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The purpose of this report is to assess strategies that offer a competitive advantage; the case study in this report will focus on Adidas.

The main findings of the report are outlined below:

· Upon thorough research it can be said that according to Porter’s generic strategies, Adidas implement a differentiation strategy in order to gain a competitive advantage 

· The use of differentiation is advantageous as it allows a company to be protected from competitors; it does this by creating a brand loyalty. In addition to this, product differentiation of a particular can also lead to a higher market share

· Adidas apply the differentiation strategy through avenues such as “miAdidas” which allows the customer to customize their product

· Adidas offers a digital experience that is unrivalled by its competitors, it is also an ideal interactive tool especially as they target the younger and more technology orientated generations

· Despite the advantages of implementing a differentiation strategy, there are some potential drawbacks that could have a detrimental effect to any business

· Changes in the needs and wants of the customer as well as changes in technology and economy can have a negative effect on a differentiation strategy

· It is recommended that Adidas continue targeting the younger generation, also know as generation Z, as it is a tactic that proves to be fruitful

· It also important for Adidas to consider other avenues of reaching out to generation Z 



· 

[bookmark: _Toc404884161]2. Introduction

This report aims to cover the main theories of strategy as well as critical analysis.
The main purpose of conducting this research is to gain some knowledge into the different types of strategy as well as the strategies implemented by Adidas. In order to explain and analyse the findings in this report, the concept of Porters Generic Strategies will be applied.
[bookmark: _Toc404884162]2.1 Company Background

Adidas is a German manufacturer of athletic and sportswear and was at one point closely competing with Nike. The naming of the company was based on the founder’s name, Adolf (Adi) Dassler. The company began its operations after the First World War, where they began manufacturing shoes (Lewis, 2017). According to Statista (2018), during 2017, Adidas was running 1,557 stores internationally as well as net sales reaching over 21 billion euros.
[bookmark: _Toc404884163]2.2 Theories of Strategy

Porter defines strategy in terms of its objective, the creation of a “unique and valuable position” (Porter, 1996) through trade-offs in the process of competition and by employing a framework, which allows company actions to interact with each other in a bilaterally reinforcing way. 

Anthony defined strategy, quoting a Kenneth Andrews unpublished paper, to be a pattern encompassing objectives, purposes or goals as well as the strategic planning which would bring them about under the restriction of a clear definition of the company’s present and future business state (Anthony, 1965).

[bookmark: _Toc404884164]2.3 Business Level Strategy

Orcullo (2007) mentions that business level strategy acts as a guide for businesses as they make their way through the competitive market. Norton (2008) further mentions that there are actually three levels of strategy; these are Corporate, Business and Functional.

Unlike corporate level strategy, which deals with the running of the business as a whole, business level strategy tends to deal with more specific aspects such as, marketing administration and finance (Orcullo, 2007)

[bookmark: _Toc404884165]2.4 Competitive Advantage


According to Karami (2007), strategy on a business level entails the way in which strategic managers create a plan with the use of resources and proficiencies in order to gain a competitive advantage over its market rivals.
[bookmark: _Toc404884166]3. Main Findings 

[bookmark: _Toc404884167]3.1 Porter’s Generic Strategies 

There are three different generic strategies, which can be used to achieve a competitive advantage, which can be identified as cost leadership, differentiation and focus (Porter, 2008).  This is illustrated in more details in figure 3.1.
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Figure 3.1
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According to Palepu et al., (2007), one of the strategies that can assist in achieving a competitive advantage is differentiation. In this case the company targets the provision of a unique product or service (Hyatt, 2001;Hlavacka et al., 2001;Porter, 1996) which leads to high customer loyalty (Cross, 1999;Hlavacka et al., 2001;Porter, 1985;Frambach, Jaideep and Verhallen, 2003). The key to achieving differentiation is the determination of exactly why a company differs from the competition (McCracken, 2002; Berthoff, 2002). The determining factors are usually quality of work, the size and image of the firm, graphics, participation in client organizations, the product itself and its delivery system(McCracken, 2002). 

