Business Profile

CONDUCTING BUSINESS IN A COMPETITIVE MARKETPLACE AND A CHANGING WORLD
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BY SAM HUDDLESTON
Profile Information:

Corporation: Nike 

Product: Nike Air Jordan Shoes

Success of Nike:
PROFIT:
When most people think of Nike, they think of one of the most successful companies ever. They would be right if they are talking about success in terms of profit. Nike has been one of the most profitable clothing companies ever. If you look at Table 1 (shown below), you see that Nike is a multi-billion dollar company each year.

Table 1: Nike Revenue in the U.S.A. in the Past 10 Years

YEAR
REVENUE

2000
$5,017,400,000

1999
$5,042,500,000

1998
$5,460,000,000

1997
$5,538,200,000

1996
$3,964,700,000

1995
$2,997,900,000

1994
$2,432,700,000

1993
$2,528,800,000

1992
$2,270,900,000

1991
$2,141,500,000

1990
$1,755,500,000


To interpret this information more clearly I put it into graph form ( Graph 1, shown below)
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Graph 1:

Nike is also an international company. They have extremely high revenue not only in the U.S.A. and Canada, but all over the world. This is shown in Table 2.

Table 2: Nike’s International Revenue For the Year 2000

CONTINENT
REVENUE

Europe 
$2,350,900,000

Asia Pacific
$955,100,000

Americas (excluding U.S.A.)
$671,700,000


I also put this information into graph form for easier interpretation (shown in Graph 2, which is seen on the next page).

Graph 2:
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Note: All values in millions


Nike is also very successful because they know where they can save money. This creates an excellent return on sales figure ( shown in Table 3 below).

Table 3: Nike’s Return On Sales for the Past 5 Years

YEAR
RETURN ON SALES

2000
6.8 %

1999
6.7 %

1998
5.2 %

1997
7.85 %

1996
9.1 %


As you can see, the percentage is very good. But you also notice a very large number and then a drop in between 1996 and 1997. Many things could have attributed to this, but my guess would be that Michael Jordan returned to the NBA in 1996. This would cause a major jump in sales of Air Jordans because Michael Jordan returning was advertisement by itself, they probably saved money in advertising. That is most likely the reason for the large percentage. With regards to the drop, 1997 was the year that all the buzz about the sweatshops and child labour was popping up. A lot of people began to boycott Nike and this would cause a dip in sales. Also, Nike would have been throwing in a lot of money in positive advertising for themselves. Trying to clear their image. Then when it began to die down a bit in 1999, you see the sales begin to rise again and less money would be put towards covering their rear ends. This would explain the changes in the percentages.

SOCIAL RESPONSIBILITY AND LABOUR/EMPLOYEE SATISFACTION:
If there is any area Nike has improved on, it is social responsibility. While it still falters in some areas (e.g. labour in third world countries), it has been making a good effort in other areas. For example, recently Nike has been making an attempt to help the environment. They have done many things like building an environmentally safe factory in Europe and used their own sustainable manufacturing system. This system “strives to use a  minimum amount of resources, at 100% efficiency with zero waste.”(source: Nikebiz.com). Also Nike created the Air to Earth Program. It is a program that is designed to make learning about the environment safe and entertaining for children.
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Air to Earth Program Logo (Nikebiz.com)


Another area Nike is trying to improve on is global community affairs. They are sending money for earthquake relief in India and El Salvador. They are also trying to improve working conditions in their factories across the globe. Another thing Nike is presenting is the SOLV walk. It is a walk to improve the livability of Oregon.


The one thing Nike has been getting nailed for recently is labour in third world countries. They have been known for having sweatshops in Cambodia, Mexico, Indonesia and many other third world countries. But since they have been exposed, Nike has been trying to fix this horrible problem they created. They have been sending people to upgrade the standards and have had routine checks on their plants all over the globe for a crack down on child labour. A short time ago, the CEO of Nike , Phil Knight, was quoted as saying, "Nike has zero tolerance for under-age labor." So, it is good to know they are at least trying to clean up the mess they have made.

