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[bookmark: _Toc30991]eXECUTIVE sUMMARY
1) Remit of the report
                 The report is aimed to analyse the core strategy adopted by Adidas to achieve its mission, and further discuss its advantages and disadvantages.

2) Brief Background information
Adidas is the second largest sportswear manufacturers around the world, and Adidas  
Group has a strongly diversified employees team. Additionally, it is worth noticing that the market growth rate of the Greater China Area surpassed that of the other parts of the world.

3) Summary the findings of the report
A. Adidas adopted cost leadership strategy to achieve its mission.
B. Adidas lower its cost by internationalization and outsourcing.

Summary of the Advantages and Disadvantages of the strategy and the implications of The advantages of adopting a cost leadership strategy include
(1) Weaken the threats of existing competitors
(2) Reduce the  bargaining power of buyers
(3) Flexibility to cope with the price increase by suppliers
(4) Form barriers for new entrants into the industry
(5) Form its competitive advantages countering with its competitors
The disadvantages of adopting cost leadership strategies mainly are
(1) Redundant price cuts cause a decrease in profit margins
(2) Potential competitors may come into the industry later
(3) Lack of forecast about the market changes
(4) Technology transformation reduces the effectiveness of corporate resources in given period
(5) External factors have an unpredictable impacts
5. Summary of your recommendations
A. The quality of products and services should be maintained 
EXECUTIVE SUMMARY


CHAPTER 1 – ABSTRACT


              B. Adidas should focus on the integrated management of the outsourcing firms
2

3

[bookmark: _Toc9471]Introduction
Adidas is one of the most renowned sportswear manufacturers around the world, and it is interesting to analyse the business strategy of Adidas. Additionally, its crucial to know the past and future of Adidas to present comprehensive analysis of Adidas Group. This report mainly introduces the cost leadership strategy based on Porter’s model, the implementation, and advantages as well as disadvantaged of the strategy.

[bookmark: _Toc7370]Report Remit
                 The report was aimed to analyse the main strategy of Adidas for achieving its mission. Subsequently, we will further clarify the strategy of cost leadership strategy in detail and illustrate how Adidas implement cost leadership strategies globally. And the pros and cons of cost leadership will be discussed to fully understand the business strategy of cost leadership.


[bookmark: _Toc14279]Background of the organisation
Adidas, a renown multinational corporation located in German, is the second largest sportswear manufacturer around the world( Bloomberg, 2016). In the 1960s, Adidas was based  in Bavaria as the  leading sports footwear manufacturer in the world. Its initial history could date back to the 1920s, The organization aimed to cater the need of athletes by aggressive and innovating strategies thus dominating the high-end sports industry(Turner, 2015). In the process of competition with Nike, Adidas has been surpassed by the America-based counterpart. 

In 1948, the Adidas brand was officially registered. In the company's development process, we have continuously introduced various revolutionary sports products, which are favored by consumers and the company has been continuously growing and growing. In 2005, the company acquired the famous sports brand Reebok for 3.1 billion euros, and then established the Adidas Group, which has three subsidiaries, Adidas, customized and Reebok. In 2008, he became a partner of the Beijing Olympic Games and helped athletes to have a better game.

Adidas has accelerated the pace of becoming the world's first truly fast sports company. It is hoped that the net sales share of the product will increase to 28%, in order to achieve a 20% full-price sales share and the company's business. In addition to embedding speed in existing supply chains and production processes, new destructive business models and technologies will continue to be explored(Fitzsimmons et al 2006).

Currently, Adidas concentrates its business on the sports industry including sports-related accessories, sports shoes, shirts and so on(Grainger et al, 2005). Basically, Adidas has a sharply clear vision: We want to be the best sports company in the world. In other words, Adidas strives to produce the best sports product in the world with the outstanding quality and unparalleled services to consumers, and the “best” should by rated by the public(Hill 2017). 

So far, the multinational organization now has 56,888 employees with a strongly diversified and dynamic international teams. Alone at the global headquarter in German, the employees come from more than 100 different nationalities. And something interesting is worth noticing that the ratio of male employees to female employees is one to one. According to the most recent financial disclosure in the official website, the e-commerce market contributes to the strategic growth the most, reaching to 78% increase. In terms of strategic area growth, the sales in the Greater China increases 26%, which surpasses that of North America and Western Europe for 18% and -1% respectively.

[bookmark: _Toc16424]Definitions of Major Concepts
             
It is crucial to define several key concepts beforehand, so I will define the concepts of these words first. 1.Strategy is an elaborate plan to accomplish several missions with environment uncertainty. 2.Business-level strategy is a series of plans that aims to improve business products and services to get higher profit margins. 3. Competitive advantages refers to the ability of an organization to surpass the performance its competitors. Based on the Porter generic model, it is concluded that Adidas adopted cost leadership strategy as an important status.This model contains cost leadership(Porter 1989). Differentiation and focus. Get a bigger competitive advantage at a lower price,because low-priced goods are more attractive to most people(Mahdi et al 2015).


