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Chapter 1 Executive summary

Report themes

The year 2007, when the third edition of active sportswear and athletic
footwear was being written, was a time of high optimism in the industry. Sport
was 6on a roll & and the idea that all consum
brands and retailers to reach with their marketing material was powerful. The
brands were encouraging the sportswear wear

had become huge business, and particularly, huge business for television.

Fast-forward two years and sport is still huge business for television, and the
monetary scale of deals for TV struck by people like the football (soccer)
league in the UK is awesome. But at the same time, the world is currently in an
economic crisis, from which even TV sport may not be immune. So, in that
context, this report questions whether that crisis is making consumers of sports
clothing and athletic footwear:

3 active participants in performance sports;

3 active participantsin@ of t 6 sport s;

3 passive O6couch potatoes6 watching their s

3 consumers who know what they want, and who can interact with

brands;

3 consumers who buy what their sporting idols tell them to buy.

Sports clothing and footwear definitions

This depends more on the manner in which the garments are intended to be

used rather than their construction and characteristics, and may be
summarised as ia product purchased with the intent
acti ve (ascprdingtt® a definition supplied by the Sporting Goods

Manufacturers Association, or SGMA).

The definition is important because any consumer of sports apparel, of any
age and of either sex, can wear their sports apparel for one or more of four
purposes

3 as everyday casual wear,;

3 as clothing in which to exercise (in a gentle way);

3 as sports clothing in which to participate in organised sport;
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Page 2 Chapter 1 Executive summary

3 as competitive sports clothing in which to participate at a high level.

AThe 1 mport ance acibity id asiinhpgrtanp fow ss itchasl ever
b e e msaid SGMA President Tom Cove in his State of the Industry 2008

message. iWhi Il e millions of Americans are impac

workplace and the overall economy, their interest in playing sports, working

out, and getting regular exercise remains

Headline market data for active sportswear and athletic footwear

To enable the magnitude of the effect of the economic downturn to be seen
clearly, the market analysis has been split into four time periods. These are
described as:

3 historic growth of the market value, 2003-2007;

3 current recession in the market value, 2007-2009;

3 recovery of the market value, 2009-2012;

3 long term growth of the market value, 2012-2016.

Each phase contains estimates of:
3 the combined market at retail prices for active sportswear and athletic
footwear;
the market at retail prices for active sportswear;
the market at retail prices for athletic footwear;

the market in units for athletic footwear;

MW W W W

prices in US dollars for athletic footwear.

The historic growth phase, 2003-2007
In this past phase, the combined market grew from US$132.50bn to
US$144.91bn. This was a dollar value growth of US$12.41bn. The percentage

growth rate was 9.4%, equivalent to 2.2% compound growth per year.

The active sportswear market grew from US$50.50bn to US$54.65bn. Its
percentage growth rate was 8.2%, equivalent to 2.0% compound growth per
year. The athletic footwear market grew from US$82.00bn to US$90.26bn.
This represented a dollar value growth of US$8.26bn, almost exactly twice as
much as active sportswear dollar growth. The percentage growth rate was
exactly 10%, greater than that of active sportswear, and equivalent to 2.4%

compound growth per year.
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Page 3 Chapter 1 Executive summary

The athletic footwear market measured in units grew from 3,037m to 3,590m
units. This represented unit growth of 553m pairs of shoes, which translates to
a percentage growth rate of 18.2%, far greater than that of active sportswear
or athletic footwear in US dollar terms, and equivalent to 4.3% compound
growth per year.

Overall world athletic footwear prices fell by US$1.86 per pair between 2003
and 2007. That is a 6.9% price fall, otherwise expressed as 1.8% per year.

Relative price declines were lowest in North America and Europe.

The current recession phase, 2007-2009

In the current phase, the combined market started from a figure of
US$144.91bn in 2007. It grew to an estimated US$145.45bn in 2008, but now
is forecast to fall to US$142.13bn in 2009. Between end-2007 and end-2009,
this represents a dollar value decline of US$2.78bn. The fall in 2009 from 2008
will be US$3.32bn. The 2009 percentage growth rate will be -2.3%. Within that
global total decline, it is the developed world that has suffered first and most.
Europe went minus in 2008 over 2007 to the tune of US$0.19bn. In 2009, its
fall over 2008 will be US$1.65bn. The combined sum of US$1.84bn represents
a percentage fall of 3.8%.from the peak of 2007.

The active sportswear market will stagnate, moving from US$54.65bn in 2007,
to US$55.00bn in 2008 and then falling to US$53.87 in 2009. Overall this is a
dollar value decline of US$0.78bn. The percentage yearly growth rate is 0.6%
in 2008 and -2.1% in 2009.

The athletic footwear market was the powerhouse of growth between 2003
and 2007. But between 2007 and 2009, it will decline from US$90.26bn to
US$88.26bn. This represents a dollar value decline of US$2bn, and a
percentage decline of 2.2%.

Within that global total, and by region, there will, of course, be winners and
losers. The rest of the world will experience virtually zero growth of only
US$0.18bn. It is the only growth region for athletic footwear. North America will
decline by US$0.69bn (3.7%), while the Japan and Korea market will fall by
US$0.16bn (1.4%). Europe will suffer the most, declining by US$1.33bn
(4.6%).
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Page 4 Chapter 1 Executive summary

The athletic footwear market in units is estimated to grow by only 10m pairs,
which is effectively zero growth. Within that global total, the rest of the world
market will grow by 75m pairs of athletic shoes. Meanwhile, the developed

world market will fall by 65m units. Athletic footwear prices will fall by US$0.62.

The recovery phase, 2009-2012

During the near future phase, the combined market for active sportswear and
athletic footwear will move from US$142.13bn to US$153.52bn. The growth
will accelerate each year, starting with growth of 1.5% in 2010, followed by
2.8% in 2011, and 3.6% in the Olympic year of 2012.

The market for active sportswear will grow from US$53.87bn to US$57.78bn.
The growth will get bigger year-on-year starting with growth of 0.9% in 2010,
followed by 2.3% in 2011, and 3.9% in the Olympic year of 2012. Apart from
2012, this is lower than the combined market, and reinforces the trend, seen in
the historic growth years, for the sector to be driven by the demand for

trainers.

The athletic footwear market was the powerhouse of growth between 2003
and 2007. In the three years culminating in the London Olympics, which
coincide with an anticipated recovery in the sector, athletic footwear sales will
surge back to US$95.74bn. After growth in the athletic footwear market, which
measured in units was only 10m between 2007 and 2009, world demand by
2012 will be 322m units greater than in 2009. Of the global total, 211m extra
units will come from the rest of the world. During the recovery period of 2009-

2012, world prices of athletic footwear will be fairly stable.

The long term future phase, 2012-2016

In the period after the London Olympics, the combined market will grow from
US$153.52bn to US$163.55bn. This represents dollar value growth of
US$10.03bn. The percentage growth rate will be 6.5%, equivalent to 1.6%
compound growth per year. Within that global total by region, the rest of the
world is forecast to grow its combined market by US$3.73bn. This will
represent 37% of the total growth. The rest of the world will also be the fastest-

growing region with a compound growth rate of 1.8%.
The active sportswear market will grow from US$57.78bn to US$61.66bn. Its

percentage growth rate will be 6.7%, equivalent to 1.65% compound growth

per year. The athletic footwear market is forecast to grow from US$95.74bn to

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’z- s'l'yl =
—




Page 5 Chapter 1 Executive summary

US$101.89bn. This will be dollar value growth of US$6.15bn. The percentage
growth rate will be 6.4%. The athletic footwear market in units will continue to
grow from 3,922m in 2012 to 4,150m in 2016. This represents unit growth of

228m pairs of shoes, a percentage growth rate of 5.8%.

The effect of the current economic recession on the long-term growth of

the industry

In the third edition of this report, the indexes for the industry moved from a
baseline index of 100 in 2007 to an index number for 2014 of between 114 and
116. In this fourth edition, this index stands between 109 and 110. In US dollar
terms, active sportswear in 2014 is down by US$2.54bn and athletic footwear
by US$5.20bn.

2010 has the biggest downwards revision of the current forecast over the
previous one. After that the active sportswear and athletic footwear markets
show some recovery. However, the overall effect is that, for each of the three
measures, the fourth edition figure for the market value in 2016 (US$163.55bn)
is similar to the third edition figure for 2013 (US$164.20bn). The credit crunch

has effectively put the sportswear clock back by three years.

Methods of distributing sportswear

In the apparel industry, there are three methods of selling merchandise to the
consumer, namely selling brands, selling retail own label, or selling
anonymous merchandise. However, the sportswear clothing and footwear
industry is different. It has its own retail channel of distribution to the market.
Sportswear is sold through specialist sportswear retailers, who sell brands.
Sportswear brands are important because the consumer trusts them. SGMA
estimates that, in the US, no more than 10% of the active sportswear market
and even less of the athletic footwear market is retailer own labels. Moreover,
the amount of no-name anonymous merchandise is also quite small. Overall in
the world, brands have 73% of the active sportswear market, and 80% of the

athletic footwear market.
Adidas and Nike are believed to control 40% of the world wholesale market for

active sportswear and athletic footwear, and a little over half of the branded

segment.
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Page 6 Chapter 1 Executive summary

Recession and the brands

The first signs of recession in the European active sportswear and athletic
footwear markets were announced by the market research company NPD in
December 2008. It said that for the three months to end-September 2008, in
the big five European countries (France, Germany, Italy, Spain and the UK),
sports apparel sales were down by 8% and footwear sales by 5%.This has
since lead to cut-back statements from, among others, Puma, Adidas and
Nike.

Product development and sustainability after Beijing

In product terms in the third edition (just before the Beijing Olympics), the
headline-grabbing development was the Speedo LZR racer swimsuit. Since
Beijing, there has been a lull in the flow of product innovations. However, there
is one recent particular product development which stands out. It is the Nike
LunarGlide+, which the company describes in its write-up of 19 April 2009 as
it he f ut ur eTheoffotweauis aii Inig@® h truneing ghoe designed

with an innovative mid-s ol e archi tecture called Dynamic S

Sustainability is the new mantra, according to Nike president and CEO Mark
Parker. He said: AiWe are designing for the sustainabl
and for us that means using fewer resources, more sustainable materials and

renewabl e energy to produce new products. o

Acquisitions, partners and sponsorship

There have been a number of acquisitions in the last two years, but nothing on
the scale of Adidas-Reebok. Most of those commented on in this report appear
to be defensive in their intentions. In other words, they are acquisitions to

make cost cuts through synergies between the companies involved.

Because of the globalisation of sourcing and the opening up of developing
markets, partnerships remain attractive. One company which appears very

enthusiastic about partnerships is the Italian sports brand Lotto.
Sponsorship has always been important in the sports industries. Recently,

Adidas has been aggressively pursuing national football (soccer) tie-ups while

Nike continues to concentrate on individual sports personalities.
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Supply chain

It is impossible to consider the sportswear supply chain without starting with

Chi na, it being the worl doés | argest export
remains the case in spite of recent turbul e

reports on its collapsing manufacturing base. This leadership is primarily due
to Chinaés relatively | ow wage costs. An art
Ol ympi cs i rBunday €imed) Kevealed that, at a local Adidas shoe
factory, the workers were being paid the equivalent of GBP12 per week. The
minimum wage in the UK for a 40 hour week is just under GBP240. The
differential in direct labour cost is a factor of 20. No wonder the world flocked

to China to source its supplies.

However, China is no longer the lowest-cost country. That dubious honour
probably belongs to Bangladesh. In China the weekly wage is GBP12. In
Bangladesh it is about half of that.

China as a market
In the last three years, and in particular as a result of the run-up to and then
the aftermath of the Beijing Olympics, China has increasingly become the

subject of major sportswear brands attentions as a market.

When the Olympics started in August 2008, just-style reported that the
advertising battle for the market between leading sports brands Nike and
Adidas was gaining greater prominence, with both companies claiming market

dominance in China.

The future of active sportswear and athletic footwear

After the recovery from the current recession, just-style believes that the sports
clothing and footwear industries are excellent businesses to be in. A
combination of globalisation, the casualisation of clothing, and the lure of sport

on TV will drive industry growth in developing countries.

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
—




Page 8 Chapter 2 Introduction

Chapter 2 Introduction

The themes of the current and previous editions

The time of writing of the third edition of this report was a time of high optimism
in the industry. Sport was on a roll and the idea that all consumers had
become available for sports brands and retailers to reach with their marketing

material was powerful. The brands were encouraging the sportswear wearers

to O0live the dreamb. The pri me reason

available, is that sport had become huge business, and particularly, huge

business for television.

Sport is still huge business for television, and the monetary scale of deals for
TV struck by people like the association football (soccer) leagues in the UK is
awesome. But at the same time, the world is currently in an economic crisis,
from which even TV sport may not be immune. So, in that context, this report
will question whether that is making consumers of sports clothing and athletic
footwear:

3 active participants in performance sports;

why,

active participants in O6softodé sports;

]
3 passive O6couch potatoes6 watching
]

consumers who know what they want, and who can interact with
brands;

3 consumers who buy what their sporting idols tell them to buy.

Sports clothing and footwear definitions

The sportswear product segment is one of the most confusing in the apparel
sector. Most consumers know what they mean by jeans or lingerie. This report
on sportswear has to start by stating how sportswear is to be defined and this
is done in Chapter 3, which explains the market. The definition turns out to
depend more on the manner in which the garments are intended to be used,
rather than their construction and characteristics, and may be summarised as

a product purchased with the intent that it a wi | | be used in

Report contents and coverage

Chapter 3 uses the definition of the market for active sportswear and athletic

footwear to estimate what people around the world use their sportswear for.

© 2009 All content copyright Aroq Ltd. All rights reserved.
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Page 9 Chapter 2 Introduction

The world market has been split in this report into the main global developed

and developing regions.

Market estimates are made in Chapters 4-7. They are broken down by product
and geographic regions for four discreet time periods. From a base year of
2007, forecasts are made for overall consumption of active sports clothing and
athletic footwear to 2016. Comparisons are made in Chapter 7 of the current
market estimates and forecasts, with those made in the third edition when the

sportswear marketds atmosphere was more opti

The remaining chapters cover a number of subjects of especial concern to the
sportswear industry. These are:
3 Chapter 8: the manner in which distribution to the final consumer takes
place;
3 Chapter 9: product development in active sportswear and athletic
footwear;
3 Chapter 10, current and fashionable commercial activities in the active
sportswear and athletic footwear industries;
Chapter 11, supply chain issues, particularly rising costs in China;

3 Chapter 12, China as a market since the Beijing Olympics.
Finally, the report considers the long-term attractiveness of the sportswear

industry in its entirety to global marketing executives, through looking at the

future through the eyes of participants.

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
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Chapter 3 The sportswear market

defined and explained

The definition of sportswear

Any consumer of sports apparel, of any age and of either sex, can wear their
sports apparel for one or more of four purposes:
3 as everyday <casual we ar or@usportswgar 6 Engl i s hé
(using O6Americandé English);
as clothing in which to exercise (in a gentle way);
as sports clothing in which to participate in organised or more
strenuous sport;
3 as competitive sports clothing in which to participate at a high level.

As the author types these words into the computer, he is wearing:
3 Camper (a Spanish brand) trainers: these are leisure casual trainer
shoes, but could be used for jogging;
Wilson sports socks;
Fruit of the Loom (USA) fleece jogpants;

Adidas (German) replica football shirt.

