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1. [bookmark: _Toc530855384]Executive Summary
The main purpose of this report is to introduce and analyze Adidas' current competitive strategy. This report will dialectically evaluate the advantages and disadvantages of Adidas' cost leadership strategy.

Adidas is a company involved in the design, development and manufacture of a wide range of sports products. The company's products include footwear, apparels and hardware such as shoes, bags and balls (The Adidas Group, 2018). The cost leadership strategy used by Adidas mainly includes logistics outsourcing and OEM models. The use of cost leadership strategy has enabled Adidas to greatly reduce costs and increase the company's competitiveness in the industry. As a result, the company's profits have been correspondingly improved to a large extent.

However, the cost leadership strategy also encountered some problems in the use of Adidas, such as the company can’t effectively control the quality of the product, and there is still a great risk in logistics compared to Nike. In order to solve these problems, this report will give some suggestions, such as maximizing the company's logistics chain network and reducing the unsalable or out-of-stock situation of the company's products due to unfavorable factors such as seasonal factors and cyclical factors. And to ensure the quality of supervision when working with foundry companies.

2. [bookmark: _Toc530855385]Introduction
[bookmark: _Toc530855386]2.1 Report Remit
This report analyzes Adidas' competitive strategy to develop its current competitive position: a cost leadership strategy. Through the practical application of the strategy in Adidas and the example of the strategy used in Adidas, this report points out the advantages and disadvantages of Adidas in the application of this strategy, and how Adidas can use this strategy for better development. A suggestion was made.

[bookmark: _Toc530855387]2.2 Background of the Adidas
Adidas originated in Germany, but is a truly global company with nearly 57,000 employees worldwide. According to Adidas' annual report, as of December 2017, the company's revenue was 212.18 euros, an increase of 14.8% compared to 2016. In FY2016, the company's operating margin was 9.6%, compared to 8.5% in 2017. In FY2016, the company's net profit margin was 5.2%, compared to 5.5% in FY2017. In the company's major operating regions, in fiscal 2017, Western Europe accounted for 27.7% of the company's total revenues followed by North America (20.1%), Greater China (17.9%), MEAA (13.7%), Latin America (9%), Japan (5%), Other Businesses (3.5%) and Russia/CIS (Kevin,2018).

[bookmark: _Toc530855388]2.2.1 Definitions of Major Concepts
This report will specifically describe Adidas' competitive strategy, including some important concepts that will be presented here.

This report will specifically describe Adidas' competitive strategy, including some important concepts that will be presented here. A strategy is a method or plan that a company chooses to achieve hope for the future, including achieving goals and solving problems. The strategy consists of three levels, namely corporate strategy, business unit strategy and team strategy (James et al, 2018). This report selects Adidas' cost leadership strategy for further analysis. The cost leadership strategy refers to the strategy adopted by the company to improve efficiency and reduce production costs, so that the company's production cost is lower than the industry average (Raphael 1986). This is a competitive advantage for Adidas, which is defined as the advantage gained by giving consumers greater value, including by lowering prices and by offering higher value products at the same price and Service (Chase et al, 2001).

3. [bookmark: _Toc530855389]Main Body
[bookmark: _Toc530855390]3.1 Implication of the Strategy
The cost leadership strategy is based on a competitive strategy to create low-cost operations within the market. This strategy is primarily a strategy to reduce operating costs and make operating costs lower than the operating costs of other companies in the same industry. Companies that use cost leadership strategies provide quality and functionally acceptable products and services to their customers at an affordable price (Edwards, 2014). Cost leadership often depends on the company's efficiency, scale, scope and experience (Michael, 1998).

The cost leadership strategy is based on a competitive strategy to create low-cost operations within the market. This strategy is primarily a strategy to reduce operating costs and make operating costs lower than the operating costs of other companies in the same industry. Companies that use cost leadership strategies provide quality and functionally acceptable products and services to their customers at an affordable price (Edwards, 2014). Cost leadership often depends on the company's efficiency, scale, scope and experience (Michael, 1998). And Adidas is a unique U-shaped structure, the company's supply chain from the manufacturers to the various retail stores.
[image: ]
Figure 1: Adidas Supply Chain Design
(Source: Shivankit, 2010)

[bookmark: _Toc530855391]3.2 Cost Leadership Strategy Utilized by Adidas
In the use of cost leadership strategy, Adidas mainly implements this strategy from two aspects: logistics outsourcing and foundry cooperation. Adidas is one of the global leaders in the sporting goods industry. The development of the company requires logistics as a guarantee (Banister, 2003). According to information research, Adidas is considering a large logistics network. The company needs to transport a large number of different items across multiple levels, and build a large logistics network to interconnect various transportation processes and organizations by alternately using transportation carriers and transportation structures (JörgHinrichs et al, 2014). Such networks need to be interconnected through complex coordination mechanisms. The lack of coordination will reduce the responsiveness of the logistics network and increase the cost, which will eventually lead to a decline in the profitability of the entire network (Stefan Nedelea, 2008). In order to solve this problem, Adidas has adopted logistics outsourcing to minimize costs and build the most complete logistics network.