And if people really buy good quality and cheap goods, they will also improve the goodwill of this product, increase the possibility of buying again, and the company's brand and reputation will also increase(Hoejmose et al 2013). Of course, the premise of implementing this strategy is that you must guarantee the quality of your products and not produce inferior products for low prices. People like low-priced goods, but it does not mean that people will buy poor quality products, which is not worth it. There is a gap between people's expectations and reality, which will reduce the trust in products.

The correct implementation of this strategy is to reduce the cost of the product from other aspects through technology, management and other methods. For example, improving technology, using more advanced technology to increase labor productivity, or reducing dependence on labor, you do not need to pay a large amount of wages, you can save this money into technology,while improving the accuracy of the production process.This is a virtuous circle for a company. Only in this way, the scale of development of the entire enterprise will become larger and larger, and the competitiveness of the company will become stronger. The original intention of implementing this strategy will be realized.Do our utmost to win customers and win the market, thus becoming the leader of the entire industry.Only in this way will the company be brighter.







[bookmark: _Toc14763]Main Body
Based on the strategic analysis of Adidas, it can be found that Adidas adopted cost leadership strategy to achieve its mission.

Regardless of how Mr. Porter defines the strategy, cost leadership is one of the basic types in his basic competitive strategy classification. Porter also gives the decision-making framework of the following competitive strategy: when the company has a cost advantage, it should adopt a cost-leading strategy, and when the company has the unique advantage, it should adopt a disparate (differentiated) strategy. From this theoretical framework, Porter regards cost advantage and other ability advantages as the same level of problem, and believes that these ability elements are an independent relationship(Li et al, 2014).

In Mr. Porter's conceptual system, there are some basic logic: First, the low-cost advantage is parallel and independent of other capabilities of the enterprise; second, the low-cost advantage will inevitably lead to cost leadership strategy; third, take the difference Enterprises with strategic strategies can avoid the cost disadvantages of enterprises(Styles c.2013). However, in business practice, the above three logic have been questioned, and the concept of cost leadership needs to be reinterpreted. In fact, Porter’s “cost leadership strategy” should be expressed as “price leading strategy”. The misplacement of this concept will lead to deviations in business operations, re-interpreting the "cost leadership strategy" and become an important issue in corporate strategic management practice(Ranjan 2016).

Price is the real competitive factor

The essence of the cost leadership  is  price.

Competitiveness is perceived by consumers as the price instead the cost of the corporations; they compare the prices of different companies, and then the lower price (in other In the case of the same quality, buy it. Therefore, what really works in the competition is the price factor, not the cost advantage of the company.
This careful examination of the concept-related logic is very practical in practice. This difference shows that “cost leadership” and “price lead” are two completely different concepts; more means that companies that do not have a cost advantage can also adopt a price-leading strategy (Porter’s so-called cost leadership strategy) Companies with cost advantages do not necessarily adopt a price-leading strategy(Tanwar  2013).

In a market with limited competition, companies can use the niche market in which the industry exists to locate their segmented business areas. In 2002, the substantial price cuts of the Sail Series were aimed at the low-price market space set by the similar strategy of the old auto companies such as Shanghai Volkswagen and the business objectives of pursuing investment returns, and adopted a price-leading strategy. Your own market share. Although compared with SAIC, FAW and FAW, Shanghai General Motors have no cost advantages. However, their price-leading strategy has also achieved the expected results, and the market share has increased significantly(Peng 2017.).

In another case, companies can rely on their own strong capital strength to squeeze their opponents through price competition, thus gaining a monopoly position. It is worth noting that this price-leading strategy based on the lack of cost advantage must have three basic premises(Fujimoto and Clark 1991.). First, the capital strength of enterprises must be far stronger than their opponents. Otherwise, the first thing that falls in the brutal price competition is not the competitor, but the oneself.

Second, the barriers to entry for the industry are very high. It is not the fundamental purpose of enterprises to seek industrial monopoly, but they hope to obtain high monopoly income through monopoly. If the barriers to entry in the industry are not high enough, when the company sets a monopoly high price, it will attract the intervention of another competitor. The so-called wildfire is not burning, and the spring breeze is born again. Therefore, it is a pseudo-strategy like bamboo baskets to engage in price competition in industries with low barriers to seek monopoly, so as to obtain future monopoly profits.

Third, this expected monopolistic behavior will not be regulated by the government. China's anti-monopoly law is intensifying, and the future business environment will become more and more standardized. In addition to natural monopoly industries (such as power grids, gas pipeline networks, port terminals), monopolistic behavior will be more and more restricted. Even in a monopoly industry, its monopoly gains will be interfered by the government.​For example, China will impose a “windfall tax” on oil exploration, and all the proceeds from the city gas price increase will be turned over to the government.