Factors Affecting Success of Nike:

Nike has grown from a small company called Blue Ribbon Sports, to an international company with the most popular running shoes on the planet (shown in Graph 3 on next page). Here are some of the factors that affected Nike’s success.
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Graph 3:
Nike was started when Phil Knight and Bill Bowerman met at the University of Oregon and had the vision to start a shoe company. They first called it Blue Ribbon Sports. At first, they designed the shoe  and a Japanese company called Tiger manufactured them. In 1972 Blue Ribbon and Tiger have a dispute, so Blue Ribbon decides to go on their own, despite the huge risk. 

Blue Ribbon launches the “Nike” campaign at the Olympics that year. Track athlete Steve Prefontaine was the first major athlete to wear Nike shoes. But in 1975 disaster struck. Steve Prefontaine died before his time. This was a devastating blow to the Nike company. But they decided to persevere through the tough times. In 1978, light appears at the end of the tunnel, tennis great John McEnroe signs with Nike. This was a huge boost for Nike because in 1979, Nike is finally the number one shoe in America.


Nike just would stop growing. It seemed everything they touched was gold, and it was. In 1985, a rookie for the Chicago Bulls by the name of Michael Jordan signed with Nike. This proved to be the biggest and most successful shoe signing probably ever. The Air Jordan is launched and sky rockets to number on. A campaign that started out as just shoes has now grown to all basketball apparel.
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Why the Air Jordan was so successful was because it was something new. It loooked flashy, it felt comfortable and if Michael Jordan could dunk from the foul line in them, well you could too. Marketing, marketing, marketing. That is why Nike is so successful. They knew that if they could find the right person to sign with them that they could and would be number one. Also, at the time there were no new shoes being marketed by pro-athletes. Not since the Converse All-Star or the Dr. J’s had there been something this big. It was a matter of having the right person market it, at the right place and in the right time.

Product That Nike Manufactures:
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For this section I chose the most successful product Nike has ever made, The Nike Air Jordan (2001 model shown below).
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When Michael Jordan came into the N.B.A., everybody knew he was special, but after a few years they knew he was the greatest. This is when Nike was praising the good Lord they signed him already. Michael Jordan had signed a contract with Nike for advertisement and a shoe deal. The shoe was called “The Air Jordan”. This shoe, revolutionized how shoes were marketed. Before this, some athletes would really endorse shoes, but now, it’s hard to find a shoe that isn’t marketed by an athlete. This happened because the other companies realized that it truly worked. But none of them were as successful as Nike for one reason, they didn’t have the greatest basketball player ever advertising for them. With Nike, it was being smart and being lucky to sign such a commodity as Jordan. I very much believe, that the Air Jordan shoe is one of the main reasons Nike is so successful in the past 15 years. In fact, Nike and the Air Jordan campaign were ranked the 20th most effective advertisement of all time (source: Advertising Age). It is also said that Air Jordans and related products account for 18-20% of Nike’s profit (source: University of North Carolina). This is quite amazing when you think about it. To make it easier to compare with other brands I put it into a graph (Graph 4 shown below).

Graph 4: Air Jordan’s Percent of The Shoe Market


As you can see the Air Jordan products represent 18% of the market. That is more than Reebok and Adidas. Considering that the Air Jordan is a product and they are companies, it is unbelieveable. But the reason it is like this is simple, Nike has Jordan and they don’t. Adidas has Kobe Bryant, he’s being touted as “The Next Jordan”. Well that’s great, but Nike’s got the Jordan himself. Same goes for Reebok, they have Allen Iverson. One of the greatest players the game has ever seen. Well that’s great, but Nike has the greatest player who ever stepped on the hardwood. Jordan is often imitated but never ever duplicated and that is why the Air Jordan is by far the most popular shoe on the market (For more see Product Comparison Chart at the back of the report).

