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1.0 Executive Summary
The main purpose of this report is to introduce and analyze Adidas' competitive strategy for developing its current competitive position. Through some analysis tool, this report gives the examples and advantages and disadvantages of Adidas' cost leadership strategy.

[bookmark: _GoBack]Adidas produces more than 900 million sports and sports lifestyle products annually with independent manufacturing partners worldwide (The Adidas Group,2018). Adidas' current cost leadership strategy increases the flexibility, stability and sustainability of the supply chain network. And while ensuring flexibility and stability, Adidas' cost leadership strategy also greatly reduced the company's production costs.

However, Adidas currently has some problems in its operation. For example, compared to Nike's powerful logistics network, Adidas does not have its own logistics network, which will impose certain restrictions on the market expansion of Adidas. And the choice of outsourcing foundry companies will face certain challenges.

In order to solve these problems, this report gives recommendations. Adidas should develop its own logistics supply network as much as possible to expand the market and achieve greater cost savings. At the same time, low-cost foundations should be realized while ensuring quality.

2.0 [bookmark: _Toc530258846]Introduction
Adidas originated in Germany, but is a truly global company. In FY2017, Western Europe accounted for 27.7% of the company's total revenue, followed by North America (20.1%), Greater China (17.9%), MEAA (13.7%), Latin America (9%), Japan (5%), and other companies. (3.5%) and Russia/CIS (Kevin,2018).

Adidas' competitive strategy for developing its current competitive position includes a cost leadership strategy. The cost leadership strategy refers to the strategy that companies use to increase efficiency and reduce production costs so that production costs are lower than the industry average or closest to their competitors' production costs (Raphael 1986). The cost leadership strategy adopted by Adidas mainly includes logistics outsourcing mode and foundry mode. Logistics outsourcing refers to the use of external logistics providers to provide outsourcing services for services that they cannot provide or provide high cost (Lynch, 2000). OEM R&D interaction refers to outsourcing the production chain to the foundry company, but Adidas offers the choice of design and materials.

[bookmark: _Toc530258847]3.0 The Competitive Strategy
[bookmark: _Toc530258848]3.1 The Cost Leadership Strategy that Adidas has Utilized to Develop Their Current Competitive Position
Adidas chose a cost leadership strategy. It developed a competitive advantage that would promote sales and capture market share from competitors (Orges et al,2008). There are two ways to achieve this in a cost leadership strategy:
• Receive the average price in the industry, but increase profits by reducing costs
• Gain more market share by lowering the selling price, and because the cost has been reduced, you can still obtain a more reasonable profit in each sale (Robert et al,1975)
[image: ]
Figure 1: Two Ways of Cost Leadership Strategy

[bookmark: _Toc530258849]3.1.1 Logistics Outsourcing
Transportation is an important part of the logistics process and can provide conditions for people to trade because it is the physical connection between the company and the supplier and the customer (Lambert et al, 2006). 

Adidas has chosen to outsource its logistics operations after costing. Because it can greatly reduce the company's operating costs. And as a sports brand, Adidas should spend more on its core competitiveness: the design and manufacture of sports and sports lifestyles. Logistics outsourcing enables the company to focus on its product design. The ability to create core competing products and enhance other businesses makes the company more efficient (Simchi-Levi et al., 2008).

[bookmark: _Toc530258850]3.1.2 OEM Research and Development Interaction
For the sales life cycle of sportswear is rapidly shortening, Adidas chose the strategy to maintain its competitive advantage by interacting with R&D of foundry companies. There is a certain distance between the development and production of shoes, shoes must go through the manufacturing model, sample shoe manufacturing, cost calculation, modification and other processes after design. In such a complex R&D-production chain, Adidas have a competitive advantage in design and sales. Therefore, Adidas has chosen the strategy of foundry and research and development to maintain close contact and cooperation with manufacturing companies to maximize the company's benefits.

[bookmark: _Toc530258851]3.2 Examples of Actions that Adidas has Taken to Accomplish this Strategy
[bookmark: _Toc530258852]3.2.1 Cooperation Case with Logistics Companies
Adidas's logistics strategy is different from Nike. Nike has been developed for a long time and established a good logistics infrastructure, using its own logistics system. Adidas outsources its logistics operations in order to reduce operating costs. In 1996, Adidas decided to outsource the distribution of its clothing in the United States to UPS Global Logistics. Then cooperate with CALIBER Logistics in 1997. It not only saves a lot of cost, but also improves the quality of logistics service (Gavrielatos et al,2007). 

Another strategic priority is to establish a wholly-owned subsidiary in Japan to take over the distribution of products in Asia. Despite the increase in gross profit, the increase in cost is not conducive to the development of the group in the long run. As a result, Adidas has adopted a range of strategies to reduce costs and increase efficiency to accommodate the needs of an efficient organization including restructuring the European logistics system. Overall, after Adidas adjusted its marketing strategy in 1999, global income up nearly 500 million marks from the 9.91 billion mark in 1998, an increase of nearly 80% over 1997 (Dara, 2003).

[bookmark: _Toc530258853]3.2.2 Cooperation Case with PaoCheng Company
Adidas and its foundry company PouCheng formed a mature chain of cooperation. First, the designer of Adidas determines the design and the required materials. Then the PouCheng R&D Center develops the mold and purchases the raw materials according to the designer's requirements. The production center of the R&D center then makes the sample shoes according to the mold, and then puts the shoes sample shoes for Adidas, the internal high-level will review the sample shoes, Adidas executives through the evaluation of key customers to decide whether to mass production. The reverse is also a reverse feedback chain.
[image: ]
Figure 2: Adidas' R&D - production line

In terms of cost accounting, the R&D center can also make recommendations, such as poor quality of products, high prices, and long delivery deadlines. Under these circumstances, although Adidas has specified the materials in advance, the company's designers may modify the original design according to the improvement proposed by the R&D center.