He is about to go to the supermarket to do the food shopping, the results of

which wil |l be carried home in an OO6Neill spo

Five products. Five brand names. No active sports intent. This example makes
it clear that sportswear turns out to be better defined by the manner in which
the garments are intended to be used than by their construction and physical

characteristics.

The Sports Goods Manufacturers Association of the USA

So, how is the market for active sportswear and athletic footwear to be
defined? The solution |lies in the wuse of th
Sports Goods Manufacturers Association of the USA (SGMA). As the industry
trade and lobbying body for the sports clothing, footwear and equipment

brands of the US, its experience and opinions matter. Its view, expressed by

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’z- s'l'yl =
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Mike May, is that the market is definedasisports appar el that <cons

they purchased with the intent that it wildl

As has been the case in previous editions, just-style would like to acknowledge
the assistance and data given to it by SGMA. As the US is the largest, and
best-documented sports market in the world, information from this source

sheds considerable light on this industry sector.

SGMA G s d e fsportswear imame whith just-style has used since the first

edition of this report. It has consistently defined sports apparel in three ways.

Total sports apparel
This is apparel that consumers defineasficl ot hi ng designed for, 0
beusedin,act i v e . Thipis antexdrémely broad definition, encompassing

clothing that people wear for many different occasions.

Active sports apparel

This narrower definition of sports apparel describes apparel consumers say

they purchased with the intent that it i wi | | be used. Thisndoeacti ve spo
not mean the apparel was purchased for that exclusive use. The intention may

have been to wear it on other occasions as well. While such apparel may be,

and often is, no more than a decent T-shirt, it is also more likely to be serious

6performancedé apparel made by companies dedi

Sports licensed apparel

Licensed apparel is an extremely large business, encompassing sports,
entertainment, tourism, company brands and a host of other categories. Here
we attempt to measure sales of apparel with a clear sports reference, such as
apparel bearing the name or symbol of a professional, Olympic, college or
school sports team, a sports celebrity or a sports activity. Licensed sports

apparel may or may not be used for active sport.

There is a vast gamut of sports, all with different clothing needs, and a huge
spectrum of levels of achievement, from Olympic or top international
professional level, right down to the beginner. Consequently, it is difficult to
consider sportswear as a product specialty, except where the construction is

paramount, as in deep diving wetsuits.

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
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The major global sportswear brands have always recognised this. They
attempt to cover the sporting spectrum, using their brand and distribution

power to drive sales to all levels of sports participants.

An old (2003) but still relevant Keynote report on the UK sportswear market
suggested that only 20% of sportswear purchased was actually used for active
sports or exercise. The SGMA 2008 State of the Industry Report suggests that
the figure in that country is closer to 33%. But both are in fundamental
agreement. Consumers wear sportswear brands because they are a uniform.
They proclaim that we are part of the same herd. They shout out that we
belong to the same tribe. Just look at the clothes worn by supporters of their

team at large sporting events.

SGMA State of the Industry Report, 2008

This report considers the US sporting goods market under three headings:
3 sports clothing;
3 sports footwear;

3 sports equipment.

SGMA has recently (April 2009) released its State of the Industry Report for
calendar year 2008. In it, the headline sales figure is a downturn of 3.2% at
wholesale price values for 2008 over 2007.

According to its president, Tom Cove:A Thi s was a tough

the first decline in manufacturer shipments since 2003. And given the

overwhel ming economic uncertainty at

better. However, despite the weak economy and rising costs of doing
business, there is no indication that Americans are less involved in sports,
outdoors, and fitness activities than before the recession, and history tells us
that giving them up is one of the last sacrifices dedicated participants are

willing to make. 0

Cove also stated: i Gi ven the obesity c¢risis

lament the sedentary lifestyle created by laptops, iPods, video games and
social networking, yet at the same time, technology in sports products is a
leading driver in creating consumer interest and demand. Our report suggests

innovative products featuring new technology will be important in restoring

year

faci

industry growth as the overall economy

© 2009 All content copyright Aroq Ltd. All rights reserved.
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Chapter 3 The sportswear market defined and explained

The numbers for the US sporting goods market are given in Table 1 which is

below. The headline figures are that the industry wholesale market in 2008 is
down by 3.2% from 2007 at US$66.3. Active sportswear is down by 2.0% and

athletic footwear by 4.6%.

This report is the starting point for just-s t y lestimhase of the North American

market for 2008. North America is the best researched and documented

sporting goods market in the world.

Table 1: SGMA combined sportswear market reconciled with just-style combined market

estimate, North America, 2008

Active Athletic | Combined Sports iGé\fé
sportswear footwear market equipment P
market
SGMA wholesale US dollar value (US$) 28.9 12.4 41.3 25 66.3
S GMA ¢ apertentage §6) 20 60 32
SGMA wholesale active US dollar value (US$bn) 5.78 7.44 13.22
Mark-up to retail 2.25 2.25
SGMA retail active US dollar value (US$bn) 13.01 16.74 29.75
Percentage addition to US for Canada (%) 8 11 10
North America retail active (US$bn) 14.05 18.58 32.63
just-style North America estimate (US$bn) 14.1 18.55 32.65

The methodology for making the estimate is:

3 the

SGMA whol

esal

e

Source: SGMA and just-style

dol

ar f

percentage to give the wholesale active US dollar value;

gur es ar e

3 a mark-up is applied to get from US dollar wholesale prices to US

dollar retail prices. Sportswear retail mark-ups in the US are quite low.

This finding has been supported by SGMA. Mark-ups are the

difference between:

(0]

(0]

supplier;

the price paid by the consumer at retail;

the price paid by the retailer to the wholesale brand or

3 Canada is factored in to derive the North America active sportswear

and athletic footwear market.

© 2009 All content copyright Aroq Ltd. All rights reserved.
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Chapter 3 The sportswear market defined and explained

Sports participation in the SGMA report

AThe i mportance of dai

b e e rsaidd SGMA President Tom Cove. fi Wh inlilliens of Americans are

impacted by uncertainty in the workplace and the overall economy, their

interest in playing sports, working out, and getting regular exercise remains

strong.

ADespite th

significantd

activities

6statistical

'y

21.0%), high impact aerobics (up 8.7%), low impact aerobics (up 7.9%),

elliptical motion trainers (up 7.2%), dumbbells (up 6.2%), and walking for

fithess (up 2.7%). Walking for fitness, by the way, is the most popular activity

in the US wi

t h

What this quote makes clear is that it is exercise, rather than sport, which is

leading the market sector. Table 2 gives an estimate from SGMA surveys of

both participants and growth from 2000 to 2008.

Table 2: US residentsd

for ages six and up

l'y physical activity |
e dip in the economysticalyports and
growth from 2007 to 2008 were
t hat donodt cost much money to pl
significantdé growth in 2008
111.7m participants. o
s por t sighestdrowth raitesesiace20C t i vi ti es wi

Rank Sport 2008 participation Growth rate since 2000
1. Pilates training 8,886,000 471%
2. Elliptical motion trainer 25,284,000 243%
3. Lacrosse 1,127,000 117%
4. Stretching 36,288,000 47%
5. Tennis 18,558,000 43%
6. Spinning 6,693,000 42%
7. Table tennis 17,201,000 35%
8. Paintball 4,857,000 34%
9. Treadmill 49,371,000 32%
10. Running/jogging 41,130,000 31%

© 2009 All content copyright Aroq Ltd. All rights reserved.
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Page 15 Chapter 3 The sportswear market defined and explained

Six of those top ten growth activities are related to fitness (aerobic,
conditioning, and strength). But in terms of overall popularity, results are
different:

3 Team sports: The top three most popular team sports are basketball
(26.3m), baseball (15.0m), and outdoor soccer (14.2m).

3 Racquet sports: Three activi t i es have had 6éstatistica
growth in overall participation from 2007 to 2008. They are racquetball
(up 18.1%), tennis (up 9.6%), and table tennis (up 7.8%).

3 Outdoor sports: The leading activities are freshwater fishing (40.3m),
bicycling (38.1m), camping (33.7m) and day hiking (32.5m).

3 Water sports: The top two growth activities in overall participation
(2007 versus. 2008) are surfing (up 18.2% to 2.6m participants) and
snorkelling (up 10.8% to 10.3m participants).

3 Individual sports: Since 2000, the top growth sport for overall
participation is bowling (up 12.9% to 58.7m). The top three activities
for overall participation are bowling, billiards/pool (49.0m), and golf
(27.6m).

The US would still seem to be a fishing, bicycling, and hiking country with a
strong wish to play basketball and a need to go bowling (presumably with

burgers, fries, soft drinks and popcorn).

iWhil e t he n epresentonteredtin allspores\ared exercise activities
is encouraging, too many Americans still need to make exercise a daily
priority. Right now, too many Americans are inactive which is leading to an
obesity problemsdaind t hGMAGTPwDdTdHFoDHe who may n
be attracted to a gym-like environment, there exists a wide variety of choices

when it comes to choosing a sport, athletic

Mike May of the SGMA believes that the trend to exercise based, low impact
activities that were indentified in 2007 has continued. It will probably increase
because these activities are lower cost. At the time, he said: A Sports on t he
rise include low and no impact activities -- such as elliptical motion trainers,
fitness swimming, Pilates, bicycling, yoga, and walking on a treadmill. Sports
that are not growing at a quick rate are those activities which feature high
intensity, lots of body contact and body pounding...and they include high
impact aerobics, step aerobics, stair climbing machines, and tackle football.
One of the challenges facing all sports is that there are so many sports out

there competing for the time and attention o

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
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Sport and sports clothing categories

The US is undoubtedly the biggest individual country sportswear market in the
world, both for all sportswear and sportswear purchased with the intent that it
Awi l | b e us e d But whaewerttheysay irstheio markéting material
stressing performance and participation, sportswear companies are just as

keen to sell clothing and footwear to the couch potato as to the aficionado.

Consequently, it is vital to understand how the market for active sportswear
and athletic footwear in the US breaks down between those items actively

used in sport and those worn as sportswear (casual wear).

Whereas more than half of athletic footwear is used for some sport, and all
equipment is used in some form of active exercise (even just walking), only a
small percentage of clothing idesi gned f or, or that

S p o ristastually used for that purpose.

Active sportswear is not at all product homogenous. It covers virtually every
6nor mal 6 apparel category but adapt
vast gamut of sports, all with different clothing needs, and a huge spectrum of
levels of achievement. What the consumer wears sportswear for can be any
one of competition, recreation or exercise. Consequently, it is difficult to
consider sportswear as a product specialty.

The major global sportswear brands recognise, understand and use this. They
try to cover as much as possible of the sporting spectrum. They expect to
benefit from this, because of their brand and distribution power, by
encouraging consumers to buy their products across all of the product groups
shown in Table 3, which highlights the apparel categories that cut across
sports.

e d

f

coul

or
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Chapter 3 The sportswear market defined and explained

Table 3: Clothing product groups and the sports categories associated with them

flir:ggg; (?i"tjrt]iggr Individual Team Water Extreme

exercise exercise sports sports sports sports
T-shirts and singlets X X X X X X
Polo/rugby shirts X X
Fleece and sweats X X X X X
Tracksuits (water resistant) X X X X X
Slacks/trousers X X X X
Shorts X X X X
Outerwear jackets X X X X X
Wet weather clothing X X
Swimwear/aerobics X X X
Socks X X X X X
Leggings X X X X X X
Underwear X X X X X X
Sports bras X X X X X X
Caps/hats X X X X X

This matrix table shows how apparel product groups are used by many sports

categories. However, this does not invalidate specific conclusions that can be

drawn from it:

g

1

For the casual participant, footwear is similar. An occasional tennis player
could play wearing a pair of jogging trainers. The brands however, sell a wide
and complex variety of styles and features to the serious athlete. Field work in
Niketown London confirmed by counting the styles on display that there were
di

32
t he

that all the tennis shoes were different from all the running trainers.

each sport requires participants to purchase garments from a common

list;

conversely, that it is possible to sell the same garment into a variety of

sports.

Ni k e

fferent

website)

menos
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The marketing skill set for a brand is, consequently to use commonality in
production and the supply chain and to express diversity in the retail offer and

its marketing.

World regions used in the report

All of the information to date, used in the sections of this chapter has been
based upon the US market experience. It is also the case that the propensity
to consume (the preparedness and willingness of consumers to buy
sportswear) is high in the US. The regions that are used for the numerical
analysis in this edition of the sportswear report are:

3 North America;

3 Europe (and Turkey);

3 Japan and Korea;

3 the rest of the world.

Obviously there is a major gap in the propensity to purchase between the
developed and developing worlds, and the suggestion is that the ranking order
for this is:

1. North America;

2. Japan and Korea;

3. Europe;

4. the rest of the world.

6The rest of the worl dé has been split into
their likelihood to aspire to Western sportswear and athletic footwear:

Middle East;

Indian sub-continent;

Russia and the 6Stansd (the former USSR);
China;

Southeast Asia and Pacific;

Australia and New Zealand,;

Africa;

M W W W W W W W

Central and South America and Caribbean.

Sources of data

As has been pointed out in previous editions of this report (and indeed in all

just-style reports), there is a fundamental problem with all sources of data on

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
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the active sportswear part of the market. No one actually knows what active
sportswear is, because no one actually knows whether the basic sports

garments are being worn to participate in sport.

The garments in Table 3 can be worn merely
replica US NFL or European football (soccer) shirt), or as surrogate sportswear

(the sports look worn as part of a casual lifestyle) as well as for active sport.

Units and exchange rates

As the active sportswear market contains a wide variety of products, which are
neither style nor fabric specific, estimates are given only in billions of US
dollars. For athletic footwear, estimates are made in both millions of units and

billions of US dollars.

The exchange rates used are given in Table 4.

Table 4: Exchange rates used in this report

uss$ EUR GBP JPY
uss$ - 0.73 0.66 98
EUR 1.36 - 0.90 133
GBP 151 111 - 148
JPY 0.102 0.075 0.067 -

Source: Financial Times, 11 May 2009

Exchange rates are particularly volatile at the moment. However, exchange
rates are particularly important for sportswear because:

3 the major brands are global,

3 Nike reports in US dollars;

3 Adidas-Reebok reports in the euro.
Most sportswear world sourcing is conducted in US dollars. However, a

significant amount of footwear is manufactured in Brazil where the volatility of

the Brazilian real is also an issue.
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Chapter 4 The active sportswear and
athletic footwear market, 2003-2007

The methodology used to estimate the market

The first edition of this just-style report on active sportswear and athletic
footwear used data for 2003 as its starting point. The third edition (2008) used
2007 as the base year and extrapolated the market at retail prices paid by the
consumer as far ahead as 2014. This fourth edition has been heavily
influenced by the global credit crunch and recession. In Chapter 7, a section is
devoted to comparing the estimates made only 16 months ago of annual
timeline growth to 2014, with those made now and extended to 2016. To
enable the magnitude of the effect of the downturn to be seen clearly, the
market analysis has been split into four time periods. The can be described as:

3 historic growth of the market value, 2003-2007;

3 current recession in the market value, 2007-2009;

3 recovery of the market value, 2009-2012;

3 long-term growth of the market value, 2012-2016.

Each phase contains estimates of:
3 the combined market at retail prices for active sportswear and athletic
footwear,;
the market at retail prices for active sportswear;
the market at retail prices for athletic footwear;

the market in units for athletic footwear;

M W W W

prices in US dollars for athletic footwear.

