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International Financial Management at Adidas
Accounting for a company’s finances in a global enterprise is called international financial management or simply international finance. Financial management differs from this approach because of the wide range of variables involved, such as currency fluctuations, political upheavals, inefficient markets, and many business opportunities. Exchange rate fluctuations may turn a profit-making transaction into a loss-making one. Any change in the country’s business climate might be considered a political hazard. Any unexpected legislative action might be the cause of these developments. The government of a nation has the power to alter the situation at any moment and in an unexpected way. The international economy confronts a wide range of variations across nations regarding shipping costs and taxation regimes because of the market and product interconnectedness. Financial managers are forced to look for the most excellent chances beyond national boundaries because of the imperfections of the markets. A company’s chances of reaping the rewards with a distinct flavour increase when it spreads its operations beyond national boundaries. As a result, the absolute risk of doing business is spread out among many countries.
The goals of international financial management are the acquisition of money and the making of investment choices. The acquisition of finances entails raising cash from both internal and external sources. Obtaining money at the lowest feasible price is the ultimate objective of international financial management. Strategic international financial management aims to maximise the wealth of all parties involved, including shareholders and stakeholders, by making optimal use of newly obtained cash. International financial markets have a distinct set of metrics and dynamics when contrasted to domestic financial markets. The proper administration of foreign finances may assist the firm in achieving the same degree of efficiency and efficacy in all of its marketplaces.
Adidas is the second-largest sportswear producer in the world after Nike. The multinational company began and is based in Germany. Currently, the company’s major markets are Greater China, the United States, Canada, and Mexico. These regions accounted for more than half of the firm’s annual sales. According to products sold, the firm’s apparel and footwear segments generate the immense bulk of the firm’s sales (Tighe, 2022). According to Tighe (2022), Adidas operates in more than 160 countries. This essay will focus on the importance of international financial management to Adidas, the difficulties faced by the firm in several financial markets, its dividend distribution policy, the relevance of efficient market hypothesis to the firm’s operations, and techniques used by the firm to appraise projects.
International financial management plays an essential role for Adidas. It helps in mitigating foreign exchange risk, managing working capital, making financial decisions, synchronising several functional activities, gauging performance, and ascertaining the business’s success. International financial management offers several hedging approaches to help to manage the risks associated with foreign currency transactions. Pricing is the fundamental approach international financial management uses to manage volatility or regulate the invoicing currency. Exchange risk currency may be mitigated if companies invoice their customers in the company’s reporting currency. The settlement approach forces a corporation to give up the benefit of money time value to avoid the dangers of fluctuations in foreign currency exchange rates. Foreclosures are one of the most common techniques of hedging. Participants agree to sell or purchase foreign currency at a set conversion rate in the coming years. It limits the company’s vulnerability to fluctuating currency rates since the transactions are done at a set rate. This transaction combines currency exchange and forward contract purchase. The international financial management might request a leading and lagging strategy to gain from exchange rate variance. Further, a leading and trailing strategy may shift money from cash-rich partners to cash-poor ones, improving liquidity.
International financial management performs an essential function in the management of working capital. Working capital management encompasses choices onto short-term cash flow and capital finance. These selections entail controlling the relationship between a short-term asset and the brief liabilities of the firm. In this respect, international financial management plays quite an essential function in maximising the value of the organisation by investing in initiatives that yield a positive NPV (net present value) by discounting with an appropriate discount rate. Additionally, IFM assists organisations in financing choices by emphasising appropriate capital arrangements and funding mix. Lastly, IFM helps to assess corporate performance using financial data and ratio analysis. These assessments show the firm’s trajectory through time (Apte and Kapshe, 2020).
Being a multinational company, Adidas is subject to many challenges. According to company reports, Poindexter (2021) affirmed that revenue growth in 2021 was reduced by $693.5 million due to the difficult market conditions in Greater China and substantial COVID-related lockdowns throughout Asia-Pacific and disruptions to the supply chain across the whole industry. Due to plant shutdown and understaffing in Vietnam throughout the summer, there was a significant production delay. Xinjiang cotton was boycotted in China because of claims of human rights violations against the Muslim Uyghur minority. Adidas subcontracts the manufacture of the vast majority of its goods to third-party or unaffiliated manufacturing partners, primarily located in China, Cambodia, and Vietnam, among other countries. Adidas is now in danger of becoming too reliant on foreign suppliers due to this decision. It has been reported that North American mid-priced garment producers have been unable to keep up with the increased demand for their products.
Consequently, sales growth reduced by 1-2% in 2019 in the North American market. Because Adidas group only has two brands in its portfolio (the Adidas and Reebok brands), the firm is limited to the sports footwear, clothing, and accessories markets (Tighe, 2022). As a result, a decrease in the market for sports-related items might be a significant issue for Adidas. The company has concentrated on creating a brand that is inclusive to people of all races. A smear campaign against Karen Parkin, the business’s head of human resources, was launched when claims surfaced that she had mismanaged incidences of racism at the corporation. She was obliged to resign to allow for an inquiry to take place. Lastly, Adidas has long ignored its market, allowing Nike to grow its dominance. In January 2020, Nike sales exceeded Adidas in Germany for the first time.
Adidas distributes dividends once a year with May being the payout month. This is a regular dividend policy. Companies that follow a regular dividend policy provide cash to shareholders every year. It is not uncommon for a corporation to produce more money than expected, yet the surplus profits will not be transferred to shareholders. Even if the firm makes a loss, shareholders will still get a dividend. Companies with continuous cash flow and adequate liquidity are most suited to regular dividend policies (Huang and Paul, 2017).
The Efficient Market Hypothesis (EMH) states that equities constantly sell at their book value on the stock markets, making it difficult for investors to buy and sell inexpensive equities. Furthermore, the only way a trader can make more money is by picking riskier assets than the market as a whole, which is only possible by using sophisticated stock selection or swing trading techniques. Alternatively, any information known to any dealer is already included in the pricing in a completely efficient market, therefore eliminating the prospect of outperforming the market. As the quality and quantity of information improve, the market becomes more efficient, lowering prospects for arbitrage and above-market profits while simultaneously increasing overall rewards (Downey, 2021). The efficient market hypothesis is relevant to Adidas as it makes it impossible to “time” stock and bond offerings using publicly accessible information, and the business may sell as many stocks or bonds as it wishes without reducing the price of such securities.
In their 2020 annual report, Adidas affirmed that they use the net present value technique to estimate the prospect yield on new investments. When accounting for risk, the cost of capital was increased by a risk premium, and the expected future profit flows were reduced where necessary. Scenario planning was used to examine the impact of variations in base assumptions on capital appreciation. In the case of big investment projects, timeframes and deviations from the budget are tracked every month all through the duration of the project. In addition to improving return on capital, the company analysed bigger projects after they have been completed and captured lessons learned for use in future capital spending choices (Adidas, 2020). Making predictions on how the company’s environment will change as a result is a key part of scenario planning. As such, scenario planning involves developing a specific collection of ambiguities or different complexities of what may occur to the firm.
In conclusion, international financial management is critical in the operation of Adidas. Despite its large size and good market share worldwide, Adidas faces various challenges, such as Nike competition and supplier shortages. To enhance the firm’s profitability and improve efficiency, these challenges need to be addressed accordingly. To compensate its shareholders, Adidas pays them a regular dividend once a year in May. New and potential investments at Adidas are evaluated using net present value.
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