Shown below are the Air Jordan’s two main competitors and the shoe they are marketing.        
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KOBE BRYANT OF THE L.A.                                            “THE ANSWER IV: DMX”. THEY’RE   

LAKERS AND THE “KOBE 8”                                          MARKETED BY ALLEN IVERSON OF THE 

                                                                                            PHILADELPHIA 76ERS

Effectiveness of Nike’s Promotion and Advertising for the Air Jordan


As I mentioned previously, this is the most popular basketball shoe ever. It didn’t just become that way it took excellent advertising and promotion. The first thing that Nike did, was found the perfect athlete to promote this shoe. They got Michael Jordan, the most recognizable athlete anywhere in the world. Then, they advertised the crap out of the shoe. Everywhere you turn, AIR JORDAN, everywhere you look AIR JORDAN, you’re watching T.V. AIR JORDAN. They advertised it everywhere. And they got kids, teens and adults thinking, “Well hey, if Mike wears them, than I have to wear them” and “Well hey, if Mike can dunk from the foul line in them, so can I”. Then came the infamous “I wanna be like Mike” advertisement, and it was over. There Ws no chance any other shoe was going to catch the Air Jordan. It was like this for a long time too. But then the unthinkable happened. Way before his time, Michael Jordan decided to hang up his Air Jordans. Nike didn’t know what to do. They lost their celebrity who marketed their product. Who was going to buy Air Jordans if there was no Jordan playing? They thought it was truly over. 

But surprisingly, the shoes kept selling. Just not as much as when big Mike was playing. But once again, the unthinkable happened. Michael Jordan came out of retirement in 1996-1997. If you refer back to Table 1 on page 1, you’ll see a huge jump in Nike revenues between 1996 and 1997. Almost a 1.5 billion-dollar jump! It just proves that with the right person to market your product, anything can happen. 
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THE AIR JORDAN SYMBOL                                    JORDAN DUNKING IN THE ’98 FINALS
Business Issue Surrounding Nike:

An issue that affects Nike and most other athletic apparel manufacturers is the use of sweatshops and child labour in third world countries. Here is an article from The Arbiter (a newspaper from Boise State University) on December 7, 2000.

Boise State U. member of anti-sweatshop group WRC

by Stuart Bryson, The Arbiter 

"You Idiot! You Whore! You Pig!" In an Indonesian factory in Jakarta, supervisors routinely use this abusive language to reprimand workers who are paid two dollars per day to manufactures athletic apparel. In this and other third-world factories that manufacture goods for U.S. companies, workers are often forced to work extreme overtime in hot, polluted workrooms. Investigators from several organizations allege workers are subjected to degrading verbal and physical abuse including having ears pulled and buttocks slapped if they work too slowly or break factory rules. 


Sheri Chase does not like the idea of such sweatshops workers making clothes for Boise State University students. As Bronco Shop employee who orders apparel, she is conscientious about which vendors BSU orders from. According to Chase, BSU signed on as a member of the national Worker Rights Consortium (WRC) this year. The WRC is a non-profit organization that supports and verifies manufacturer compliance with apparel codes of conduct. These codes of conduct, which have been developed by colleges and universities across the country, ensure that goods are produced under conditions that respect the basic rights of workers.


This is an issue for Nike because they are the primary target for most anti-sweatshop groups. They are the target because they have been exposed for using sweatshops in Indonesia, Thailand and Mexico. Since having been exposed for this Nike has been trying to cover their rear ends by either moving their factories or improving their standards. They are trying to cover up this massive mess they have made. If you look at Nike’s business website (www.nikebiz.com) they have a link called “Nike in the News”. I figured this would be a great place to find an article on sweatshops and Nike’s role in them. They didn’t have one article on the subject! Not one! They’re trying to close their eyes and hope it goes away.
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Future Plans For Nike:

At this moment Nike is quite content with the way their product sales are going (who wouldn’t be?), but they are giving their management a face-lift. Phil Knight announced that President Thomas Clarke, will become the President of new business ventures for Nike. Mr. Knight also announced that he will act as CEO, President and Chairman. For more information see the press release shown below.