The combined market at retail prices for active sportswear and athletic
footwear, 2003-2007

The figures for 2003 and 2007 are given in Table 5.
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Table 5: The combined market at retail prices for active sportswear and athletic footwear,
2003-2007 (US$bn and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market value 2003 (US$bn) 132.50 30.20 44.60 16.90 40.80

Market value 2007(US$bn) 144.91 32.53 47.94 18.13 46.31

Growth 2007-2003 (US$bn) 12.41 2.33 3.34 1.23 551

Growth 2007-2003 (%) 2.2 2.0 1.8 1.8 3.2
Regional market share

2003 (%) 22.8 33.7 12.8 30.8
Regional market share

2007 (%) 22.4 33.1 12.5 32.0

Source: just-style

The combined market grew from US$132.50bn in 2003 to US$144.91bn by
2007. This is dollar value growth of US$12.41bn. The percentage growth rate

was 9.4%, equivalent to 2.2% compound growth per year.

Within that global total by region, the rest of the world experienced growth of
US$5.51bn. This is 44% of the total growth. The rest of the world was also the
fastest-growing region with a compound growth rate of 3.2%. North America,

Europe and Japan and Korea all had similar growth rates of, or just under, 2%.

This rate of growth may appear quite small. It is, in fact, quite impressive when
it is remembered that across the world, active sportswear and athletic footwear

prices declined as manufacturing shifted to lower-cost countries.

Across the period, the rest of the world increased its share of the combined
market from 30.8% in 2003 to 32.0% in 2007. The largest loss in share was
experienced by Europe, down over the period from 33.7% to 33.1%. The main
contributing r e a $abh insshare overe & statio prel Gaging

population.

The market at retail prices for active sportswear, 2003-2007

The figures for 2003 and 2007 are given in Table 6.
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Table 6: The market at retail prices for active sportswear, 2003-2007 (US$bn and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market value 2003 (US$bn) 50.50 12.90 18.20 6.40 13.00

Market value 2007(US$bn) 54.65 13.94 19.11 6.92 14.68

Growth 2007-2003 (US$bn) 12.41 2.33 3.34 1.23 5.51

Growth 2007-2003 (%) 2.0 19 1.3 1.9 3.2
Regional market share

2003 (%) 255 36.0 12.7 25.7
Regional market share

2007 (%) 255 35.0 12.7 26.9

Source: just-style

The active sportswear market grew from US$50.50bn in 2003 to US$54.65bn
by 2007. This is dollar value growth of US$4.15bn. The percentage growth rate

was 8.2%, equivalent to 2.0% compound growth per year.

Within that global total by region, the rest of the world experienced growth of
US$1.68bn. This is 40% of the total growth. The rest of the world was also the
fastest-growing region with a compound growth rate of 3.2%. North America
and Japan and Korea both had growth of 1.9% compound, while Europe

lagged behind with only 1.3% compound.

Although the active sportswear growth rate underperformed that of athletic
footwear, it was still impressive in the light of declining clothing prices in
general.

Across the period, the rest of the world increased its share of the active
sportswear market from 25.7% in 2003 to 26.9% in 2007. The largest loss in
share was experienced by Europe, down over the period by 1% from 36.0% to
35.0%, as a result of its static and aging population. Both North America and
Japan and Korea maintained their regional share of the active sportswear

market.

The market at retail prices for athletic footwear, 2003-2007

The figures for 2003 and 2007 are given in Table 7.
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Table 7: The market at retail prices for athletic footwear, 2003-2007 (US$bn and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market value 2003 (US$bn) 82.00 17.30 26.40 10.50 27.80

Market value 2007(US$bn) 90.26 18.59 28.83 11.21 31.63

Growth 2007-2003 (US$bn) 8.26 1.29 2.43 0.71 3.83

Growth 2007-2003 (%) 2.40 1.80 2.20 1.65 3.30
Regional market share

2003 (%) 21.1 32.2 12.8 33.9
Regional market share

2007 (%) 20.6 31.9 12.4 35.0

Source: just-style

The athletic footwear market grew from US$82.00bn in 2003 to US$90.26bn
by 2007. This is a dollar value growth of US$8.26bn, almost exactly twice as
much as active sportswear dollar growth. The percentage growth rate was
exactly 10%, greater than that of active sportswear, and equivalent to 2.4%

compound growth per year.

Within that global total by region, the rest of the world experienced growth of
US$3.83bn. This is nearly half of the total growth. The rest of the world was
also the fastest-growing region with a compound growth rate of 3.3%. North
America had growth of 1.8% compound, Japan and Korea 1.65% compound

while Europe outperformed with 2.2% compound.

Across the period, the rest of the world increased its share of the athletic
footwear market from 33.9% in 2003 to 35.0% in 2007. The largest relative
loss in share was experienced by Japan and Korea, down over the period from
12.8% to 12.4%. Both North America and Europe managed to avoid big
declines in their regional share of the athletic footwear market, mainly by

keeping athletic footwear retail prices up.

The market in units for athletic footwear, 2003-2007

The last statement in the previous section provides the clue as to what has
driven the active sportswear and athletic footwear market between 2003 and
2007. It has been the surge in popularity for athletic footwear (mainly the

ubiquitous trainer). The unit figures for 2003 and 2007 are given in Table 8.
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Table 8: The market in units for athletic footwear, 2003-2007 (m units and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market size 2003 (m units) 3,037 480 490 200 1,867

Market size 2007(m units) 3,590 531 550 224 2,285

Growth 2007-2003 (m units) 553 51 60 24 418

Growth 2007-2003 (%) 4.30 2.50 2.80 1.95 5.20
Regional market share

2003 (%) 15.8 16.1 6.6 61.5
Regional market share

2007 (%) 14.8 15.3 6.2 63.6

Source: just-style

The athletic footwear market measured in units grew from 3,037m in 2003 to
3,590m in 2007. This represents unit growth of 553m pairs of shoes, which
translates to a percentage growth rate of 18.2%, far greater than that of active
sportswear or athletic footwear in US dollars, and equivalent to 4.3%

compound growth per year.

Within that global total by region, the rest of the world experienced growth of
418m pairs of athletic shoes. This is an extraordinary three-quarters of the total
world growth. The rest of the world was also the fastest-growing region with a
compound growth rate of 5.2%. But other regions were not sluggards when it
North America had growth of 2.5%

compound, Japan and Korea 1.95% compound and, even with its aging

came to buying athletic footwear.

population, Europe achieved 2.8% compound. Athletic footwear was a hot-spot

of the overall apparel market.

Across the period, the rest of the world increased its share of the athletic
footwear market from 61.5% in 2003 to 63.6% in 2007. The message to sports
marketing executives was clear. Trainers sell in developing countries. All of the
developed world regions experienced similar relative losses in market share,

while still experiencing units growth.

Prices in US dollars for athletic footwear

As explained in Chapter 3, it is impossible to use average prices for active

sportswear. The merchandise mix is far too heterogeneous, and the price point
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differences between different product categories far too great. Adding climbing

outerwear jackets at US$500 to tennis socks at US$2 does not make sense.

Consequently, the only price analysis done has been on athletic footwear. It

also has to be repeated that, while there is a lot of reliable quantitative price

data in the developed world, for the rest of the world, the estimates are based

on anecdotal but informed industry evidence.

Athletic footwear prices for 2003 and 2007 are given in Table 9.

Table 9: Athletic footwear prices for 2003 and 2007 (US$ and %)

World total North Europe and Japan and Rest of the
America Turkey Korea world
Market price 2003 (US$) 27.00 36.04 53.88 52.50 14.89
Market price 2007 (US$) 25.14 35.01 52.42 50.04 13.84
Unit price change ) ) ) ) )
2007-2003 (US$) 1.86 1.03 1.46 2.46 1.05
Annual unit price change
2007-2003 (%) -1.8 -0.7 -0.7 -1.2 -1.9

Source: just-style

Athletic footwear price deflation has been mentioned earlier. It has come about

for two reasons:

g

intense retail competition in the developed world for a share of this

attractive volume and gross margin apparel sector;

the opportunity to buy cheaply, and obtain good gross margins (the

difference between what the buyer buys for, and what the retailer sells

to the consumer for).

Overall world athletic footwear prices fell by US$1.86 between 2003 and 2007.

That is a 6.9% price fall, otherwise expressed as 1.8% per year. Relative price

declines were lowest in North America and Europe, which is a tribute to the

ability of the athletic footwear brands to keep prices up.

Average prices in the rest of the world in 2007 were believed to be:

3 half of what they were in North America;

g

a quarter of what they were in Europe.

Obviously this has a lot to do with the balance of branded and anonymous

merchandise, a subject which will be covered in Chapter 8.
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Chapter 5 The active sportswear and
athletic footwear market, 2007-2009

The credit crunch

This fourth edition of just-s t y Irepdrtson active sportswear and athletic
footwear has been heavily influenced by the global credit crunch and
recession. Starting with some lending of mortgages in the US to people who

were very unlikely to be able to keep up with the repayments, and finishing

with massively risky collatera | i sed securities (putting

into an even ¢6édodgierdé package and

a house of cards was built which, once unbalanced, would collapse swiftly. In
Chapter 7, a section is devoted to comparing the estimates made only 16
months ago of annual timeline growth to 2014, with those made now and
extended to 2016. To enable the magnitude of the effect of the downturn to be
seen clearly, the market analysis has been split into four time periods. This

chapter deals with the current recession in the market, 2007-2009.

The combined market at retail prices for active sportswear and athletic
footwear, 2007-2009

The figures for 2007, 2008 and 2009 are given in Table 10. The format is
slightly different from that in Chapter 4. Each of the three years concerned is

plotted individually.

toget
ng i
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Table 10: The combined market at retail prices for active sportswear and athletic footwear,
2007-2009 (US$bn and %)

gt |t | Ewopeand | sparand | - restot
Market value 2007 (USS$bn) 144.91 3253 47.94 18.13 46.31
Market value 2008 (US$bn) 145.45 32.65 47.75 18.20 46.85
Market value 2009 (US$bn) 142.13 31.50 46.10 17.80 46.73
Growth 2008-2007 (US$bn) 0.54 0.12 -0.19 0.07 0.54
Growth 2009-2008 (US$bn) 3.32 115 -1.65 -0.40 012
Growth 2008-2007 (%) 0.4 0.4 04 0.4 1.2
Growth 2009-2008 (%) 2.3 35 35 22 03
ZRgg;o([}/oa)' market share 22.4 33.1 1255 32,0
ZR(()eOgE;O([)}(?)I market share 224 3238 12,5 322
ZRgg;O(Q/S' market share 222 32.4 12,5 32.9

Source: just-style

The combined market started from a figure of US$144.91bn in 2007. It grew to
an estimated US$145.45bn in 2008, but now is forecast to fall to US$142.13bn
in 2009. Between end-2007 and end-2009, this is a dollar value decline of
US$2.78bn. The fall in 2009 from 2008 will be US$3.32bn. The 2009
percentage growth rate will be -2.3%.

For that global total decline within regions, it is the developed world that has
suffered first and most. Europe went minus in 2008 over 2007 to the tune of
US$0.19bn. In 2009, the fall over 2008 will be US$1.65bn. The combined sum
of US$1.84bn represents a percentage fall from the peak of 2007 of 3.8%. As,
in the last few weeks, Alastair Darling, the UK Chancellor of the Exchequer,
has suggested that the UK will suffer a 3.5% fall in GDP (gross domestic
product) in 2009 over 2008, and as various other similar eurozone falls in GDP

have been reported, this outcome seems quite likely.

North America is estimated to suffer a net decline between 2007 and 2009 of
approximately US$1.0bn. Japan and Korea will experience a smaller decline of
US$0.33bn. The rest of the world is expected to benefit from marginal growth
of US$0.42bn. The historic fast growth of the active sportswear and athletic

footwear industries is over, at least for the time being.
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However, across the period, although all regions will suffer, the rest of the

world will increase its share of the combined market from 32.0% in 2007 to

32.9% in 2009. The European share will contract the most, down over the

Amer i

period from 33.1% to 32. 4%. Nor th
remain broadly the same.
The market at retail prices for active sportswear, 2007-2009
The figures for 2007, 2008 and 2009 are given in Table 11.
Table 11: The market at retail prices for active sportswear, 2007-2009 (US$bn and %)
World total No_rth Europe and Japan and Rest of the
America Turkey Korea world
Market value 2007 (US$bn) 54.65 13.94 19.11 6.92 14.68
Market value 2008 (US$bn) 55.00 14.10 19.10 6.90 14.90
Market value 2009 (US$bn) 53.87 13.60 18.60 6.75 14.92
Growth 2008-2007 (US$bn) 0.35 0.16 -0.01 -0.02 0.22
Growth 2009-2008 (US$bn) -1.13 -0.50 -0.50 -0.15 0.02
Growth 2008-2007 (%) 0.6 1.1 -0.1 -0.3 1.5
Growth 2009-2008 (%) 2.1 -3.5 -2.6 -2.2 0.1
Regional market share
2007 (%) 25.5 35.0 12.7 26.9
Regional market share
2008 (%) 25.6 34.7 12.5 27.1
Regional market share
2009 (%) 25.2 34.5 12.5 27.7

Source: just-style

The active sportswear market will stagnate, moving from US$54.65bn in 2007,
to US$55.00bn in 2008 and then falling to US$53.87 in 2009. Overall this is a

dollar value decline of US$0.78bn. The percentage yearly growth rate is 0.6%
in 2008 and -2.1% in 2009.

Within that global total by region, the rest of the world will continue to

experience growth. However, North America, Europe and, to a lesser degree,

Japan and Korea will all be subject to market value falls.

In spite of low growth across the period, the rest of the world will increase its

share of the active sportswear market from 26.9% in 2007 to 27.7% in 2009.
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Its market will grow by US$0.24bn. The developed world will lose US$1.02bn
sales of active sportswear. These are big numbers for active sportswear

brands to consider.

The market at retail prices for athletic footwear, 2007-2009

The figures for 2007, 2008 and 2009 are given in Table 12.

Table 12: The market at retail prices for athletic footwear, 2007-2009 (US$bn and %)

mongto |t | Bwopeand | s | estot
Market value 2007 (US$bn) 90.26 18.59 28.83 11.21 31.63
Market value 2008 (US$bn) 90.45 18.55 28.65 11.30 31.95
Market value 2009 (US$bn) 88.26 17.90 27.50 11.05 31.81
Growth 2008-2007 (USS$bn) 0.19 0.04 0.18 0.09 0.32
Growth 2009-2008 (USS$bn) -2.19 0.65 115 0.25 0.14
Growth 2008-2007 (%) 0.2 02 06 0.8 1.0
Growth 2009-2008 (%) 2.4 35 4.0 2.2 04
Egg;"([)}s' market share 20.6 31.9 12.4 35.0
zRggéo(Q/S' market share 20.5 317 1255 35.3
ZRgggio([,‘/S' market share 20.3 31.2 12,5 36.0

Source: just-style

The athletic footwear market was a powerhouse of growth between 2003 and
2007. But between 2007 and 2009, it will decline from US$90.26bn in 2007 to
US$88.26bn in 2009. This is a dollar value decline of US$2.00bn, and a
percentage decline of 2.2%.

Within that global total, and by region, there will of course be winners and
losers. The rest of the world will experience virtually zero growth of only
US$0.18bn. It is the only growth region for athletic footwear. North America will
decline by US$0.69bn (3.7%), while Japan and Korea market will fall by
US$0.16bn (1.4%). Europe will suffer the most, declining by US$1.33bn
(4.6%). The evidence on the streets right now is that both athletic footwear

brands and private labels are in trouble. The financial results for individual
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companies for calendar year 2009 will become evident in 2010. Already major

brands are restructuring (making overhead cutbacks).