The benefit of differentiation is that is provides some safety to a given company against its competitors by having brand loyal clients Hill and Jones (2011). Hill further describes that brand loyalty is very important as it protects the company from all angles, an example of this would be that a supplier that holds an advantageous position would not be deemed a threat as the company is more concerned with the prices that they can charge over the costs of production. This means that by adopting a differentiation strategy, reasonable price increases can be tolerated(Hyatt, 2001) while cost control still plays a role (Hlavacka et al., 2001) but cost leadership is incompatible. Also, the differentiation characteristics of a product found to be in positive correlations with market share, i.e. the higher the degree of product differentiation, the higher the market share (Phillips, Chang and Buzzell, 1983).

Schnaars (1998) mentions that implementing a differentiation strategy can be detrimental to a business. There are a few factors that can have an affect on this, such as changes in needs or wants of the customer, economics as well as technological innovation. Also, if the differentiation is not manifest or the customer’s need is artificially imposed by marketing strategy encouraging impulse purchasing, it could lead to post purchase dissonance, where the customer regrets purchasing the product (Hasan and Nasreen, 2014)

[bookmark: _Toc404884169]3.1.2 Cost Leadership 

Cost leadership is targeted on achieving competitive advantage by having the lowest cost compared to all competitors in the industry( Porter, 1979; 1987; 1996) (Bauer and Colgan, 2001)(Malburg, 2000). 

To succeed in this the company must have low cost leadership strategy and manufacturing, but also a workforce committed to this low-cost strategy(Malburg, 2000). This implies that the company must discontinue any operations which do not produce a cost advantage and outsource these activities, if they it is necessary to continue with them, to subcontractors who will supply them with a cost advantage (Malburg, 2000). 

A most important aspect is that the company must have a large market share (Hyatt, 2001) where economies of scale play a major role (Silberston, 1972). According to Porter only one firm in a particular industry can be the cost leader (Porter, 1985;Venu, 2001) and if no other competitive advantages are applicable then low cost
leadership it is the best strategic choice (Malburg, 2000).  This does not imply that revenues will be reduced as cost leadership leads to higher demand and increases market share (Porter, 1987, 1996;Helms, Clay and Peter, 1997). 

Cost leadership strategy has some disadvantages as customer loyalty is quite low and if prices are lowered excessively revenue may be lost (Cross, 1999).


[bookmark: _Toc404884170]3.1.3 Focus

From the theoretical point of view the methods that constitute a differentiation or a cost leadership strategy are the same methods that make up a focus strategy (Porter, 1980). 

Griffin (2007) explains that focus strategies concentrate on a particular market, type of product or a certain clientele. Haberberg and Rieple (2008) back this by putting forward the idea that a focus strategy entails a company concentrating on a particular division of the market (Davidson, 2001; Porter, 1979, 1987, 1996; Bauer and Colgan, 2001; Cross, 1999). Further, the company may focus on a particular customer set or range of products, service line (Darrow, Algin and King, 2001; Hyatt,2001) or geographical area e.g. a European company may choose to focus only in Europe(Stone, 1995). 

In effect it is a strategy that targets niche markets or in market types which due to size or nature do not attract large companies. Their structure depends on a set of factors, including geography, customer profile and product characteristics. For such a strategy to succeed the niche size must have an attractive growth potential, but not too attractive so as to interest large competitors (Porter, 1980). Another case where focus strategy is successful is the market where no firm has imposed a dominant design for some particular product or in markets where, through maximal concentration of resources customer satisfaction is extremely high (Hansen, 1989).

[bookmark: _Toc404884171]3.1.3 Combination or Hybrid Strategies

The major debate is whether differentiation and cost leadership can be employed at the same time and the results are to an extent conflicting, as most studies examine country specific, product specific and customer specific cases. 

Porter felt they were mutually exclusive (Porter, 1996;Helms, Clay and Peter, 1997) and anybody attempting to apply both of them at the same time is in danger of reaching a state of strategy incoherence and lose by it (Acquaah and Yasai-Ardekani, 2006). Purer strategy positions are correlated to above average operating returns across three out of four major industry sectors (Thornhill and White, 2007). 