In the production line of Adidas products, in fact, Adidas is only responsible for design and sales, and outsources the production to other foundries. The development and production of shoes is not the same thing. Shoes can’t be put into production immediately after design (Orges,2008). The process must also include the process of manufacturing molds, sample shoes manufacturing, cost calculation and modification. In fact, Adidas has a competitive advantage in terms of design and sales. In terms of manufacturing, Adidas does not have much experience. So the strategy adopted by Adidas is to work with foundry companies.
[image: ]
Figure 2: Production Design of Adidas

[bookmark: _Toc530855392]3.3 Examples of Cost Leadership Strategies Utilized by Adidas
In fact, as early as 1996, Adidas decided to outsource its clothing distribution business in the United States to UPS Global Logistics. In 1997, Adidas began to cooperate with CALIBER Logistics. Adidas has been at the forefront of fierce competition for decades, and providing customers with on-time delivery is an important factor in the company's success (Dylon, 2017). In order to maintain rapid growth, Adidas' North American Corporate Division partnered with UPS to enable UPS to provide solutions to help distribute its operations in North America. With more than 35 million square feet of distribution and warehousing facilities, UPS is strategically located in approximately 1,000 locations in more than 120 countries and is serviced by parcel delivery fleets, including 237 aircraft and more than 100,000 vehicles. (UPS, 2018)

In the business of Adidas, companies must respond quickly to remain competitive. UPS Supply Chain Solutions enables Adidas to increase flexibility and reduce operating costs. Even if the company's order profile is constantly changing, Adidas is able to complete the order on time. The UPS Supply Chain Solution enables Adidas to rapidly increase our distribution capabilities through the use of UPS Supply Chain Solutions' infrastructure and logistics technology to enhance Adidas customer service (The UPS Group, 2018).
[image: ]
Figure 3: UPS Supply Chain
(Source: UPS,2018)

In terms of manufacturing, taking Adidas' production in China as an example, Adidas cooperates with Shenzhou, Baocheng and other foundry companies. Take Shenzhou Company as an example. The R&D center is one of Adidas' largest research and development centers for jogging shoes in the world. The development of shoes is done by Adidas designers and relevant personnel of the R&D center. Adidas is mainly responsible for the design and construction of Shenzhou's production process. This kind of OEM method of Shenzhou Company is the world leader. Adidas directly moved the design center to the Shenzhou factory, making design and production closely integrated. The designers of Adidas proposed amendments, and Shenzhou Company was able to modify it within a few hours. The initial period of the product and the cycle of new products on the market have been greatly reduced.

[bookmark: _Toc530855393]3.4 Advantages and Disadvantages of the Strategy
In logistics outsourcing, Adidas uses leased warehouses, and Adidas can use their short-term leased warehouses like private warehouses (Lambert et al, 2006). At the same time, Adidas has outsourced to the logistics company with fully automated facilities that take into account the requirements of the five sub-brands of Adidas (Adidas, Reebok, Taylor Made, Rockport and Ashworth), which enhances the logistics layout of Adidas and System requirements for warehouse management (Total Logistic, 2014). Due to the comprehensive logistics system supply chain of the third-party logistics company, Adidas has the transportation mode of water, air and land transportation, which greatly reduces the cost and enables the company to cope with future production and expansion.

However, compared to Nike's own comprehensive logistics supply network, Adidas still has a lot of defects, although on the surface it seems that Adidas saves costs through logistics outsourcing, but in the long run, Nike The company has more potential to expand than Adidas, and Adidas' logistics outsourcing may also face credit risks in cooperation with logistics companies that are not faced by Nike, which uses its own logistics supply chain network.
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Figure 4: Nike’s Supply Chain
(Source: Laudon, 2015)

In the research and development of products, Adidas cooperated with the foundry company and used the platform of the foundry company. Adidas made its design plan into a viable production plan and guaranteed the effective operation of Adidas. However, cooperation with foundry companies has a fatal flaw, and it is difficult to effectively control quality. Today, many foundry companies are not strict enough to pursue low-cost, high-yield raw materials. The poor quality of raw materials will lead to poor quality of the products produced. Therefore, if the company does not pay enough attention to the quality control of the foundry company, the customers will question the company's products and services, and the company will face huge loss.

4. [bookmark: _Toc530855394]Conclusion
The strategies adopted by successful multinational companies should be adapted to the characteristics of their implementation environment, which suggests that the strategies adopted by companies in different industries should also be different (Daniel, 2008). Without a competitive strategy, companies will have a hard time attracting customers because each company faces different markets and different challenges. Based on the entire market, Harvard professor Michael Porter proposed four main competitive strategies: Cost Leadership Strategy, Differentiation Strategy, Cost Focus Strategy and Differentiation Focus Strategy.

Among them, the cost leadership strategy adopted by Adidas is based on the characteristics of the company's field. It requires a long-term commitment to sell the company's products and services at a low price. However, implementation of this strategy will also face some challenges, such as companies must produce these products and services at low cost, otherwise the company's profits will be greatly reduced (Sampson, 2018). Large companies like Adidas can produce products at low prices and sell them at discounted prices, while still generating profits, and can compete with rivals by consistently offering the lowest price.

[bookmark: _Toc530855395]4.1 Recommendations
Although Adidas has achieved great success in the use of cost leadership strategies, Adidas can make improvements in some areas to make the company's profits and influence more objective. Therefore, Adidas can take the following recommendations:

1. Improve the coordination and responsiveness of the logistics network to prevent emergent risks.
2. Develop your own logistics network as much as possible to achieve better scale effect and prevent credit risk.
3. Strengthening the quality inspection of foundry companies, the prerequisite for reducing costs is to ensure quality.
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