Across the period, the rest of the world will increase its share of the athletic
footwear market from 35.0% in 2007 to 36.0% in 2009. The largest relative
loss in share is expected to be experienced by Europe, down over the period
from 31.9% to 31.2%. Both North America and Japan and Korea will manage
to avoid big declines in their regional share of the athletic footwear market,
mainly through keeping athletic footwear retail prices up, and not being

affected by currency fluctuations.

The market in units for athletic footwear, 2003-2007

The last statement in the previous section about prices provides the clue as to
what has driven the active sportswear and athletic footwear market between
2003 and 2007. It has been the surge in popularity for athletic footwear (mainly
the ubiquitous trainer). This unit growth is however at an end, at least in the
short term. The unit figures for 2007, 2008 and 2009 are given in Table 13.

Table 13: The market in units for athletic footwear, 2007-2009 (m units and %)

Worldtota [ Norh | Euwopesna | Japanang | Restofthe
Market size 2007 (m units) 3,590 531 550 224 2,285
Market size 2008 (m units) 3,650 534 564 226 2,326
Market size 2009 (m units) 3,600 510 520 210 2,360
Growth 2008-2007 (m units) 60 3 14 2 41
Growth 2009-2008 (m units) -50 -24 -44 -16 34
Growth 2008-2007 (%) 1.7 0.6 25 0.9 1.8
Growth 2009-2008 (%) -1.4 -4.5 -7.8 71 15
2R§g7io(2/$| market share 14.8 153 6.2 63.6
ggggj(g/g' market share 14.6 155 6.2 63.7
?ggg%}g market share 14.2 14.4 5.8 65.6

Source: just-style

The athletic footwear market measured in units is estimated to grow by only

10m pairs over the period. This is effectively zero growth. Within that global
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total by region, the rest of the world market will grow by 75m pairs of athletic
shoes. Meanwhile, the developed world market will fall by 65m units. The shift
in market share between regions will be +2% for the rest of the world and -2%

for the developed regions.

Prices in US dollars for athletic footwear

Athletic footwear prices for 2007, 2008 and 2009 are given in Table 14.

Table 14: Athletic footwear prices for 2007-2009 (US$ and %)

wonaioa |t | Guropeend | dpmend | restar
Market price 2007 (US$) 25.14 35.01 52.42 50.04 13.84
Market price 2008 (US$) 24.78 34.74 50.80 50.00 13.74
Market price 2009 (US$) 24.52 35.10 52.88 52.62 13.48
D ‘Zﬂg;?e -0.36 0.27 1.62 -0.04 0.11
PR C(B";’;E)’e -0.26 0.36 2.09 2.62 -0.26
/2*8(;‘8‘{2'(]39'&’)”‘39 change 1.4 0.8 31 0.1 0.8
/Qgggliglogg'(t%’)”ce change 1.1 1.0 4.1 5.2 -1.9

Source: just-style

Athletic footwear price deflation has been mentioned earlier in Chapter 4. It
came about for two reasons:
3 intense retail competition in the developed world for a share of this
attractive volume and gross margin apparel sector;
3 the opportunity to buy cheaply, and obtain good gross margins (the
difference between what the buyer buys for, and what the retailer sells
to the consumer for).

In the current economic climate, intense retail competition in the developed
world continues, but does so in order to hang on to market share. Overall
world athletic footwear prices will fall by US$0.62 (2.5%) between 2007 and
2009. Somewhat perversely, prices are currently rising, particularly in Europe

and Japan and Korea because of short-term currency fluctuations.
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Chapter 6 The active sportswear and
athletic footwear market, 2009-2012

The green shoots of recovery?

Here in the UK, in March 2009 the Government issued its economic forecast.
While acknowledging a fall in GDP (gross domestic product) of 3.5% for 2009
over 2008, t he Government-baick déd prod d
percentage in 2010 over 2009. This prediction has been greeted by almost
universal suspicion, and indeed, a degree of derision. Here at just-style, the
view of the active sportswear and athletic footwear sectors is that they will

recover, but at a slower rate.

In Chapter 7, a section is devoted to comparing the estimates made by just-
style only 16 months ago of annual timeline growth to 2014, with those made
now and extended to 2016. This chapter explains just-s t y Foeedast for short-

term future recovery up to the pivotal London 2012 Olympics.

The combined market at retail prices for active sportswear and athletic
footwear, 2009-2012

The figures for 2009, 2010, 2011 and 2012 are given as Table 15. The format
is similar to that of Chapter 5, with each of the four years plotted individually.

iaxtismgni laa
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Table 15: The combined market at retail prices for active sportswear and athletic footwear,
2009-2012 (US$bn and %)

wongiaa |t | Guopeend | spmend | resta
Market value 2009 (USS$bn) 142.13 31.50 46.10 17.80 46.73
Market value 2010 (US$bn) 144.21 32.00 46.80 18.00 47.41
Market value 2011 (US$bn) 148.20 32.50 47.80 18.35 49.55
Market value 2012 (USS$bn) 153.52 33.40 50.30 19.00 50.82
Growth 2010-2009 (US$bn) 2.08 0.50 0.70 0.20 0.68
Growth 2011-2010(US$bn) 3.99 0.50 1.00 0.35 2.14
Growth 2012-2011 (US$bn) 5.32 0.90 2.50 0.65 1.27
Growth 2010-2009 (%) 15 16 15 11 15
Growth 2011-2010 (%) 2.8 16 2.1 1.9 45
Growth 2012-2011 (%) 3.6 2.8 5.2 35 2.6
Egg;"([)};' market share 22.2 32.4 12.5 32.9
ZRgf(;"([)}S' market share 22.2 325 1255 32.9
nglio(&?)l market share 21.9 323 12.4 33.4
ngzio([}/oa)' market share 21.8 3238 12.4 33.1

Source: just-style

In billions of US dollars, the combined market for active sportswear and
athletic footwear will finish 2009 at a dollar value of US$142.13bn. By 2012 it
will have grown to US$153.52bn. This progression increases in both US dollar
growth and per year percentages, for each year, starting with growth of 1.5%
in 2010, followed by 2.8% in 2011, and 3.6% in the Olympic year of 2012.
However, this is not the bounce-back that many governments would like to
see, and poses some serious marketing questions for aggressive multinational

brands.

All regions, however, remain forecast to grow in each year, with Africa in
particular, and the rest of the world in general, benefitting in 2010 and the
following year from the World Cup 2010, which will be staged in South Africa,

and Europe in general benefitting from the London Olympics in 2012.

Across the period, the rest of the world will marginally increase its share of the
combined market from 32.9% in 2009 to 33.1% in 2012. The European share
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wi |

share will fall by a small amount each.

al so

i se

mar ginally,

whil e

However, just-style believes that this period of relative stability in the rates of

growth and market share of the regions will be a short-term phenomenon, and

that, post-2012, growth will return more to the developing than to the

developed world. The 2009-2012 period is atypical. This is a consequence of

the violent economic disturbance caused to the apparel industry in general by

the credit crunch recession.

The market at retail prices for active sportswear, 2009-2012

The figures for 2009, 2010, 2011 and 2012 are given as Table 16.

Table 16: The market at retail prices for active sportswear, 2009-2012 (US$bn and %)

t hat

wordiaa |t | Guopemd | pmend | restaf
Market value 2009 (US$bn) 53.87 13.60 18.60 6.75 14.92
Market value 2010 (US$bn) 54.37 13.70 18.90 6.90 14.87
Market value 2011 (US$bn) 55.63 13.90 19.10 7.10 15.53
Market value 2012 (US$bn) 57.78 14.50 19.60 7.40 16.28
Growth 2010-2009 (US$bn) 0.50 0.10 0.30 0.15 -0.05
Growth 2011-2010(US$bn) 1.26 0.20 0.20 0.20 0.66
Growth 2012-2011 (US$bn) 2.15 0.60 0.50 0.30 0.75
Growth 2010-2009 (%) 0.9 07 16 2.2 0.3
Growth 2011-2010 (%) 2.3 15 11 2.9 4.4
Growth 2012-2011 (%) 3.9 43 2.6 42 48
ZRgggio([,‘/S' market share 25.2 345 125 27.7
?gf&c’([;s' market share 25.2 34.8 12.7 27.3
zRgflio(E‘/S' market share 25.0 343 12.8 27.9
ZRgfzio(ﬂ/g' market share 25.1 33.9 12.8 28.2

Source: just-style

The market for active sportswear will finish 2009 at a value of US$53.87bn,
below both 2007 and 2008. By 2012 it will have grown to US$57.78bn. The
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growth will get bigger year on year starting with growth of 0.9% in 2010,
followed by 2.3% in 2011, and 3.9% in the Olympic year of 2012. Apart from
2012, this is lower than the combined market, and reinforces the trend, seen in
the historic growth years, for the sector to be driven by the demand for

trainers.

Within that global total by region, the rest of the world will continue to
experience growth, although its demand will be hit in 2010 as a result of the
scaling back of production orders from the big brands. Historically, aggressive
production ordering created surplus merchandise which found its way onto
developing world markets, some of it as black or grey goods. North America
and Europe will make sluggish recoveries in 2010 and 2011, before the

stimulus of the Olympics generates improved demand.

In spite of relatively low growth across the period, the rest of the world will
increase its share of the active sportswear market from 27.7% in 2009 to
28.2% in 2012. Its market will grow by US$1.36bn. The developed world will
actually perform better as it comes out of recession, realising US$2.55bn of
the total growth of US$3.91bn. The timing of sportswear brand marketing

initiatives during this recovery period will be crucial to their success.

The market at retail prices for athletic footwear, 2009-2012

The figures for 2009, 2010, 2011 and 2012 are given as Table 17.
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Table 17: The market at retail prices for athletic footwear, 2009-2012 (US$bn and %)

g |t | Ewopeand | sparang | - rstat
Market value 2009 (US$bn) 88.26 17.90 27.50 11.05 31.81
Market value 2010 (US$bn) 89.84 18.30 27.90 11.10 32.54
Market value 2011 (US$bn) 92.57 18.60 28.70 11.25 34.02
Market value 2012 (US$bn) 95.74 18.90 30.70 11.60 34.54
Growth 2010-2009 (US$bn) 1.58 0.40 0.40 0.05 0.73
Growth 2011-2010(US$bn) 2.73 0.30 0.80 0.15 1.48
Growth 2012-2011 (US$bn) 3.17 0.30 2.00 0.35 0.52
Growth 2010-2009 (%) 18 2.2 15 0.5 2.3
Growth 2011-2010 (%) 3.0 16 2.9 1.4 45
Growth 2012-2011 (%) 3.4 16 7.0 3.1 15
ZRggéo([}/oa)' market share 20.3 312 1255 36.0
ZRgf(i]o([}/S' market share 20.4 311 12.4 36.2
ggfﬂ;};‘ market share 20.1 31.0 12.2 36.8
ZRngiO(Q/S' market share 19.7 2.1 12.1 36.1

Source: just-style

The athletic footwear market was the powerhouse of growth between 2003
and 2007. Between 2007 and 2009, it will decline from US$90.26bn in 2007, to
US$88.26bn in 2009. In the three years culminating in the London Olympics,
which coincide with an anticipated recovery in the sector, athletic footwear
sales will surge back to US$95.74bn. This is a dollar value increase of
US$7.48bn, and a percentage increase of 8.5%. Athletic footwear will, once

again, make the running in the sports market.

The main growth regions will be Europe and the rest of the world, with dollar
growth of US$3.20bn and US$2.73bn respectively. In the absence of any
major international sporting events in their regions, the bounce-back in North
America and Japan and Korea will be more muted. As a consequence, both of
their fall

1%. Before treating this as heralding a long-term trend, it must not be forgotten

mar ket shares wild|l somewhat, wh i
that this is mostly a recovery of the previous declines. The value of the athletic

footwear market in Europe in 2011 will still be below what it was in 2007.
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The market in units for athletic footwear, 2009-2012

Monetary growth in athletic footwear in this period will be 8.5%. Unit growth will

be 8.9%. After the recession of 2008-2009, the world can expect a resurgence

in the demand for athletic footwear.

The unit figures for 2009-2012 are given as Table 18.

Table 18: The market in units for athletic footwear, 2009-2012 (m units and %)

Wordtora | Mot | Europeand | lapenand | Restof e
Market size 2009 (m units) 3,600 510 520 210 2,360
Market size 2010 (m units) 3,705 522 515 209 2,459
Market size 2011 (m units) 3,795 535 530 215 2,515
Market size 2012 (m units) 3,922 552 569 230 2,571
Growth 2010-2009 (m units) 105 12 -5 -1 99
Growth 2011-2010(m units) 90 13 15 6 56
Growth 2012-2011 (m units) 127 17 39 15 56
Growth 2010-2009 (%) 2.9 24 -1.0 -0.5 4.2
Growth 2011-2010 (%) 24 25 2.9 2.9 2.3
Growth 2012-2011 (%) 3.3 3.2 7.4 7.0 2.2
?gggi"([)‘/;' market share 14.2 14.4 5.8 65.6
?gf&"([,’/;' market share 14.1 13.9 56 66.4
ggfli"([)}g' market share 14.1 14.0 5.7 66.3
Regional market share 14.1 145 5.9 65.6

2012 (%)

Source: just-style

After growth in the athletic footwear market measured in units of only 10m
between 2007 and 2009, world demand by 2012 will be 322m units greater

than in 2009. Of the global total, 211m extra units will come from the rest of the

world. This is 65% of the total. Athletic footwear marketers must recognise that

their efforts should be concentrated on the developing world, even though the

highlight event in the period will be the London Olympics.
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Prices in US dollars for athletic footwear

Athletic footwear prices for 2009, 2010, 2011 and 2012 are given as Table 19.

Table 19: Athletic footwear prices for 2009-2012 (US$ and %)

worstow |ttt | Ewopeand | osomang | et e
Market price 2009 (US$) 24.52 35.10 52.88 52.62 13.48
Market price 2010 (US$) 24.25 35.06 54.17 53.11 13.23
Market price 2011 (US$) 24.39 34.77 54.15 52.33 13.53
Market price 2012 (US$) 24.41 34.24 53.95 50.43 13.43
gglitoszrci)%% ‘Zﬂas‘%?e -0.27 -0.04 1.29 0.49 -0.25
Dot price C(B";’;E)’e 0.14 -0.29 0.02 -0.78 0.29
ggfzpzr(')clel f&gg)ge 0.02 -0.53 -0.20 -1.89 -0.09
ngofgggg'(t()/f)’)r'ce change 1.1 0.1 2.4 0.9 -1.8
/2*5‘{‘1‘{;"()58'&’)”‘33 change 0.6 0.8 0.0 15 2.2
ngzﬂggirl"g()/f)’)r'ce change 0.1 15 -0.4 3.6 0.7

Source: just-style

Athletic footwear price deflation was mentioned earlier in Chapter 4. It came
about for two reasons:
3 intense retail competition in the developed world for a share of this
attractive volume and gross margin apparel sector;
3 the opportunity to buy cheaply, and obtain good gross margins (the
difference between what the buyer buys for, and what the retailer sells
to the consumer for).

During the recovery period of 2009-2012, world prices of athletic footwear will

be fairly stable. As Table 19 illustrates, there will be both positive and negative

small price differences across regions and between years.