NIKE PRESIDENT TOM CLARKE TO LEAD NEW BUSINESS FOR THE COMPANY
Co-founder Phil Knight to serve as chairman, CEO and president
BEAVERTON, Ore. (May 8, 2000) – Nike Chairman and Chief Executive Officer Philip H. Knight today announced that President and COO Thomas E. Clarke will become president of new business ventures, effective June 1. Knight, who co-founded Nike in 1972, will serve as chairman, CEO and president, backed by the existing executive team.

Knight, 62, said he named Clarke to the newly formed position to put additional "horsepower" behind Nike's growth initiatives. Clarke will continue to report to Knight.

"Nike has achieved its unique global brand position by building an organization and management team that is agile and intensely competitive," Knight said. "Our previously announced regional management realignment, combined with Tom's new job, positions us to most efficiently attack growth in all areas of our business.

"Tom has demonstrated a talent for driving change and innovation at Nike. "I can think of no one better suited to help answer the question: 'What's next for Nike?"'

Clarke, 48, who joined Nike in 1980 and has been president and COO since 1994, said the new position puts focus and structure behind the company's long- and short-term growth plans. "Nike has a strong global management team and is well positioned as a power brand and financially sound company," Clarke said. "The next step is to continue to grow along familiar paths while executing against new growth strategies."

Under Clarke's leadership as president, Nike saw its revenues more than double from $4 billion to more than $9 billion. During that time, Nike became the dominant athletic footwear, apparel and equipment company and one of the world's most recognized brands. For the first nine months of the current fiscal year, Nike's earnings per share are up 30 percent over last year.

Clarke's first job at Nike was as a research associate in the Nike Sports Research Lab. He held subsequent jobs as the director of product development, director of Nike Sports Research and Development Center and vice president of marketing. Clarke also serves on Nike's board of directors. He received his M.S. degree in bio-mechanics from the University of Florida in 1977 and his Ph.D. in bio-mechanics from Pennsylvania State University in 1980.

Knight has served as Nike president twice before. He held the position until 1983, when Robert Woodell was named president. Woodell held that position for two years, when Knight again stepped in until 1990, when Richard Donahue, who is a current Nike board member, served as president until 1994.

Knight co-founded the company with his late former coach from the University of Oregon, Bill Bowerman, with the vision of providing the best running shoes for the most serious athlete. Since the 1972 Cortez, the first athletic shoe sold under the Nike name, Knight has inspired numerous innovations in the business of sports, including cutting-edge advertising, innovative product technology and new business models such as futures-based ordering.


Channels of Distribution For the Air Jordans:


The only channel of distribution for the Air Jordans is Indirect (shown below in Diagram 1).

Diagram 1: Indirect Channel Of Distribution

MANUFACTORER ( IMPORTER ( RETAILER ( CONSUMER

 Nike always uses intermediaries in distribution. For example, say Nike manufactures a pair of Air Jordans in their factory in Kudong, Mexico (manufacturer). They would then import (importer) that to either the United States or Canada to a retailer, which would be a  Foot Locker store (Foot Locker is the only place where the Air Jordans are sold in North America) where it then be sold to Joe Blow the consumer. That is how an indirect channel of distribution would work. The only problem with Nike’s is that the manufacturer in Kudong is paying his workers horrible wages and treating them worse. Nike got caught for this and had some of their plants shut down. This messes up the whole channel. So, Nike swept in to Kudong and cleaned up their factory before it was shut down, and by doing that, salvaged the channel and it is still going today. The factory in Kudong is one of Nike’s largest and biggest suppliers to North America. Why did Nike choose to save this factory out of all of them? Because there are smart. Kudong is located in Mexico. Think of how much they are saving on transportation by saving this factory. If they let this one be shut down, they would have to spend a ton more money shipping goods form overseas to Canada and the U.S.A.. So, instead they salvage on company to save a lot of money on shipping. That is why Nike is one of the most successful businesses ever, they use their head. I believe that this on situation alone proves that Nike’s channels of distributions not only work, but they can save money in the process.