The R&D interaction has enabled Adidas and Paocheng to have an interface that can be embedded in each other. At the R&D Center in Dongguan, the success rate of one of Adidas' design-production has reached more than 90%, which guarantees the effective operation of the Adidas Sports Commodity Kingdom (Zhao, 2009).

[bookmark: _Toc530258854]4.0 The Evaluation of the Competitive Strategy that Adidas has Utilized
According to the theory of three core areas of strategy, the analysis of the company's strategy can be adopted by environment,resources, vision, mission and objectives to analyze.
[image: ]
Figure 3: Three Core Areas of Strategy

Based on this theory, we analyze the advantages and limitations of the cost leadership strategy chosen by Adidas.

[bookmark: _Toc530258855]4.1 The Advantages of This Strategy
[bookmark: _Toc530258856]4.1.1 Logistics Outsourcing Increases Flexibility
In cooperation with UPS Logistics, UPS has more than 35 million square feet of distribution and warehousing facilities, and is located in more than 120 countries, with package delivery fleets providing services (UPS, 2018). Moreover, outsourcing also reduces the company's risk. If the market needs to deliver key orders and uninterrupted product supply chains on time, if Adidas' distributors and retailers can't immediately replenish their inventory, customers are likely to take their demand to other competing companies, which will reduce the company's profits and damage the reputation. And when the above-mentioned emergencies events occur, the outsourced logistics company can solve the problem more easily, thus reducing the risk of interruption in the supply chain.

Therefore, the choice of outsourcing doesn’t mean handing over the control of the company, but means increasing the flexibility of the company, outsource logistics to professional logistics companies, and its own companies can focus on products to improve your core competitiveness (Sarah et al,1999).

[bookmark: _Toc530258857]4.1.2 Stable and Sustainable Supply
Adidas has entered into a long-term and stable cooperation with the foundry company. And Adidas has three different purchasing relationships: direct procurement model, indirect procurement model and local market production (Vasant, 2013). The advantage of directly connecting with the foundry company is when the direct supply chain is unable to provide services, it is necessary to provide some specific services to meet specific requirements.

The supply side of Adidas is very complicated, so when the company and the foundry company have reached a stable cooperation, the company's supply chain network can be more perfect. Adidas can achieve a stable and continuous supply chain network to meet the needs of the market and customers at any time, especially for the seasonal demand has shortened the product cycle.
[image: ]
Figure 4：Complexity of the Supply Chain of Adidas
(Source：The Adidas Group)

Processing costs, without having to bear the risk of equipment depreciation, self-built factories and production management, can also flexibly place orders on demand according to market changes. This can promote the new business advantages of the finished products business. And improve the ability to operate and manage, so as to move toward higher levels of capital operations.
[bookmark: _Toc530258858]4.2 The Limitation of This Strategy
[bookmark: _Toc530258859]4.2.1 The Expansion of the Logistics Network Will Bring About an Increase in Costs
In fact, the logistics network is a dynamic structure that requires permanent product flow in its relatively separate supply chain network. A typical logistics network involves various terminals such as components or raw material suppliers (S), manufacturers (M), wholesalers (W), retailers (R) and customers (C). Each stage of the logistics network requires flow the coordination of various complex mechanisms to connect the various stages (Stefan, 2008).
[image: ]
Figure 5: The Structure of Logistic Network
(Source: Giam Ong,2015)

According to Adidas' information research, we assume that Adidas is considering the use of large logistics networks. It is necessary to alternate the use of various transport carriers and modes of transport to enable the interconnection of resources, supply chain structures, supply organizations and processes to achieve many different relationships (JörgHinrichs et al, 2014). The larger the logistics network of Adidas, the higher the maintenance cost of Adidas. At present, Adidas doesn’t choose the most suitable outsourcing company, and in the very mature logistics network of Nike, Adidas' logistics outsourcing also faces certain cost risks.

[bookmark: _Toc530258860]4.2.2 Product Quality Monitoring Issues
The foundry model also has some defects. The quality of the product is likely to cause quality problems due to the lack of monitoring. If Adidas only pays attention to the processing cost, doesn’t pay attention to the quality of the product, let the other company compete to lower the price, and the lower price can obtain the qualification of cooperation, then the cost of materials, production lines and so on may be suppressed very low, so that the manufactured products are also there will be quality defects (Awadhesh Kumar et al, 2011).

In fact, many foundry companies today have precedents for quality problems. With the increase in raw material costs and labor costs, the only thing that these factories can control is the cost of the product. Therefore, the company is particularly important for the selection and monitoring of the partners. On the contrary, in such a market environment, if the foundry company completely does according to the materials required by the company, the cost may be increased to a large extent, and the consequence of the cost increase is that the sales price of the commodity should also be corresponding improved.

[bookmark: _Toc530258861]5.0 Recommendations
The company's competitive strategy is based on an understanding of the future strategies of each business unit and the enterprise level (Emerson et al 2014). It isn’t good enough to be the lowest cost producer, as the company may open its doors to attacks by other low-cost producers. (James et al, 2018)

Therefore, when the company chooses a cost leadership strategy, the following recommendations should also be adopted:
1. Establish a very efficient logistics network.
2. Improve product availability, achieve continuous product availability and ensure faster product delivery.
3. Reduce the risk of over-purchasing to avoid seasonal product shortages and reduce end-of-season cleanups to create additional net sales.
4. Realize low-cost foundations (materials, facilities, labor) under the premise of ensuring product quality, and cut costs in a sustainable and competitive way.


[bookmark: _Toc530258862]References
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