© 2009 All content copyright Aroq Ltd. All rights reserved.

_,/w’l‘-style



Page 39 Chapter 7 The active sportswear and athletic footwear market, 2012-2016

Chapter 7 The active sportswear and
athletic footwear market, 2012-2016

A caveat

Within the active sportswear and athletic footwear markets, just-style has
always placed stress upon the importance of major world sporting events.
They are drivers for the industry, and affect regional growth patterns
significantly. As a consequence, the geographical location of the 2008
Olympics (in Beijing, China), the 2010 FIFA World Cup (South Africa), the
2012 Olympics (London, UK) and the 2014 FIFA World Cup (Brazil) all have

had an impact on the market forecasts.

The 2016 Olympics cause a problem. The host nation will not be announced
until October 2009. The four cities (the Olympics are awarded to a city, not to a
country) in contention are:

3 Chicago;

3 Madrid;

3 Rio de Janeiro;

3 Tokyo.

At the moment , the 6outsiderd (if you wer e
because it already has a major role in the 2014 FIFA World Cup in Brazil. The
other three cities have been evaluated by the International Olympic Committee
and there appears to be no really obvious winner. It might be argued that
Madrid is unlikely to succeed, because that would mean two consecutive
Olympics in Western Europe. However, the Madrid case appears strong. At
this point in time, all that can be said is that whichever region contains the city
hosting the games will influence the active sportswear and athletic footwear

market in that region in 2016.
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The combined market at retail prices for active sportswear and athletic
footwear, 2012-2016

The figures for 2012 and 2016 are given in Table 20.

Table 20: The combined market at retail prices for active sportswear and athletic footwear,

2012-2016 (US$bn and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market value 2012 (US$bn) 153.52 33.40 50.30 19.00 50.82

Market value 2016 (US$bn) 163.55 35.80 52.90 20.30 54.55

Growth 2016-2012 (US$bn) 10.03 2.40 2.60 1.30 3.73

Growth 2016-2012 (%) 1.6 1.7 1.3 1.7 1.8
Regional market share

2012 (%) 21.8 32.8 12.4 33.1
Regional market share

2016 (%) 21.9 32.3 12.4 33.4

Source: just-style

The combined market will grow from US$153.52bn in 2012 to US$163.55bn in
2016. This represents dollar value growth of US$10.03bn. The percentage
growth rate will be 6.5%, which is equivalent to 1.6% compound growth per

year.

Within that global total by region, the rest of the world is forecast to grow its
combined market by US$3.73bn. This will represent 37% of the total growth.
The rest of the world will also be the fastest-growing region with a compound
growth rate of 1.8%. North America and Japan and Korea will both have
growth rates of 1.7%. Europe will lag behind with 1.3%.

Across the period, the rest of the world will increased its share of the combined
market from 33.1% in 2012 to 33.4% in 2016. By 2016, the rest of the world
will account for one-third of the combined market in value, and of course
considerably more in volume. The only loser in share will be Europe, down
over the period from 32.8% to 32.3%.

The market at retail prices for active sportswear, 2012-2016

The figures for 2012 and 2016 are given as Table 21.
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Table 21: The market at retail prices for active sportswear, 2012-2016 (US$bn and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market value 2012 (US$bn) 57.78 14.50 19.60 7.40 16.28

Market value 2016 (US$bn) 61.66 15.30 20.60 8.10 17.66

Growth 2016-2012 (US$bn) 3.88 0.80 1.00 0.70 1.38

Growth 2016-2012 (%) 1.65 14 1.3 2.2 2.0
Regional market share

2012 (%) 25.1 33.9 12.8 28.2
Regional market share

2016 (%) 24.8 33.4 13.1 28.6

The

Source: just-style

active sportswear market will grow from US$57.78bn in 2012 to
US$61.66bn by 2016. This represents dollar value growth of US$3.88bn. The

percentage growth rate will be 6.7%, equivalent to 1.65% compound growth

per year.

Within that global total by region, the rest of the world is forecast to achieve
growth of US$1.38bn. This represents 36% of the total growth.

Across this period, the rest of the world will increased its share of the active

sportswear market from 28.2% in 2012 to 28.6% in 2016. The largest loss in

share will be experienced by Europe, down over the period from 33.9% to
33.4%.

The market at retail prices for athletic footwear, 2012-2016

The figures for 2012 and 2016 are given in Table 22.
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Table 22: The market at retail prices for athletic footwear

, 2012-2016 (US$bn and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market value 2012 (US$bn) 95.74 18.90 30.70 11.60 34.54

Market value 2016 (US$bn) 101.89 20.50 32.30 12.20 36.89

Growth 2016-2012 (US$bn) 6.15 1.60 1.60 0.60 2.35

Growth 2016-2012 (%) 1.55 2.0 1.3 13 1.7
Regional market share

2012 (%) 19.7 32.1 121 36.1
Regional market share

2016 (%) 20.1 317 12.0 36.2

Source: just-style

The athletic footwear market is forecast to grow from US$95.74bn in 2012 to
US$101.89bn by 2016. This will generate dollar value growth of US$6.15bn.
The percentage growth rate will be 6.4%, which is equivalent to 1.55%

compound growth per year.

Within that global total by region, the rest of the world will experience growth of
US$2.35bn. This is compound growth of 1.7%. North America, however, will
have growth of 2.0% compound. Japan and Korea and Europe are both
forecast to grow by 1.3% compound.

The effect of this across the period is that the rest of the world will increase its
share of the athletic footwear market very slightly. The largest relative loss in
share will occur in Europe, down over the period from 32.1% to 31.7%. Both
North America and Japan and Korea will maintain or improve their share of the

athletic footwear market, mainly by keeping athletic footwear retail prices up.

The market in units for athletic footwear, 2012-2016

The unit figures for 2012 and 2016 are given in Table 23.
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Table 23: The market in units for athletic footwear, 2012-2016 (m units and %)

World total No_rth Europe and Japan and Rest of the

America Turkey Korea world

Market size 2012 (m units) 3,922 552 569 230 2,571

Market size 2016 (m units) 4,150 590 570 240 2,750

Growth 2016-2012 (m units) 228 38 1 10 179

Growth 2016-2012 (%) 145 1.6 0.0 1.0 1.7
Regional market share

2012 (%) 141 145 5.9 65.6
Regional market share

2016 (%) 14.2 13.7 5.8 66.3

Source: just-style

The athletic footwear market in units will continue to grow from 3,922m in 2012

to 4,150m in 2016. This is unit growth of 228m pairs of shoes, a percentage

growth rate of 5.8%, equivalent to 1.45% compound growth per year.

Within that global total by region, growth in the rest of the world will account for

no less than 179m pairs of athletic shoes. This is more than three quarters of

the total world growth.

Across the period, the rest of the world market share will rise from 65.6% in

2012 to 66.3% in 2016. The message to sports marketing executives remains

clear. Trainers sell in developing countries.

Prices in US dollars for athletic footwear

Athletic footwear prices for 2012 and 2016 are given in Table 24.

Table 24: Athletic footwear prices for 2012-2016 (US$ and %)

North Europe and Japan and Rest of the

World total America Turkey Korea world

Market price 2012 (US$) 24.41 34.24 53.95 50.43 13.43

Market price 2016 (US$) 24.55 34.75 56.67 50.83 13.41
Unit price change

2016-2012 (US$) 0.14 0.51 2.72 0.40 -0.02

© 2009 All content copyright Aroq Ltd. All rights reserved.
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Forecasting prices such a long way ahead obviously comes with a lot of risk.
The long history of footwear price deflation has been mentioned earlier. That
deflation came about for two reasons:
3 intense retail competition in the developed world for a share of this
attractive volume and gross margin apparel sector;
3 the opportunity to buy cheaply, and obtain good gross margins (the
difference between what the buyer buys for, and what the retailer sells

to the consumer for).

The first reason above will still apply. The second may not. There is only so far
that retail buyer can go to locate an even lower-cost country, and with athletic
footwear now being sourced from Bangladesh, Vietnam and Cambodia, the
end of that road must be getting closer. just-style believes that by 2016:
3 overall world athletic footwear prices will have stabilised around
US$24.50;
North American prices will have stabilised around US$35;

European and Japanese prices will still be of the order of US$50-55;

The ability of brands to continue to convince consumers to pay large prices per
pair for real or perceived features or benefits is integral to maintaining these

price levels.

Long-term timelines: the third and fourth editions compared

As reports reach their third or fourth editions, it becomes more illuminating to
look at comparisons of the most recent forecasts against previous estimates.
In this report, just-style has already commented on the severity of the credit

crunch recession. The timeline comparisons quantify those changes.

Timelines have been created for three US dollar measures:
3 the combined active sportswear and athletic footwear markets;
3 the active sportswear market;

3 the athletic footwear market.

They are given below in Tables 25, 26 and 27, in each of which is shown:
3 the difference in billions of US dollars between the two edition
forecasts;
3 the difference in percentages between the two edition forecasts;

3 both forecasts as an index where 2007 is set as 100.
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Table 25: Timeline differences between third edition and fourth edition forecasts, combined

market
World World
World total World total difference difference Index Ed4 Index Ed3
Ed4 (US$bn) Ed3 (US$bn) Ed4-Ed3 Ed4-Ed3 2007=100 2007=100
(USs$bn) (%)
2003 132.50 132.50 0.00 0.0 91.4 91.4
2004 135.25 135.25 0.00 0.0 93.3 93.3
2005 138.44 138.44 0.00 0.0 95.5 95.5
2006 141.85 141.85 0.00 0.0 97.9 97.9
2007 144.91 144.91 0.00 0.0 100.0 100.0
2008 145.45 148.30 -2.85 2.0 100.4 102.3
2009 142.13 151.00 -8.87 6.2 98.1 104.2
2010 144.21 154.80 -10.59 7.3 99.5 106.8
2011 148.20 158.00 -9.80 6.6 102.3 109.0
2012 153.52 162.10 -8.58 5.6 105.9 111.9
2013 155.58 164.20 -8.62 55 107.4 113.3
2014 158.76 166.50 -7.74 4.9 109.6 114.9
2015 160.34
2016 163.55
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Table 26: Timeline differences between third edition and fourth edition forecasts, active

sportswear market

World World
World total World total difference difference Index Ed4 Index Ed3
Ed4 (US$bn) Ed3 (US$bn) Ed4-Ed3 Ed4-Ed3 2007=100 2007=100
(USs$bn) (%)
2003 50.50 50.50 0.00 0.0 92.4 92.4
2004 51.25 51.25 0.00 0.0 93.8 93.8
2005 52.28 52.28 0.00 0.0 95.7 95.7
2006 53.50 53.50 0.00 0.0 97.9 97.9
2007 54.65 54.65 0.00 0.0 100.0 100.0
2008 55.00 55.90 -0.90 1.6 100.6 102.3
2009 53.87 56.90 -3.03 5.6 98.6 104.1
2010 54.37 58.20 -3.83 7.0 99.5 106.5
2011 55.63 59.40 -3.77 6.8 101.8 108.7
2012 57.78 60.80 -3.02 5.2 105.7 111.3
2013 58.43 61.60 -3.17 54 106.9 112.7
2014 59.86 62.40 -2.54 4.2 109.5 114.2
2015 60.45
2016 61.66

Source: just-style
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Table 27: Timeline differences between third edition and fourth edition forecasts, athletic

footwear market

World World
World total World total difference difference Index Ed4 Index Ed3
Ed4 (US$bn) Ed3 (US$bn) Ed4-Ed3 Ed4-Ed3 2007=100 2007=100
(USs$bn) (%)
2003 82.00 82.00 0.00 0.0 90.8 90.8
2004 84.00 84.00 0.00 0.0 93.1 93.1
2005 86.16 86.16 0.00 0.0 95.5 95.5
2006 88.35 88.35 0.00 0.0 97.9 97.9
2007 90.26 90.26 0.00 0.0 100.0 100.0
2008 90.45 92.40 -1.95 2.2 100.2 102.4
2009 88.26 94.40 -6.14 7.0 97.8 104.6
2010 89.84 96.60 -6.76 75 99.5 107.0
2011 92.57 98.90 -6.33 6.8 102.6 109.6
2012 95.74 101.30 -5.56 5.8 106.1 112.2
2013 97.15 102.70 -5.55 5.7 107.6 113.8
2014 98.90 104.10 -5.20 5.3 109.6 115.3
2015 99.89
2016 101.89

Source: just-style

In the third edition of the report, the indexes for all three measures moved from
2007=100 to an index number for 2014 of between 114 and 116. In the fourth

edition, this index stands between 109 and 110.

In US dollar terms, active sportswear is down in 2014 by US$2.54bn and
athletic footwear by US$5.20bn. All three measures are down by 4.2% to
5.3%.

2010 is the peak shortfall year for all three measures. After that the active
sportswear and athletic footwear markets show some recovery. However, the
overall effect is that, for each of the three measures, the fourth edition figure
for the market value in 2016 is similar to the third edition figure for 2013. The

credit crunch has effectively put the sportswear clock back by three years.
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Chapter 8 Distribution to the

consumer

Methods of distributing sportswear

In the majority of the apparel industry, there are three methods of selling
merchandise to the consumer:

3 selling brands;

3 selling retail own label;

3 selling anonymous merchandise.

All three methods use some form of organised retail:

3 independent boutique shops, department stores and chains that stock
and sell the brands;

3 multiple retail chains that stock and sell merchandise with either the
name of their company on it or a retail own label name that they have
created,;

3 shops, bazaars and market stalls selling merchandise with no label

visible on it.

To the average consumer, there is no difference between the first and second
approach. A label that is recognised and conveys a quality reputation is a
consumer brand. However, the sportswear clothing and footwear industry has
been historically different. It had its own retail channel of distribution to the
market. Sportswear was sold through specialist sportswear retailers. They sold
specialist sportswear product to dedicated sportswear consumers. This was
any of clothing, footwear and equipment. Specialist sports retailers include
companies such as

3 Foot Locker and Sports Authority in the US;

3 Sports Direct and JD Sports in the UK;

3 Decathlon in France.

Many of the independent specialist shops, especially in Continental Europe,
are part of buying groups. One of the biggest buying groups is Intersport. What
makes these retailers of sportswear different from other clothing retailers is
that they are purely retailing sporting brands. This has created a situation over

time where the brand, and its attendant consumer loyalty, is strong. It is

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
—




Page 49 Chapter 8 Distribution to the consumer

probably stronger in sportswear and sports footwear than in any other clothing

product category, with the possible exception of denim jeans.

Retailers, brands and anonymous merchandise

There are no reliable global statistics for the share of branded, retail own label

and anonymous sportswear. As mentioned earlier, and unlike the situation in

most clothing categories, where there is a balance of retailer own brands,
O6manufactur er 6 -ndme anerdhandise,nattive nsportswear and

athletic footwear are still the preserve of
in manufacturer brands has been put into inverted commas, because very little

of the manufacturing is done these days in t

some brands have no bulk manufacturing capacity whatsoever.

However, in spite of not necessarily manufacturing, brands remain extremely
important because the consumer trusts them. The US website

www.TheSportsAuthority.com contains a staggering number of brands (well

over 1,500). It also reinforces the mantra of the sports goods retailer stating on

its site that it exists to provide ia wi de assortment of gual it
produandtsabiii f you are | ooking to... take your
and if this is what you want flrisogotean sporting

old-fashioned sell, but one which continues to work for sportswear.