However, empirical studies diverge from this absolute position. In a study of generic strategies in the hospital industry it was found that a focused cost leadership hybrid strategy exhibits higher performance applying either cost leadership or differentiation alone (Kumar, Subramanian and Yauger, 1997). Also, in the case of the UK wine industry the hybrid focused differentiation approach was best for the niche segments of the market (Richardson and Dennis, 2003) while in a study of the Greek manufacturing industry hybrid strategies were found to be preferable to pure strategies(Spanos, Zaralis and Lioukas, 2004). Furthermore, firms that pursue a differentiation strategy may also be able to achieve a low-cost position by emphasizing efficiency in their value creating activities, thereby further strengthening their competitive position vis-a-vis their rivals. The successful strategies of Toyota, Canon, and Honda are due to the simultaneous pursuit of cost leadership and differentiation strategies (Ishikura, 1983).


















[bookmark: _Toc404884172]3.2 The Application of Porter’s Generic Strategies to Adidas

In Adidas own literature it is claimed that they employ three strategic choices “which will enable us to focus even more on our consumers” (Adidas, 2018)

· Speed – How we deliver: The main differentiation strategy is consumer centrism as consumers are “at the heart of everything we do” and excelling at consumer service means that “they always find fresh and desirable products where and when they want them” while it states a specific differentiation strategy target of becoming the “first true fast sports company” (Adidas, 2018).

Customer satisfaction is recognized to be a differentiation strategy in Porter’s sense (Fornell and Johnson, 1993)

Adidas developed a framework which falls within Porter’s concept as the firm continuously develops, so as to attain sustainability, unique resources and capabilities which enable the satisfaction of the customer’s needs in ways that are difficult to copy (Porter, 1985). The company is fully focused on the effort of continuously offering both unique and a broad range of new services to customers and refining existing services so as customers are delighted since they have a variety to choose from(Abratt, Abratt and Dion, 2006).  Formally, customer satisfaction “is a function of the experiential
outcome in the context of the customer’s expectations across brand touchpoints” (Lockwood, 2009 p.223). By avoiding conformity or discrepancy across all brand touchpoints Adidas falls within the definition above. 


· Cities – Where we deliver:  The statement correctly recognizes that urbanization is a sustainable megatrend leading to Mega-regions and Megacities (in excess of 10 million people), which, such as Shanghai, continue to expand(Alcatel-Lucent, 2012). Global trends are indeed organized in Megacities, as they will hold 61% of world population. A major upcoming trend is the “Democratisation of Content Creation” (ZenithOptimedia, 2018) where people will increasingly create their own content. This in effect is part of Adidas already existing policies, where customers get to “assemble” their own sports shoes at a reasonable cost. Further, Adidas, has already built a reputation which enabled its incorporation into the symbolic universe of urban subcultures around the world, e.g. the outfits of the hip-hop rap group DMC (Ricardo and Barbosa, 2016).  In this spirit their strategy is to be concentrated on six key cities in which they plan to “over-proportionally grow share of mind, share of market and share of trend: London, Los Angeles, New York, Paris, Shanghai and Tokyo” (Adidas, 2018). The additional reasons can be seen in the Table below:

 
	2015
	2015-2030
	2030

	Cities 
	Consumption
	Cities
	Consumption Growth
	Cities
	Consumption

	Tokyo
	1,291 bn.
	London
	367 bn.
	Tokyo
	1,644bn

	New York
	1,035 bn.
	Tokyo
	354bn.
	New York
	1,3886 bn.

	London
	670 bn.
	New York
	351 bn.
	London 
	1,037 bn. 

	Los Angeles
	625 bn.
	Los Angeles 
	235 bn. 
	Los Angeles 
	861 bn.

	Paris
	312 bn.
	Shanghai
	277 bn.
	Shanghai 
	429

	Shanghai
	<200 bn. 
	Paris
	< 137 bn. 
	Paris
	384 bn.



Projected consumption for the selected cities 2015-2030 (Florida, 2014)

These are in the top 10 Megacities with projected trend production over a variety of cultural groups that constitute customer targets for Adidas and the increase in disposable income, which encourages the level of consumerism seen in the Table above.