Cost leadership is the foundation of all strategies

The foundation of an enterprise's survival and development lies in the creation of its social value. In this sense, the value of an enterprise depends on its efficiency in the use of social resources, or on the efficiency of its cooperation with other elements of society. In short, the value of a firm is equal to its output minus all the social resources it uses. In this computing system, it includes related social interest groups such as shareholders, employees, customers, suppliers, governments, and communities(Verbeke 2013). The significance of the existence of the enterprise is actually to enhance the value of the above-mentioned interest groups through its own management and management.




[bookmark: _Toc31001]IMplementation of the strategy
 Adidas reduces its cost mainly by internationalization and outsourcing. The company has 
operations in the global market with market division: Asia, Europe, America. The 
multinational corporation has numerous branches around the world, mainly divided into 
Germany, the Americas, Europe, Latin America, Asia and the Pacific region. The famous 
sports manufacture licensed operators, deliverers and agents almost in every parts of the 
world,  in more than 50 countries globally.  (Bücker and Ernste 2018). 

As one of the official partners appointed by the Organizing Committee of the 2012 London Olympic Games, Adidas Group, the world's second-largest sportswear and equipment manufacturer, won the marketing rights for the 2012 London Olympics. Concession(Ind 2017). Adidas occupies the London Olympics business opportunity, precisely because of the exclusive operation of the Olympic brand, causing public opinion accusations, but also because of the Cambodian "sweatshop" incident facing the London Olympic Organizing Committee investigation. According to the Daily Telegraph, Adidas’ factory workers who produce licensed products for the London Olympics in Cambodia earn only £10 a week, allegedly violating the agreement with the London Olympic Organizing Committee.

At the suburban factory in Adidas, Phnom Penh, Cambodia, workers need to work for ten hours per day, and an average weekly wage of 10 pounds. According to an agreement signed between the London Olympic Organizing Committee and the Olympic goods manufacturers, the Olympic sponsors must provide workers with adequate basic living security wages. Adidas’s payment of wages to Cambodian workers was accused of violating this agreement(Lagnese 2017). A spokesman for the London Organizing Committee for the Olympic Games said this week that the Olympic Organizing Committee attached great importance to the allegation and will investigate the matter. A spokesman for Adidas said that Adidas did not violate its agreement with the London Olympic Organizing Committee. The average wage of workers in Cambodia is 84 pounds per month (about 130 US dollars), which is much higher than the minimum wage set by Cambodia.


Subsequently, the company announced that it will close its factory in China in October, and its efforts to increase industrial transfer have attracted market attention. Adidas announced on the 18th that it would shut down the sole factory in China which was located in Jiangsu and Adidas intended to move to Southeast Asia(Mendoza and Clemen 2013).

A survey by China Securities Journal found that many Adidas products currently sold in the Beijing retail market have been produced in Southeast Asian countries such as Vietnam, Cambodia and Thailand. It is reported by Wall Street Journal that the cost of labor in Vietnam, Malaysia, Cambodia and other countries is around 1/3 of that of China, and the cost in the Chinese labor market is rising rapidly. Yi Dinghong, a professor at  Renmin University of China, pointed out that the current labor cost of manufacturing in China has begun to surpass that of Southeast Asian countries.

[bookmark: _Toc19226]Advantages & Disadvantages of the strategy
The advantages of adopting a cost leadership strategy include
(1) Weaken the threats of existing competitors
(2) Reduce the  bargaining power of buyers
(3) Flexibility to cope with the price increase by suppliers
(4) Form barriers for new entrants into the industry
(5) Form its competitive advantages countering with its competitors

The disadvantages of adopting cost leadership strategies mainly are
(1) Redundant price cuts cause a decrease in profit margins
(2) Potential competitors may come into the industry later
(3) Lack of forecast about the market changes
(4) Technology transformation reduces the effectiveness of corporate resources in given period
(5) External factors have an unpredictable impacts
The cost leadership strategy is different in the different stages of various corporations and the similar corporations. And the mission is to achieve multiple goals(Robbins 2018). The goal is multilevel. Enterprises should plan according to their own specific conditions, proceed step by step. Gradually, the highest goal can be accomplished.
[bookmark: _Toc10154]Conclusion

Based on Porter’s Generic Strategies, it is concluded that Adidas Group adopted cost leadership to achieve its long-term goals mainly by internationalization and outsourcing. For example, Adidas deployed its factories in developed countries, especially in South East Asia, in order to seek the lowest labor cost. And Adidas outsources its manufacturing and packaging to the local factories. However, in spite of the advantages offered by cost leadership strategy, the risks of them still exist.

[bookmark: _Toc20467]Recommendations

In is recommended that when Adidas adopted cost leadership strategy, other auxiliary strategies ought to be taken. The quality of products and services should be maintained in the process of cutting redundant cost. Otherwise, the reputation of the brand would be strongly damaged, leading to an irreversible negative impacts. And Adidas should focus on the integrated management of the outsourcing firms in terms of packaging, manufacturing, delivering and so on.
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