In the third edition, just-style quoted SGMA as reporting that, in the US, no
more than 10% of the active sportswear market and even less of the athletic
footwear market was retailer own brands. Moreover, the amount of no-name
anonymous merchandise was also quite small. just-style believes that the
percentage of own label clothing may have increased a little, but that brands
continue to dominate the market. A similar situation applies in Europe.
Obviously, in less sophisticated markets in the developing world, the

proportion of anonymous merchandise increases.

Table 28 gives just-s t y lestidate of branded, own label and anonymous

merchandise globally for 2008.
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Table 28: Percentage split by branded, own label and anonymous sportswear merchandise
by region, 2008

Branded (%) Own label (%) Anonymous (%)
Active sportswear
World total 72.9 9.8 17.3
North America 83 12 5
Europe and Turkey 80 14 16
Japan and Korea 82 4 14
Rest of the world 50 5 45
Athletic footwear
World total 79.7 4.4 15.9
North America 90 5 5
Europe and Turkey 86 7 7
Japan and Korea 88 4 8
Rest of the world 65 2 33
Combined market
World total 77.1 6.5 16.4
North America 87 8 5
Europe and Turkey 84 10 6
Japan and Korea 86 4 10
Rest of the world 60 3 37

Source: just-style

Forward integration into retail

At the time of writing the third edition, sports companies were following
mainstream clothing into pushing their own labels and integrating forwards into
retail. Decathlon (France) launched its own labels aggressively in both France
and the Netherlands. JD Sports was on record at that time as stating its wish
to grow its own brands and get out of its shop-in-shop arrangements with Nike
and Adidas which have beenfio f | i t t(Rewil WeakpmSQctohier 2007).
To counter this, the leading brands were integrating forwards into retail to

control their own distribution. In London there are two excellent examples of
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integration forwards into retail from the two industry giants. Both Nike and

Adi das have flagship stores on Londonds Oxfo

At just-style, we are no longer sure that this aggressive strategy is either
correct or being followed through. The credit crunch recession is leading to
many empty shops. Moreover, the rise of selling clothing on the internet makes
that route to the consumer potentially very attractive, as it avoids the risky
property costs. Also sports brands are used to distributing from a warehouse,

and are not used to many of the management requirements of retail.

Although some brands may be regretting a decision to integrate forwards into

retail, once that decision has been taken, it is difficult and costly to reverse it.

Last summer Nike opened a Nike Sportswear retail store in Soho, New York

with the objective of iput ti ng the best of our entire col
New York City, so consumer s f r pagcordiigl over th
to Dermott Cleary, Nike vice president. Cleary also highlighted the A by

appoint ment Ni ke S pearvice, svhich aalfows bces®menski@ 0

work one-on-one with Nike designers to customise selected footwear styles.

Another brand still intent on integrating forward into retail is Fila. Announcing
that the first European flagship store would open in Milan in April 2009, Luca
Bertolino, marketing director of Fila EMEA, said: i We bel i eve this excit
for Fila will give us the opportunity to bring to consumers the style that Fila is
famous for as wel/l as the | ifeslheystore di recti o
will sell Fila Vintage, Fila Gold and the co-branded Fila-Wimbledon footwear

collection.

Recession

The credit crunch, which hit international economies in October 2008, started
to affect the profitability of the major brands early in 2009. One early casualty
was Reebok, which has been part of Adidas for just over three years. 300 jobs
were cut with immediate effect in North and Latin America in January 2009,
with sales and marketing among the functions affected. i Thi s was an inevit
step on our way to making the Reebok organisation leaner, more flexible, and
more profitable to be prepared for future challenges i in particular in the light
of t he cur r emAdidas spokespersorotold jost-style. She added
that the global workforce was likely to remain stable in 2009, at around 37,000

employees. Since then Adidas has warned of sales and profits declines in
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2009, and in April announced swingeing cuts in management including entire

tiers of hierarchy.

The first signs of recession in the European active sportswear and athletic
footwear markets were announced by market research company NPD in
December 2008. It said that for the three months to end-September, in the big
five European countries T France, Germany, Italy, Spain and UK i sports
apparel sales were down by 8% and footwear sales by 5%. The comparable

figures for the US were footwear down by 1.5% and apparel up by 0.7%.

The start of the recession was also felt at Puma, where financial results were
announced in February. In spite of sales rises for both footwear, of 2.3%, and
apparel, of 5.1%, net earnings were down by 13.5% as a result of reductions in
gross margins and increases in operating expenses. Puma has just released
its first quarter 2009 financials, which show sales down 3.1% and earnings
before interest and tax, which were EUR125.8m for the prior period, virtually

zero as a consequence of one-off restructuring costs of EUR110m. Jochen

Zeitz, the Puma chief executive, said: A Due to the worl dwi

plan for business to remain challenging in 2009 and have therefore decided to
implement further measures to align our cost structure with the current market

envi r onThetisto saypthere is more cost cutting to come.

Even the mighty Nike is not immune. On 20 March, it reported future orders
down by 1% in US, 1% in Asia-Pacific, 4% in the Americas and a frightening
25% in EMEA (Europe, the Middle East and Africa). Third quarter profits were
halved to US$243m. Its reaction was to announce a restructuring of its regions

and a reduction in management numbers. As Charlie Denson, president of the

Nike brand, putitt A Thi s new model sharpens our

de

I € C ¢

consu

all ow us to make faster deci si ons, wi t h

Adidas and Nike market shares

In the face of the recession, and defensive reactions to it by the two industry
giants, what does just-style believe about their market share? The first thing to
note is that it is becoming harder, not easier, to estimate this. Since acquiring
Reebok in February 2006, Adidas has become more reluctant to release

financial segmental information.
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For instance, it used to release gross and operating profit figures by region.
Now it only does them by business segment (the three main brands of Adidas,
Reebok and TaylorMade-adidas Golf). It also moves the goalposts by rewriting
old sales and profit figures to remove discontinued businesses. So, 2004
sales, which were quoted as EUR6.46bn then, appear in the 2008 financial
report as EUR5.86bn. The Adidas brand remains very profitable, with a gross
margin of 49% for 2008, and an operating profit of EUR1.10bn (14%). Reebok
is not in such a strong position. Since 2006 its sales have fallen by 13% and
an operating profit of 3.5% has become a small loss. TaylorMade has also
seen sales fall between 2006 and 2008, but maintains a healthy operating
profit of 9.6%.

Nike is more forthcoming about the geographical split of its business, releasing
sales by footwear, apparel and equipment for each of its four main regions,
which are USA, EMEA, Asia-Pacific and Americas. However, the restructuring
of its regions mentioned above will have the effect of making future
comparisons difficult. Nike has released its overall sales for its three quarters
to 28 February 2009, together with the warning on the future order book
already referred to. just-style bel i eves that, in spite of t
remarks about Nike remaining i e nt r e p r a having & goal of revenues
ofAiUS$23bn by fi,dtisdikelythat sales fd2 helykay to 31 May
2009 will struggle to reach US$18bn and in fact be lower than the previous
yeards record high of sales of US$18.63bn.

In the light of these statements, just-s t y lappidach to evaluating the likely
market share of active sportswear and athletic footwear belonging to the two
giant groups is as follows:

3 we have started with the estimates of the active sportswear and
athletic footwear segments at retail which are respectively
US$55.00bn and US$90.45bn, a combined market of US$145.45bn;

3 we have separated those totals into brand, own label and anonymous,
as was done in Table 28;

3 we have converted both the total and the branded segment to
whol esal e. By far the |l argest share of
consists of sales at wholesale prices. The worldwide average total
mark-up from wholesale to retail is reckoned to be 2.1 for apparel and
1.8 for footwear

3 the mark-up for branded products is somewhat greater, being usually

reckoned by the retail industry to be of the order of 2.2 for apparel and
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1.9 for footwear. Obviously this global average conceals wide
variations between high mark-ups on luxury branded products in the
developed world, and low mark-ups on utility brands in the developing
world. A different mark-up has been used for each region and for each

of branded, own label and anonymous merchandise.

The outcome of these calculations is that just-style believes the wholesale
market for active sportswear and athletic footwear for 2008 to be US$76bn,
US$26bn of apparel and US$50bn of footwear. The estimated breakdown by
the just-style regions is given in Table 29.

Table 29: Estimates of world and regional market size by share of branded, own label and
anonymous merchandise, 2008 (US$bn)

World North Europe and Japan and Rest of the
America Turkey Korea world
Active sportswear
Branded 18.1 5.3 6.6 2.6 3.6
Own label 2.6 0.9 1.2 0.1 0.4
Anonymous 5.5 0.4 0.6 0.5 3.9
Total 26.1 6.6 8.5 3.2 7.9
Athletic footwear
Branded 37.8 9.3 11.7 5.2 115
Own label 2.1 0.5 1.0 0.2 0.4
Anonymous 9.9 0.6 1.2 0.6 7.5
Total 49.7 10.4 13.9 6.0 19.4
Combined market
Branded 55.9 14.6 18.4 7.8 15.1
Own label 4.7 1.4 2.2 0.4 0.8
Anonymous 15.3 1.0 1.8 11 115
Total 75.9 16.9 22.3 9.3 27.3

Source: just-style

Of this combined market figure, the Nike Group, including its other brands
such as Cole-Haan and Converse, has a market share of 22%. This figure

excludes Nikeb6s equipment sales. | f-
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Page 55 Chapter 8 Distribution to the consumer

only share i s 19 %. Bot h Ni keods active

separately have a 19% share. Nike likes to show in its financial reports that its
international (non-USA) business has been gradually increasing as a
percentage, from 49% in 2004 to 52% in its year to 31 May 2008. However,
just-style believes that Nike still depends upon its dominance of the US
market. We believe that Nike controls 30% of North American-branded active

sportswear and as much as 46% of branded athletic footwear.

It is harder to be so specific about Adidas, because its reporting is by business
segment, and the business segments combine sales of active sportswear and
athletic footwear. For an earlier edition, just-style was told by Adidas that
overall the product split was 40% apparel, 52% footwear, and 8% equipment.
That proportion will have changed, probably with less equipment and more of
both apparel and footwear. The grou
the order of 18%, and there is no doubt that Adidas has slowly caught up with
Nike. The Adidas Group share of the active sportswear market is estimated at
22% and of the branded segment at no less than 31%. The equivalent figures
for footwear are 14% of the total market, and 19% of the branded market.
Whereas the Nike heartland is the US, the Adidas group has a combined
market share for Europe of 35% of the total market and over 40% of the

branded segment.

Together the two companies control 40% of the world wholesale market for
active sportswear and athletic footwear, and a little over half of the branded

segment.

spor

over a
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Chapter 9 Product development

Previously reported active sportswear and athletic footwear trends

In previous editions, we have been careful to separate product trends from
fabric and material technology developments. Most of the technology-related
initiatives concern fabric performance and have included:

3 moisture management;

3 windproofness;

3 breathability;

3 drag reduction (go-faster fabrics);

K]

nanotechnology.

In pure product terms, in the third edition (just before the Beijing Olympics) the
headline-grabbing product development was the Speedo LZR racer swimsuit.
Since Beijing there has been a lull in the flow of product innovations. Activity
has been more centred on commercial initiatives, which are considered in
Chapter 10.

There is one example however, where a commercial activity directly connects
with product development: the Adidas yoga apparel range (reported by just-
style on 7 April 2009). The new range contains yoga apparel, footwear and

accessories, developed in collaboration with yoga expert Rainbeau Mars.

Mar s, is the German companyos designated gl

signature as a motif on items in the collection, which has Indian influences,
combining vibrant oranges with earthy browns and violets. Apparel in the
range is made from fabric woven from the man-made fibre Tencel. All the
prints used are water-based and all trims are made from recycled materials.
The | ineds Yatra sandal is made fr
recycled rubber with natural wood pulp insoles. The Rainbeau Mars Signature

Line is available now in Adidas Sport Performance concept stores.

There is also one particular product development, which stands out: the Nike
LunarGlide+, which the company modestly describes in its write-up of 19 April
2009 asfit he Fut ur e. TheffootRearrsnaifligtgweight running shoe
designed with an innovative mid-sole architecture called Dynamic Support, a

patentpendi ng system that adapts to a

om nat ur e

runner 6s

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’z- s'l'yl =
—




Page 57 Chapter 9 Product development

superior cushioning and as-n e e d e d 5 &caobdind to they Nike marketing

department.

The department also adds that: i é[the] Dynamic Support system shatters the
myth that runners must compromise by selecting between two industry-
standard categories: stability or cushioning. The Dynamic Support system in
the Nike LunarGlide+ mid-sole combines the best of both. It is designed with a
lightweight LunarLite foam core that sits within a firmer foam carriage and
features a rear-foot wedge, providing stability when needed. The shoe also
has soft, yet strong microfibre synthetic overlays ultrasonically welded into
place for seam-free comfort. A high-r esi | i ence men&pecifi@and women
foam sockliner, also creates a foot-bed with exceptional step-in feel and added

support. o

Nike first introduced LunarLite foam in the summer of 2008 in Beijing as the
mid-sole cushioning system in the Nike LunaRacer and Nike Lunar Trainer
running shoes and in the Nike Hyperdunk basketball shoe. Traditional
cushioning systems only absorb energy upon impact. Nike claims that
LunarLite foam has been proven to provide superior cushioning and significant

energy return.

The Nike LunarGlide+ incorporates another Beijing innovation: Flywire
technology. The integration of Flywire threads into the upper design of shoes
from a variety of sports including running, basketball and tennis, has allowed
Nike designers to shed unprecedented amounts of weight without losing the

necessary support and stability.

Responsibility in achieving both performance and sustainability

Nike sees corporate responsibility as an integral part of its product
development marketing i in its own words fhow we can use the power of our
brand, the energy and passion of our people, and the scale of our business to

create meaningf ul changebo

Nike states that fit h e opportunity i s greater t han
responsibility principles and practices to deliver business returns and become
a driver of growth, to build deeper consumer and community connections and

to create positive social and environment al
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Late last year Nike debuted Nike Considered Design, its latest products which
combine sustainability principles with the newest innovations for sport. While

Nike has delivered Considered products to consumers for several years, for

the first ti me, Ni ke Considered Desi

categories: basketball, runni n g, football (soccer)
training and sportswear, as well as in tennis and ACG (All Condition Gear).

gn

S

n c

womeno

AAs we | ook at how we design and develop p
business, itds not enough t o, ,daépresidehtvi ng t he
and CEO Mark Parker. i We are designing for the sustai
tomorrow, and for us that means using fewer resources, more sustainable

materials and renewable energy to produce ne

The goal of Nike Considered Design is to create performance innovation
products that minimise environmental impact by reducing waste throughout the
design and development process, use environmentally preferred materials,
and eliminate toxics. Nike designers are now expected to make smart,
sustainable design choices at the start of their creative process which has led

to Nikeds most extensive Considered

Since Nike introduced its footwear recycling program, Reuse-A-Shoe in 1993,
sustainability has been a key area of development for the company. In 2008
alone, Nike introduced the Considered Air Jordan XX3, as well as a complete
line of apparel for athletes in Beijing that was made from 100%-recycled

polyester.