Is Nike A Financial Success?:

To best display Nike’s financial success I will show Table 1 again.

Table 1: Nike Revenue in the U.S.A. in the Past 10 Years

YEAR
REVENUE

2000
$5,017,400,000

1999
$5,042,500,000

1998
$5,460,000,000

1997
$5,538,200,000

1996
$3,964,700,000

1995
$2,997,900,000

1994
$2,432,700,000

1993
$2,528,800,000

1992
$2,270,900,000

1991
$2,141,500,000

1990
$1,755,500,000


As you can see Nike is a huge financial success. Each year they have churned out billions of dollars in the U.S.A. and have been labeled one of the most successful businesses of all time by numerous people. 


It has also made tons of money over seas too in past years. This best represented in Table 2 (shown below).

Table 2: Nike’s Revenue Around The Globe (2000)
CONTINENT
REVENUE

Europe 
$2,350,900,000

Asia Pacific
$955,100,000

Americas (excluding U.S.A.)
$671,700,000


So, as you can see, Nike makes millions and billions of dollars all over the world. I believe this is more than enough evidence to show that Nike is a colossal financial success all over the globe. It also knows how to conserve money (even if it’s morally wrong. e.g. sweat shops, child labour, etc.). Nike has had astounding return on sales figures in the past also. Shown on next page in Table 3.

Table 3: Nike’s Return On Sales for the Past 5 Years

YEAR
RETURN ON SALES

2000
6.8 %

1999
6.7 %

1998
5.2 %

1997
7.85 %

1996
9.1 %


As you can see, Nike has outstanding return on sales percentages in past years. Despite a couple of dips, Nike is still on the rise financially and is without a doubt a financial success and a good investment. Below is a graph interpreting the return on sales figures (Graph 5).
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Graph 5: Nike’s Return On Sales Figures For the Past 5 Years


As you can see on the graph, there was a dip from 1997 to 1998. As I mentioned before, this was due to extra money going into the sweatshop situation overseas. But now that it is over, you can see Nike’s return on sales beginning to rise again.


Conclusion:

In conclusion, Nike’s stock is still on the rise due to endorsements form Derek Jeter ( New York Yankees), Eddie Jones (Miami Heat), Vince Carter (Toronto Raptors) and of course, His Airness himself, Michael Jordan. Also, they have almost fixed the labour problems worldwide that have bothered them for years. So, I feel Nike would still be a great investment.

All Information Obtained From:
· www.nike.com

· www.nikebiz.com

· www.unc.com

· www.jumpman23.com

· Mr. Notman’s Grade 10 business class

Product Comparison Chart

Product #1: Nike Air Jordan

 
Product #2: Adidas Kobe 8

Method of Competition
Product #1
Product #2

Quality
High quality
High quality

Price
More expensive ($150)
A little less expensive ($125)

Design
· High top basketball shoe

· Nike “Swoosh” on the side accompanied by Air Jordan symbol
· High top basketball shoe

· Adidas’ 3 lines on the side

Special Features
· nothing
· supposed to create extra comfort for your feet

Benefits
· same shoes as Michael Jordan

· envy from other people
· same shoes as Kobe Bryant


From looking at the chart you can see that the Kobe 8 appears to be the better shoe. The quality is the same and the price is much cheaper, and yet the Air Jordan destroys it in sales. Why? Because of the simple fact that Adidas doesn’t have Michael Jordan endorsing their shoe. They have Kobe Bryant, who is supposed to be the next Jordan, but Nike has the Jordan. That’s why it outsells Adidas.

Note to teachers: Following this page, the author attached several pages of advertising samples. We were not able to include these here due to copyright restrictions.
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