· Open Source: Creation, according to Adidas, is based on collaboration and innovation. This is by itself innovative, as Adidas has moved away from the “closed” in-house innovation development which was a hindering factor with respect to responding to customer needs as it relies on the company’s estimation of perceived needs (Chesbrough, 2003). Further, this antiquated method of sustainable improvement is bound by the use of internally existing information either due to a geographical proximity or a long established methodology which leads to the problem of bounded rationality (Katila and Ahuja, 2002). 

Adidas has already moved to the next step, to the dictum that the public is a source of business value as we are already in the age of rapid innovation and the “do it yourself” (DIY) culture. Hence, when a customer contributes a new idea/new product company intellectual assets are increased and hence so does its market value (Lukensmeyer and Torres, 2008).


[bookmark: _Toc404884173]3.2.1 miAdidas

A good example of product innovation is Adidas’ “miAdidas” mass production customized system(Berger and Piller, 2003), a contradiction in terms, which started in 2000 and is still going strong today. This is a form of differentiation, which fulfils a customer’s need for a tailored product, allowing them to charge “premium price” as the value provided is both unique and superior to the competition. It incorporates increased product quality, features not available in competitive firms and solid after-sale support. 

It is easy for the customer to handle as it is a three choice process, either starting with a blank by picking a silhouette or starting with a colour or material to add a personal touch or by getting a head start with silhouettes designed by artists, musicians and influencers. The employment of this last participation is based on the identification of “lead users” (Herstatt and von Hippel, 1992) usually athletes and partners(Adidas, 2018). Alternatively, this can be done through “netnography”(Franke and Shah, 2003) i.e. by monitoring and analysing user blogs and sites  where needs, trends and ideas are subject to free scrutiny.


[bookmark: _Toc404884174]3.2.2 Digital Experience

The digital experience offered by Adidas, another form of differentiation, is based on the company maxim of creating an experience that is premium, connected, and personalised(Gilliland, 2017). Premium is about inspiring a form of love for the brand, which causes a desire for the products, which in effect is act of transference of the creation of excitement and enthusiasm about sports at either personal or professional level, as the aim is identifying sports activities with the brand. Connected means that all the touch points that a consumer can interact with are consistent with each other so as to create a seamless experience, which can be entered at any point and yield the same satisfactory result like a postmodern reading. Personalised means immersing the consumer within a sports environment to which they feel a sense of belonging. 
In this spirit two digital experiences are offered. The “Adidas Confirmed”, an app via which products can be reserves for pick-up in store and also alerts about new product launches and requires individual feedback on purchases. Also, the “Glitch”, a football boot where the inner and outer shoes are changeable and can be ordered only through a dedicated app, via which customers can communicate and exchange pinions regarding this product. The targeted consumers in this example belong to the Generation Z, the 15 to 24 age generation, which is profiled as seen below:

[image: ]

(Gilliland, 2016)



[bookmark: _Toc404884175]3.2.3 GAMEPLAN.COM

The digital content hub GAMEPLAN-A.COM launched in 2016 (Adidas, 2016) is in effect a business lifestyle magazine whose content lies at the intersection of Sport, Business and Lifestyle. It is a platform that has 5 targets:
1. Consumers who are empowered by sport and find this platform inspirational
2. [bookmark: _GoBack]Consumers who believe they are playmakers and not spectators with respect to the future of the sports society. GamePlan-A.com allows for a personal opinion to have impact in the shaping of this future. 
3. Consumers who are short on time and wish to be informed about sports lifestyle in a coherent and concise way. 
4. Consumers who believe in teams versus individuals and via the platform they will become a member of a communal team with the same interests regarding sports lifestyle.
5. Consumers who believe in the individuality of their own lifestyle and want to augment it as a result of their own choices.

In effect this is a way to solidify the Adidas customized approach to the sports life style society by bringing together in an interactive way their customer base and differentiate them from non-Adidas sports life styles. 

[bookmark: _Toc404884176]4.0 Conclusion 
Adidas employs a differentiation approach to establish the company’s competitive advantage based on a variety of mechanisms which are all targeted on bringing together a profile which is perceived to be customer centred in a very persuasive way.  


[bookmark: _Toc404884177]5.0 Recommendations

As Adidas are successfully targeting generation Z it is recommended that they carry on with this as it is yielding good results. 

The company should conduct research into alternative avenues of reaching out to generation Z.
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