane of the earth, which is similar to the map of the world and it symbolizes the movement force extending to the whole world.(Adidas.com,2010)[image: ]

Adidas Three Stripes Logo
The Adidas Three Stripes logo was designed by Adidas founder Adolf Dassler. The Adidas logo of Three Stripes represents the mountainous area and points out the desire to realize challenges, achieve the future and achieve goals continuously.(Adidas.com, 2011)
[image: ]

Adidas style logo
Adidas Style is a high-end fashion brand that Japanese designer Vohji Yamamoto cooperates with Adidas brand. Its products can be said to be the most close to the fashion front among Adidas brands, and to some extent, it is a luxury series. Its logo symbol represents the tide of people spirit that always stands at the forefront of fashion and pursues high-end enjoyment. The logo is circular and divided into three stripes in the middle.
[image: ]
1.3 [bookmark: _Toc531029790]Definitions of major concepts
Business Level Strategy
Business Level Strategy is related to the position of an enterprise in the industry relative to its competitors. Those companies that are well positioned in the industry are usually better able to cope with the five competitive forces. In order to find a correct position, an enterprise must decide whether the actions it intends to take can be carried out in a different way from its competitors or completely different from their competitors.(MBAlib.com, 2015)
Competitive Advantage
Competitive advantages are conditions that allow a company or country to produce a good or service of equal value at a lower price or in a more desirable fashion. These conditions allow the productive entity to generate more sales or superior margins compared to its market rivals. Competitive advantages are attributed to a variety of factors including cost structure, branding, the quality of product offerings, the distribution network, intellectual property and customer service. (Qiuhua Liu, 2002)
Strategy
Strategy refers to a large - scale, all-round long-term action plan designed to achieve certain goals, such as political, military, economic or national interests. (Mbalib.com, 2008)

2.0 [bookmark: _Toc531029791]Main body
Adidas uses cost leadership strategy to compete with other sports brands such as Nike. Cost leadership strategy means that an enterprise obtains market share and profits above the average level of the same industry by reducing its own production and operation costs at a price lower than that of its competitors.( Porter, M. (1987)

2.1 [bookmark: _Toc531029792]Implementation of Cost Leadership Strategy
Competitive advantage is the force behind the company's sustainability and long-term survival. Therefore, scholars have designed many frameworks, such as Porter's five-force model(Porter, M. (1980) to evaluate the organization's competitive advantage. In this section, there are identified three strategies that many companies use to gain a competitive advantage. These three strategies can be used to improve the competitive advantage of Adidas and its new product, Adidas.
The cost leadership developed by Michael Porter is a way to establish a competitive advantage by keeping the cost at the lowest level. If the cost of Adidas products can be kept lower than Nike or its other competitors, it is possible to create a competitive advantage. However, it must be noted that keeping costs as low as possible is not an easy task. From the beginning to the end, costs need to be managed throughout the chain. The balanced combination of cost leadership strategies improves organizational performance. Cost leadership is mainly internal, rather than other competitive strategies, such as differentiation strategy focusing on external environment. Cost leadership includes total cost control, in which the production budget focuses only on the most necessary processes. Adidas' main competitive strategy is cost leadership.
In this strategy, the focus will be on minimizing the total cost. In addition, cost leadership helps to reduce debt levels and monitor operating costs.
On November 17, 2018, Adidas officially launched its 3D printed sneaker Alpha Edge 4D worldwide. This sneaker is divided into men's and women's models and was put on sale in a small scale in June last year. At present, this shoe has not yet entered the physical store, but it can already be placed on Adidas website. Alpha Edge 4D production technology is provided by Carbon, a 3D printing start-up company in Silicon Valley.( Phoenix technology.com, 2018)
On the one hand, most of the major sports shoes manufacturing sites are located in large factories in Asia with low labour force, resulting in a shortage of labour force due to the constant rise in the cost of employment. On the other hand, the change of shoe concept requires a higher speed of research and development of new products.
Compared with the one-step moulding of 3D printing technology, the traditional manufacturing industry needs to go through the process of mould opening, forging, cutting and component assembly. Relying on 3D printing, factories can make more precise and complex designs, the industrial chain can be greatly shortened, and the efficiency can be greatly improved.
On the other hand, China's labour costs have risen and Adidas has withdrawn some of its production lines to the German robot factory. Earlier, Deloitte released a report that China's labour costs have increased fivefold in the ten years since 2005, up 15 times from 1995. In addition, because of the aging population, the development of the third industry has brought more and more relevant career opportunities, and the number and proportion of young people willing to work in manufacturing factories have decreased.
Many manufacturing factories complain that it is more difficult to recruit workers in China than in Southeast Asia. Due to rising labour costs and difficulties in recruiting workers, profits have been kept down, and some enterprises in developed economies have shifted their production to lower-cost countries or moved back to their own countries.(China fashion network, 2017)
Adidas announced recently that it will transfer part of its production line from China to Germany, from human manufacturing to robot manufacturing. It also plans to open a second robot factory in the United States, Speedway, to gradually turn products into American and German products.
As can be seen from the above, Adidas has made machine production instead of labour and used 3D printing as the main production mode to cope with the rising labour costs in Asia. It is known that, Adidas' material costs, labour costs and publicity costs are no lower than those of other sports brands, such as Nike. However, withdrawing from the Asian market where labour costs are increasing at the right time can greatly reduce labour costs. At this point, Adidas made a cost lead in human costs earlier than other companies. On the other hand, the main materials of sports shoes are rubber and cloth, which are mainly made in Southeast Asia. The cost of importing rubber and cloth from Southeast Asia for a long time is too high. Machine intelligence production can bypass these materials and find new materials to replace them. This is Adidas action on material cost.