Nike has set public targets for its Considered goals. As it declares: A We a i
have 100% of Nike footwear meet baseline Considered standards by 2011, all
apparel by 2015, and all equipment by 2020. Achievement of these goals

Desi

m t

woul d mean waste in Nikebés supply chain

of environmentally-pr ef erred materials will be

Technology and breaking the rules in sport: counterfeiting

It is a long way from such moral high ground statements as those made by
Nike above to cheating, but the sportswear industry is full of it. The author was
once taken to Stanley Market on Hong Kong Island to buy some tennis wear.
In a large market stall, he was shown into a back room that was equipped with

various sewing machines. He was offered plain coloured tennis tops and

© 2009 All content copyright Aroq Ltd. All rights reserved.
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shorts, and then asked what logo he wanted. On the wall were the
embroidered logos of most of the major tennis brands, each one available to

be sewn on in a matter of minutes.

Patents, trademarks, copyright and litigation

Sports shoe company Pony is currently suing giant rival Nike over claims that
the |l atter infringed copyright in the execut
victorybod onl ine mar keting campaign. Pony I

infringement complaint with the Federal Court of San Diego, alleging that the

campaigndéds O6VO6 motif was an imitation of i
company6s sports shoes. Pony, which is seek
court order banning future use of the slogan, claims thatitfii s i denti cal 0 |

virtually identical to the regist er e d trademar ks. Nikevis e d by Po
defending the case. The o6V for victoryd onl
Spanish world tennis Nol Rafael Nadal and Argentinian footballer Sergio

Aguero.

Dumping

Dumping refers to government subsidising of exports by companies, which
enables them to sell active sportswear and athletic footwear at prices below
manufacturing cost. In February 2009, not for the first time, the Shoe
Manufacturers Association of Canada filed a complaint based on the Special
Import Measures Act (SIMA), demanding investigation of the pricing of rubber-
soled footwear from China and Vietnam. In response to a previous case in
2002, the Canadian customs imposed punitive duties of up to 187% on

footwear from Hong Kong, Macau and Vietnam.

The cost of government taxation

Virtually every country in the world has a simple sales tax. It is irresistible to
governments because:
3 itis easy to administer;

3 the government does not even collect it: retailers do that for it.

Most classical economists believe that tax is a distortion on free and fairly
balanced trade between countries, but that is of little importance when put into

the context of politics. The UK is alone in Europe in having a VAT (sales tax)
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rate on zero on chil dly erndics altdriced ih eurog . Theor et
should be sold at different prices in euro currency countries because their
sales tax rates very from one country to another. In fact, international retailers
tend not to do this. Rat her , tappeogch,appl y a ¢
believing that the simplicity of one common price outweighs the accuracy of

many.

However, in order to defend their domestic industries, many countries apply
taxes to imported finished garments and to imported raw materials such as the
fabric. It is quite common in countries like India and Pakistan for imported
cotton to be taxed at rates of 40-50%. The tax is only withdrawn and

recovered, if and when the garment that it goes into, is itself exported.

One interesting example of a protectionist tax that has come under fire
because of the credit crunch recession is the shoe tax (the Affordable
Footwear Act in the US). Nearly 50 companies representing over 160 well-
known footwear brands and retailers are urging Congress to pass the
Affordable Footwear Act, which would end the shoe tax on lower to
moderately-pr i ced f oot wear and on al |l childrenods
have put their names to the letter include Adidas, Asics, Clarks, Columbia,
New Balance, Nike, Nine West, Puma, Reebok, Rockport, Shoe Carnival,

Stride Rite, Timberland, Wal-Mart Stores and Wolverine.

The Affordable Footwear Act (HR 3934/S 2372) eliminates a hidden but costly
import tariff that can add as much as 30% or more to the retail price of a pair of
shoes. Established at the start of the Great Depression of the 1930s, the shoe
tax was meant to protect domestic manufacturers from cheaper imports. But it
still remains today, even though 99% of all shoes sold in the US are imported.
In its letter, the footwear industry and its retailers said: i T h e Af fordabl e
Footwear Act is the perfect opportunity to provide a real, tangible tax cut that
would immediately stimulate the economy and provide a benefit to main street

Americans. 0
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Chapter 10 Commercial activities

The sportswear industry commercial context

Amidst all the current talk of recession and cut back, outlined in Chapters 7
and 8, it is easy to forget that commercial activities within a clearly defined
business strategy have to continue. In any economic situation, business
strategies can be a mix of:

3 defensive cost reductions;

3 organic (and usually cautious) growth;

3 step-change growth.

The last is adventurous, but can achieve major changes in a company & s

business position. Step-changes can be either deliberate or opportunistic. In a
recessionary situation, the opportunity to gobble up a competitor in difficulty is
likely to occur both unexpectedly and swiftly. Such is the situation at the
moment concerning the UK sports retailer JJB Sports, a company that is very

much o6in playéb.

Recessionary situations also spawn rumours and indeed deliberate leaks. In
October 2008, in the magazine Private Equity Europe, a report suggested that
Adidas was about to buy the swimwear company Arena ltalia Spa, a company
which, incidentally, Adidas created in 1973 and sold in 2001. An Adidas
spokesperson produced the usual non-committal neither confirm nor deny

response, saying:il dondédt comment on rumours

Acquisitions
However, some rumours rapidly become fact. In September 2008, Gap Inc, the

largest specialty clothing retailer in the US (and not immune from rumours

and

about its own financial problems) bought t he womenods sports

apparel company Athleta Inc for US$150m in cash. According to Glenn

spec

and

Mur phy, Gapds chafiTrhmasn satnrdat@BO:c acqui sition

our brands perfectly and allows us to leverage our new online platform to

expandintot hi s si gni f i c Athleta evoleed averlten gears intoa .

lifestyle brand offering apparel for a variety of sports, including yoga, running,

skiing, snowboarding and surfing through traditional catalogues and the net.
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Later in the autumn, sports goods retailer Foot Locker paid US$103m (again in

cash) for the direct-to-consumer skatewear retailer CCS, in ordertofiex pand

our offering in the rapidly growisagl action a
Matthew D Serra, Foot LOck@urds f adtali a anaer . ecro
business will support the CCS business with a well-established infrastructure

that is expected to provi deheaddedmiafnidc avitl loper
allow the well-regarded CCS management team to grow the business

profitab | yReadling between the lines, just-style considers the combination of

cash and operational benefits sounds a bit like a cheap purchase of an

embattled retailer to achieve cost synergies within the overheads.

In Europe, Puma took over its Dutch licensee Dobotex with effect from 1
January 2009. This was partly to compensate for the ending of a licence deal
on bodywear products with the German underwear and sock manufacturer
Schiesser. Dobotex already had the sock licence for all markets outside the
us.

A negative acquisition is a disposal. Quiksilver, the surfing company which
bought the skiwear business Rosignol about four years ago, disposed of it in
November last in order to fiel i mi nat e our exposur e t o
ma n u f a c tsaid Robeyt,BoMcKnight Jr., chairman, chief executive and
president,andtofir et urn to our Troot s, do what we do

concentrate our efforts on our core apparel

Finally, in what just-style regards as a typical retrenchment acquisition, in April
2009 the Israeli lingerie manufacturer Delta Galil bought sock manufacturer
Gibor Sports Active Wear Ltd. The move increases its overall sales to Nike by
an extra US$22.5m and allows Delta to pursue the football sock market.
However, in spite of buying the manufacturing machinery assets of Gibor,

many of the jobs will be transferred to existing Delta production sites.

Partners

A company that prefers strategic alliances (partnerships) to straight
acquisitions is Lotto. In the autumn of 2008, it announced the appointment of
Star 360 Sdn Bhd as its new licensee for the Malaysian market. The logic,
explained by Luca Tomat, business unit director of Lotto Asia-Pacific, was:
AiMal aysia is a key strategic market for a so

also a promising country for our expansion ambitions into sport lifestyle. Lotto
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believes that Star 360s competence in local market knowledge combined with
Lottods I talian design and technology wild/l n

one in Malaysia. o

At the same time, Lotto opened an office in Hong Kong, providing production,
quality control and distribution facilities for its footwear, apparel and
accessories. It said the intention was to support the growth of Asia-Pacific from

15% of the company sales in 2007 to 30% within five years.

Sponsorship

For sportswear brands, sponsorship has always loomed large. In a previous
edition of this report, just-style considered a number of sponsorship

arrangements, including the infamous O&écurse

Nike has had a chequered record in selecting sports stars over the last
decade, often signing them just as their careers toppled over into decline. This
has |l ead the press t o | abel t heir probl ems
Examples of the O6curse6 are:

3 Tiger Woods received US$20m per annum for wearing Nike, but his
performance since starting to use Nike golf clubs as well, was
somewhat below par.

3 The basketball player Kobe Bryant received US$9m per year, but also
faced criminal charges.

3 US golfer David Duval was endorsed to the tune of US$7m per year in
2001, since when his career has sunk without trace.

3 Sydney Olympics sprint champion Marion Jones was the highest-ever
Nike-sponsored athlete with US$3m per annum, but has since been
the subject of doping scandals, and failed to achieve anything in
Athens 2004.

More recently, we appear to be witnessing the demise of Maria Sharapova as
a top tennis player, who supposedly earned US$23m per year between 2005
and 2008, the vast majority of it thorough sponsorship. However, the decline of
her playing career has not appeared to damage her commercial value. In
February 2009, she signed up to Cole Haan, a Nike subsidiary, to be the face
of their spring advertising campaign. According to Michael Capiraso, chief
marketing officer: A T h e campaign mar ks t he first tiom

collaborated with a Nike athlete to serve as the face of a new collection. We
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are able to leverage her interest in fashion and sport, while connecting with our
customer i n a newhexanpaign debuied ie thaev\aich issue
of Vanity Fair.

At just-style, we believe that the three sports most heavily invested in through

sponsorship are running, tennis and football

the streetd what s ponswer&ald diraocst cestaintydel f or
soccer. Adidas spokeswoman Anne Putz said: i Adi das i s number
football worldwide, with a market share of 33%. The Euro 2004 competition
helped us extend this leadership. We used the FIFA World Cup 2006 in our

home market of Germany to further extend our leadership, as Adidas is the

of ficial sponsor , sAs pvgll las @ hugeadeall with Reale ns e e .

Madrid of Spain, Adidas also sponsors:
3 Bayern Munich (Germany);
3 AC Milan (Italy);
3 Ajax Amsterdam (Holland);
3 Olympic Marseilles (France);
g

Liverpool (taken over from Reebok in 2007).

Adidas has serious plans to dominate soccer between now and the 2014 FIFA
World Cup in Brazil. Those plans include:
3 replacing Nike as Russiabs soccer ki

Russian Football Union teams lasting until 2018. According to Herbert

t he
one

sSp

Hainer, Adidas chairman and CEO thisisfia per f ect alliance b

the global number one football brand and a strong team with a huge
potential 0;

3 a similar deal with the FFU (Football Federation of Ukraine) lasting
until 2016.

Adidas obviously believes that, as football (soccer) is the fastest-growing
participation and spectator sport in the world, it needs to be a leading active

brand in it. This could a powerful position to be in.

But Adidas is also challenging Nike on its home ground of athletics. It signed,
in November 2008, an 11-year deal with the IAAF (International Association of
Athletics Federations) giving the firm worldwide sponsorship rights for all IAAF
World Athletic Series events. The first major event will be the World
championships in Berlin in the summer of 2009. Adidas chairman and CEO
Herbert Hainer declared thatfit he her it age of the Adidas
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with the legacy of athletics and the IAAF. Therefore, we are proud to announce
our new partnership with IAAF and we are looking forward to shaping the

future of athletics together at all/l l evel s i

Other sports brands have followed the same path, but usually connected with
their own sports specialty. One of these is Columbia Sportswear which, in
spring 2009, signed a deal with broadcaster Eurosport for a campaign to run
on Eurosport websites during cycling events, such as the Tour de France. il | t
will offer great exposure of the cycling sport and the Columbia Sportswear
brand among the enthusiast and recreational audiences who enjoy the

out dovaisd 6Christian Finell, Columbiads gener :
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Sourcing from China

It is impossible to consider the sportswear supply chain, without starting with
China. China is now comfortably the
clothing. This remains the case in spite of recent turbulence in Chi na 6 s
figures and reports on its collapsing manufacturing base. At the moment, it is
believed that a lot of Chinese manufacturers have shut down temporarily and
sent their workers home to their villages. Thousands of factories could be
involved, according to a Chinese government report. Meanwhile, the Chinese
government continues to support its textile and clothing industries by
increasing the export subsidy grant percentage. It has risen three times since

the Beijing Olympics, much to the chagrin of the protectionist US textile lobby.

As mentioned in Chapter 3, active sportswear covers a very wide range of
gar ment product groups. As a resul
exports of active sportswear, except to say that they must be massive, as the
consumer can see the O6Made in China
trainers. Since 2005, when the final duty and tariff barriers to exporting to the
US and Europe were removed by the World Trade Organization (the end of the
MFA, or multi-fibre agreement), Chinese exports have soared on the back of
plentiful and cheap labour. An article at the time of the Beijing Olympics in the
U K 8Ssinday Times revealed that, at a local Adidas shoe factory, the workers
were being paid the equivalent of GBP12 per week. The minimum wage in the
UK for a 40-hour week is just under GBP240. The differential in direct labour
cost is a factor of 20. No wonder the world flocked to China to source its

supplies.

Interview with Li and Fung

Nevertheless, and notwithstanding the termination of the MFA, China, as the
worl dés | eading supplier of c¢clothin

and reversal. One of the most knowledgeable people to have a view on this is

Dr William Fung. Fung is managing director of Li & Fung,t he wor | d6és

single sourcing company, with major retail customers in the US, Western

Europe and Japan. Fung spoke at the World Retail Congress in Barcelona
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early in May 2009, and gave an interview to Joe Ayling, news editor of just-

style. In it he made the following points about sourcing from China.

First, he suggested that current export difficulties in China were being
controlled by encouraging domestic spending in a growing retail sector. He
backed Chinese government omytagrew8%dhis t he coun
year, despite the global downturn, and stated thatibef or e t he financi al
had even started China made the effort to move some of the labour intensive,

export-or i entated factories into the interioro

Second, he pointed out that there were structural problems. His view was that:
AfOne of the problems China had was that they
strategy of opening up. When Deng Xiaoping first opened up China in 1979 his
idea was to allow the foreign business community to access its labour pool.
They opened up the special economic zones on the coast, and the idea was
that you would go into the factories and access the labour. However, the
country got so successful that they actually ran out of labour on the coastal

area and started importing | abour from the i

The third result of this was that China got a massive migrant population
working on the coastal region and the disparity in wealth between the coastal
area and the interior got more and more pronounced. According to Fung: A | n
2007 the Chinese government began a process to force some of these factory
owners to relocate their factories to the interior by beefing up labour laws and
raising the minimum wage. As it turned out this was bad timing for two reasons

i both the economic crisis, and before that a period when the yuan was very

strong and the oil prices were very high. o
Overall, as Fung explained, i i t meant China was actually g
compared to neighbouringc ount ri es | i ke Vietnam,. I ndonesi

Suppliers to suppliers

However, this has not stopped suppliers, and suppliers to suppliers, continuing

to beat a path to Chinaés manufacturing doo
Olympics, Danish footwear firm Ecco opened one of t he
tanneries in Xiamen, China, in order to supply its local shoe factory with high-

quality raw material. The tannery covers 23,500-m? and has been purpose-

built with an innovative layout and environmentally friendly features. The
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investment came to EUR20.6m (US$34.9m) for the first phase. The intention
of the investment was that Ecco would import wet-blue hides from Europe as
Chinese hides were not of sufficiently good quality. The material was then to
be turned into finished leather for use in the neighbouring shoe factory. All
goods made wi t-proddceclenther ha@ to benerported, however,

if the firm was to avoid paying high duties on importing the raw materials.

Ecco started shoe production in Xiamen in 2005. It exports shoes to the US
and other markets and also makes uppers for its other factories there. The
company must be hoping the duty regime will change in the future so it can

supply the rapidly growing domestic market.

Chinese manufacturers

In spite of the economic slow-down since the Beijing Olympics, Chinese
manufacturers continue to thrive in the worl
posted a 30% hike in full-year profit in January 2009, when it said that the
weak global economy would benefit its business as brands seek to place

orders with key manufacturers.

Chinads |l argest vertically integrated knit
International Group Holdings. It has posted a 2008 profit attributable to equity
holders of the company of RMB699.4m (US$102.4m), a surge of 71.9% when
compared with the year 2007. Profit was driven byaficont i nuous and sha
increase in the sales of sportswear, said the company in a financial statement.
It also attributed its success to expansion into global distribution markets and
an accelerated domestic market. Sales for the year ended 31 December 2008
amounted to RMB4.8bn, representing an increase of 31.9% from the previous

year.

The company said its domestic sales proportion of total turnover in 2008
surged to 19.0% from 10.8% in 2007, which was mainly attributable to
continued economic growth in mainland China, the increase in consumer
demand for its high-end sportswear and the increase in the supply of
sportswear to clients of internationally renowned brand names for domestic

sale.

During the year, Shenzhou established a new garment manufacturing base at

Anging City in Anhui Province, which was officially launched in the first quarter
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of 2009. A garment factory situated at Quzhou City, Zhejiang Province, is
under construction and expected to commence production in the third quarter
of 2009.

Ma Jianrong, chairman of Shenzhou International, said in his financial
statement: 6 6 | am very delighted that the
amid a challenging economic environment, thanks to its remarkable
achievements in respect of its good management in manufacturing, production
base layout, fine-tuned product portfolio and expansion to the global market.
All these achievements have underpinned a solid foundation for our continual

and sound growth for the future.

group

a

filn additi on, the Government also introduced

the knitwear industry, including the increase of tax rebates for textiles and
apparels to 15%, inclusion of the textile industry in its top ten industries
rejuvenation plan, reformation on value-added tax, decrease of the interest
rate on bank loans and stabilised exchange rate movement between Chinese

renminbi and US dollars. With these policies, the garment industry has

managed to grow well despite the fluctuati

Other low-cost countries

However important China may be at a supply source, an industry as big as
active sportswear and athletic footwear has to source from all over the globe.
For example, Nike has more than 100 factories in China employing over
200,000 workers. But that is only a quarter of its supply base which (according
to its website) now amounts to 700 factories in 52 countries, employing
800,000 workers. The Adidas supply base must be of a similar scale to that of
Nike. As the two companies combined account for a little over 40% of the total
wholesale market (branded, own label and anonymous) just-style infers that
globally around 4m workers are employed in the active sportswear and athletic

footwear industries.

Prominent garment and footwear manufacturing countries besides China

include (in alphabetical order):

3 Argentina;

3 Bangladesh;
3 Brazil,

3 Bulgaria;
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India;
Indonesia;
Korea (South);
Malaysia;
Mexico;
Morocco;
Romania;

Sri Lanka;
Thailand,;
Turkey;

M W W W W W W W W W W

Vietnam.

Between them and including China, they are likely to account for around 85%
of world production. It is informative to note that, of this list:

3 only one is African (Morocco);

3 two are from Eastern Europe;

3 noless than seven are Asian.

China is no longer the lowest-cost country. That dubious honour probably
belongs to Bangladesh. Earlier in this chapter, we reported on an Adidas
factory in China where the weekly wage was GBP12. In Bangladesh it is about
half of that.

A recent (December 2008) report entitled Indian Footwear Industry Analysis by
the research company RNCOS suggested that leading athletic footwear
brands were liable to switch sourcing from China to India in 2009-2011. The
reasons given were:

3 availability of raw materials;

3 availability of skilled manpower;

3 EU duties on Chinese footwear &6dumpingbd,;

3 Chinese labour cost inflation (up 40% during 2008);

3 Indian cost advantage.

Sourcing is primarily about cost, but cost is not the only factor. All retail buyers

also value quality and reliability, and more recently, corporate responsibility.
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Responsible sourcing

Since the publication of the third edition, three buzz words have emerged in
the supply chain lexicon. They are:

3 ethical;

3 environmental,

3 Fairtrade.

Much has been written about:
3 Fairtrade bananas and coffee;
3 biodegradable fibres and fabrics that will not sit in land fill sites for
hundreds of years;
3 commitments to avoid the use of child labour in clothing factories and

through outworkers (outworker make apparel from their own homes).

Most of the major sports brands have company statements about their
corporate responsibility. Nike made a commitment to ethical sourcing as long
ago as 2004, and has tried to implement it in spite of occasional hiccups. In
2007, it attempted to withdraw from certain suppliers in Indonesia, citing poor
quality assurance as its reason. This move led to riots in the streets and a
hurried backtracking. In April 2009, driven by the fall in economic demand, it
announced it was stopping sourcing footwear from one factory in Vietnam and
three in China. However, as far as the Vietnam situation was concerned, it
phased the withdrawal from the Samho plant over six months, and promised to
assist the factory to find new customers. The Samho plant was owned and
operated by a Korean company, had been supplying Nike since 1995, and at

the time employed 6000 workers.

Commitments and help of this sort inevitably conflict with pure business
supply-chain logic. They are necessary to honour policy statements such as

the one quoted below from the Nike website:

AOQur greatest responsibility as a global corl

about positive systemic change for workers within our own supply chain, and in
the industry. When we look at our overall footprint in the word, the needs of
nearly 800,000 workers in our contract supply chain overshadow any other

group. 0

Drafted in 1991 and distributed to

Conduct was a first step in its effort to improve working conditions in contract

contract
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factories. It has been reviewed and updated over the years, and is a
straightforward statement of values, intentions and expectations meant to
guide decisions in product facilities. Nike directs contract factories to post the
Code of Conduct visibly and in the appropriate local languages. Some of its

statements are outlined below.

Extracts from Nikebds Code of Conduct

Forced labour
The contractor does not use forced labour in any form -- prison, indentured,

bonded or otherwise.

Child labour

The contractor does not employ any person below the age of 18 to produce
footwear. The contractor does not employ any person below the age of 16 to
produce apparel, accessories or equipment. If at the time Nike production
begins, the contractor employs people of the legal working age who are at
least 15, that employment may continue, but the contractor will not hire any
person going forward who is younger than the Nike or legal age limit,
whichever is higher. To further ensure these age standards are complied with,

the contractor does not use any form of homework for Nike production.

Compensation

The contractor provides each employee at least the minimum wage, or the
prevailing industry wage, whichever is higher; provides each employee a clear,
written accounting for every pay period; and does not deduct from employee

pay for disciplinary infractions.

Benefits

The contractor provides each employee all legally mandated benefits.

Hours of work/overtime
The contractor complies with legally mandated work hours; uses overtime only

when each employee is fully compensated according to local law;.

Environment, Safety and Health (ES&H)
The contractor has written environmental, safety and health policies and

standards, and implements a system to minimise negative impacts on the
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environment, reduce work-related injury and illness, and promote the general

health of employees.

Documentation and inspection

The contractor maintains on file all documentation needed to demonstrate
compliance with this Code of Conduct and required laws; agrees to make
these documents available for Nike or its designated monitor; and agrees to

submit to inspections with or without prior notice.

A sourcing perspective from Herriot Watt University, Glasgow

Will sportswear sourcing forever continue to be dominated by the low-cost
country suppliers? just-style thinks so, but there is a counterargument put
forward in April 2009 in a report published by Lawson Software. In it,
academics from Herriot Watt argue that there are potentially hidden costs and
risks in sourcing entirely from low cost countries. This is not new. All retail
buyers are aware of balancing the cost/benefit relationships between cost-
quality-reliability-time. Andrew Dalziel, Lawson marketing director for fashion,
said that: A Wi t h t he tot al cost of sour ci
Eastern Europe or Central America and the Caribbean, multisourcing is taking

over from outsourcing. Companies may look for shorter lead times for those

ng

fashion i t ems t hat have uncertain demand.

The Lawson report also contains some interesting financial benchmark
metrics, taken from the published financial data of 51 sportswear companies
worldwide. The key figures are:

3 gross margin 34.8% (this is well below that of either Nike or Adidas);

3 net margin (profit before tax) of 6.7%;

3 return on capital employed (ROCE) of 10.3% (which is not very good);

g

inventory turns per year 5.9 (which is good).
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Chapter 12 China as a market

The battle for supremacy

This report has already considered China as a source of supply. But in the last
three years, and in particular as a result of the run-up to, and then the
aftermath of, the Beijing Olympics, China has increasingly become the subject

of major sportswear brandsd6 attentions as a

One of the early branded arrivals into the Chinese market was Nike, which
opened its Beijing flagship store in August 2007. Immediately Adidas
announced that it was planning to build its largest international store there

ahead of the games.

The Chinese athlete Liu Xiang, who was the world record-holder in the 110m
hurdles and the first Chinese track and field athlete to win an Olympic gold
medal, opened the 13,000-ft* Nike store. It was the largest of approximately
3,000 retail outlets stocking Nike in China, where the company said that it

controlled about a third of the market.

At the time, Nikeds brand president Charlie
store opening, said: i Chai nis one of Ni kebs biggest gr owt
one of the most dynamic retail markets in the world. Our Beijing flagship store

creates a strong brand statement with a compelling world-class shopping
experience. As we head t owendird our brend Ol y mpi c s,
leadership, deepening our consumer relationships and building what we

expect soon to be a US$1bnlarpestsarkeeirstee and Ni ke

worl d. o

Olympics advertising

When the Olympics started in August 2008, just-style reported that the

advertising battle for the market between leading sports brands Nike and

Adidas was taking extra prominence, with both companies claiming market
dominance in China. AiThe Ol ympics are going to be most
sal es wi t ISusgueh@nma International Group analyst John Shanley

told just-style. A Tr adi ti onal |l vy, the Olympics helps sa
level but we are not expecting Adidas or Nike sales to increase substantially
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outside of China as a result of the increasedmark et i ng. We dondt expect
too many benefits for eith&ermaawnwds i Aditdas U
Group took the corporate line, being the Official Sportswear Partner of the
Games. Nike put its weight behind its products and lucrative team

sponsorships, including that of the US.

According to Shanley, both (of the majors) Aihave beenfclamhlmg ng it
superiority] for four or five years now. There are no reliable industry statistics

there though so we havGhinatatso rgpoesemtanboth hei r WO T
compani esbd |l argest sourcing tbasdéd Yuen Asi a,

Yuen among a string of long established manufacturers there.

A home-grown Chinese supplier

Another Chinese company involved in the Olympics marketing extravaganza
was Li Ning. It sponsored four Chinese national teams i table tennis, diving,
gymnastics and shooting i and its apparel was worn by the Spanish, Swedish

and Argentinean national basketball teams.

Just as previous Olympics Games have mapped historical landmarks of the
modern er a, Beijing 2008 signified Chinabds
economic powerhouse, and was a defining moment for both Chinese and
global brands. But before too much brand euphoria, a word of caution from
Susquehanna International Gr o u Bhamley, who said: A Ther e is wusually

substantial drop-off post-O | y mp Ard §ie was right.

The Chinese company Li Ning was mentioned earlier. The company founder,
who was a gymnast made a personal appearance at the opening ceremony. Li
Ning, a former Olympian (Los Angeles 1984), spectacularly completed the
Ol ympic torchds journey into the national B
high above spectators before simulating a mid-air run towards the Olympic

flame cauldron.

But more importantly for business, his company signed a 20-year distribution
deal for the Chinese market with Lotto, just prior to the opening. It allowed Li
Ning to sell Lott ods psandgauntess inithe mest ngl e br a
prestigious department stores in Chinads | ar
set itself a target of more than EUR60m in sales in China by 2013 through at

least 600 Lotto stores around the country. Andrea Tomat, president and chief
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executive officer of Lotto Sport Italia, said: A Chi na represents a key n
al | companies so it is naturally at the <cen

activities. o

Interview with Adidas China

After the Olympics concluded, just-style secured an interview with Wolfgang
Bentheimer, managing director of Adidas Greater China. The main points from
it about the Chinese active sportswear and athletic footwear market, and the
Adidas position within it are enumerated below:

3 Adidas had a busy year in China. It launched its largest advertising
campaign ever to support the Olympic Games sponsorship, launched
its first brand centre in Beijing, opened hundreds more stores around
the country and, last but not least, kitted out hundreds of thousands of
athletes, officials and volunteers during the Olympic and Paralympic
Games.

3 The huge investment that the firm was rumoured to have spent
EUR200m on the sponsorship and advertising campaign was worth
every cent, according to Bentheimer.

3 Although Adidas has been in China since 1997, it always trailed arch-
rival Nike in market share. In the Olympic year, the German brand held
22-23% of the premium sportswear category, with Nike following 1-2%
behind, claimed Bentheimer.

3 The market share lead came in early 2008, some months after the firm
rolled out its Olympics advertising campaign.

3 Much of the brandés growth also came frol
Chinads smaller cities, often referred t
cities, like Beijing and Shanghai, spend more but the lower tier cities
are seeing faster growing demand and are considered key to
developing brand loyalty. A Ou r distributor net work is
competitorés, with 4saddl®Bénthaneor es in 650 ci

3 Though Beijing is not typically associated with cutting-edge style, and
purchasing power is still below other international markets, Bentheimer
says companies need to nevertheless demonstrate innovation in
China.iYou have to be ahead of developments
top. | différent frora bther markets. We try to offer the best,

innovative products here. o
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3 Adidas has a design and development centre for apparel in Shanghai
toAimake sure we donot ,though#claamstoofter ends her
the same range of products in China as elsewhere.

3 Bentheimer says Adidas China is on track to generate EUR1bn in
sales by 2010.

So what is Nikebs reaction to (possibly) I
February 2009 it unveiled plans to build a logistics centre in Eastern China that

is set to become the largest facility of its kind operated by the company in Asia.

It is an investment of US$99m, in a centre located in Taicang, in the Jiangsu

province, near Shanghai. Comprising a total area of 120,000-m?, it will initially

provide distri but i on support for Ni keds foot wear,
product s. For Nikeds future development in C

expansion space to meet the demands of new sub-brands.

© 2009 All content copyright Aroq Ltd. All rights reserved. /w’t-styl =
—




Page 78 Chapter 13 The global power of sport

Chapter 13 The global power of

sport

This report concludes with a vision for the long term future of active sportswear
and athletic footwear. It is a rosy and glowing vision. The sports industries will
be driven by a combination of three positive factors. They are:
3 globalisation, which will drive people all over the world to want to wear
the same clothes. This will help the major international brands;
3 casualisation, the continuing relaxation of clothing standards. This will
also be favourable to active (and passive) sportswear;
3 the ability to view sports events on TV, simultaneously all round the

world, as they happen.

These three factors make it vital to defend and nurture a brand, if you possess
one, regardless of whether the wearers are:

3 active participants in performance sports;

3 active participants in 6softédé sports;

3 passive O6couch potatoes6 watching

Sportswear consumers will be either those who know what they want, and who
can interact with brands, or consumers who buy what their sporting idols tell

them to buy.

Either way, the brand wins.

t hei
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