2.2 [bookmark: _Toc531029793]Advantages and Disadvantages of Cost Leadership Strategy
Michael Porter's Five Forces Model
The five-force analysis model has a far-reaching global impact on the formulation of corporate strategy. For the analysis of competitive strategy, it can effectively analyse the competitive environment of enterprises. The five forces are: the bargaining power of suppliers, the bargaining power of buyers, the ability of potential competitors to enter, the substitution power of substitutes, and the current competitiveness of competitors in the industry. The change of different combinations of the five forces ultimately affects the change of the industry's profit potential.( Hunger, J. David & Wheelen, Thomas L. (2003)
The following figure shows Potter's five force model:
[image: ]
Advantages:
· Enterprises are in a low-cost position and can withstand the confrontation of existing competitors. Enterprises can still make profits when competitors cannot make profits and can only keep their capital in the competition.
· In the face of strong pressure from buyers to lower product prices, enterprises in low-cost positions have more initiative in conducting transactions and can resist the bargaining power of buyers.
· When powerful suppliers push up the price of resources needed by enterprises, enterprises in low-cost positions can have more flexibility to solve their difficulties.
· When competing with substitutes, low-cost enterprises are often in a more favourable position than other enterprises in the industry.
· The enterprise has already established a huge production scale and cost advantage, deterring new entrants to join the industry and forming barriers to entry.
The production cost and labour cost of Adidas were mentioned earlier. As an entrant to the market, Adidas cannot compete effectively with local resource providers.  Compare with other companies, Adidas has the flexibility to stop the cost increase, but in view of the long term, Adidas refuses to negotiate with resource providers but stops its losses in time to reduce the increase in labour costs.
On the other hand, The use of 3D printing technology means Adidas no longer uses traditional raw materials to make sports products, which means Adidas does not need to pay attention to the price increase of material suppliers and it effectively reduces the cost of production.
Disadvantages:
· Excessive price reduction leads to lower profit margins.
· The new entrants to the market may later take up residence.
· Enterprises will lose the ability to foresee market changes.
· Enterprises are vulnerable to external environment
The decline in labour costs and production costs means that Adidas will lower the price of its products, which means that Adidas will not maintain its original profits, resulting in a decline in organizational performance. 
It is known that with the development of technology, more sports brand companies began to use intelligent production instead of human production, which led to Adidas' advantages in production will not last long.
As can be seen from the above, Adidas is too dependent on technology in coping with the changes in the Asian market, which means that technology can help Adidas out of its predicament. However, changes in technology may at any time turn Adidas' strengths into weaknesses in coping with the crisis. Once there is a technical problem, adidas will face the problem of not being able to produce. Therefore, the use of cost leadership strategy relies too much on changes in the external environment, which means that the external environment will greatly affect Adidas.

[bookmark: _Toc531029794]3.0 Conclusion
This report describes the background, sub-brands and strategies of Adidas, and focuses on the measures Adidas has taken to cope with the increasing labour and production costs. Among them, two recent news items were used in the report, describing in detail the results of Adidas' use of the cost leadership strategy and the advantages and disadvantages of Adidas' use of the strategy. The report uses Porter's five-force analysis model to analyse whether Adidas's choice is favourable in the face of double pressure from competitors and suppliers. The final result is that Adidas has perfectly avoided the loss caused by the rising cost by using the technology developed in the face of the rising labour cost and the rising material cost. The cost leadership strategy suits Adidas, but Adidas has other world sports brands as competitors, such as Puma and Nike. Blind use of cost leadership strategy will not only bring certain negative effects to the company, such as performance decline, but also allow competitors to expand rapidly and increase market share. At the end of the report, author will give recommendations on how Adidas can cope with the negative impacts brought about and to be faced by the cost leadership strategy.

[bookmark: _Toc531029795]3.1 Recommendations
Adidas needs to come up with an emergency plan to prevent the loss caused by technical problems.
Adidas cannot blindly use the cost leadership strategy so that other sports brands to take advantage of it.
The immaturity of technology may cause adidas to encounter problems in using 3D printing and intelligent robot production. So adidas needs to slow down its cooperation with Asian suppliers rather than stop it.
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