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Chapter 1

Facing a Business Challenge at N ke

Startup and prosperity

M anufacturers of athletic shoes are running a race that never seems to end .

One of those manufacturers was named Nike, after the Greek goddess of
victory' , and for a good reason: The company has no intention of letting the
competition run away . Started by former collegiate sprinter Phillip Knight and his
U niversity of Oregon coach, Bill Bowerman, Nike stressed technology and high-
per formance products from the very beginning . An experiment with urethane
rubber’ and a waffle iron got it all started, and serious runners loved the new
waffle-soled shoes’ . By 1981 Knight and his company had about half the U .S .
athletic shoe market, outpacing established overseas competitors such as Adidas
and Puma .

By 1980 Nike offered over 140 models of shoes . As the running boom of the
1970s faded, Knight knew he had to look beyond high-performance running shoes
to expand the company s sales. He identified target segments in the sports
market, including basketball and tennis . And with products designed specifically
for those athletes, Nike continued to prosper .

A new twist to the mar ket
The 1980s brought a new twist® to the market, however . Serious athletes
weren t the only people interested in athletic shoes . Capitalizing on aerobic

exerdse boom, younger rival Reebok boldly poured on the speed, taking the lead
1-



Chapter 1 Facing a Business Challenge at Nike

by 1986 on the strength of its innovative aerobic shoes’ .

Phillip Knight s company was facing a formidable challenge launched by an
upstart company in a newly emerging market segment . Aerobic exercise and the
new world of athletic shoe fashion that it helped create were quite a departure
from the millions of high-performance athletic shoes sold by Nike each year .
Reebok s chairman, Paul Fireman, was among the first to spot the trend, and he
had his designers create a unique shoe for aerobic workouts’ . But even Fireman
wasn t prepared for what happened next . As running and sport shoes became
fashionable footwear, Reebok s sales shot past those of its older competitors .

Product policies

Theresult was that Nike slipped into the runner-up position in 1986, and
Knight knew he had to act . Using market research, Nike marketers learned more
about customer needs . To boost Nike s appeal, the company introduced stylish

7

accents and colors.” Now the company could compete more effectively against
Reebok and L .A . Gear, both successfully in combining fashion and active
footwear .

But Nike—and the industry—was built on performance, and that remained a
high priority for many customers. Knight poured money into research and
development, resulting in the new Nike Air technology . Soon many Nike shoes
featured Nike Air, and thefirm built a special model with a small window on each
side of the heel, revealing the air sac insgde . Shoe stores were encouraged to show

this Visible Air model to help sell all the shoes in the Nike line .

Advertising policies

Knight had always been adept at exploiting advertising . Even before Reebok
stole the show with aerobic shoes, Knight was using aggressive marketing and
advertising approaches to keep the public s feet in Nike shoes’ . For the 1984

Olympics in Los Angeles, the company brought out a daring new billboard
2.



Chapter 1 Facing a Business Challenge at Nike

ad campaign, featuring colorful, dramatic pictures of athletes performing at their
peak’ . The Nike name and logo appeared only in one corner, without any
headline or salesmessage .In the race with Reebok, thisaward-winning Olympics
series was followed by other high-profile ad campaigns, including‘ Just Do It,”
running from 1989 to 1990 .

Knight also raised the stakes on celebrity endorsements, the industry s mgor
mar keting technique . Ever since Adidas and Puma pioneered the concept, success
in the athletic footwear industry has depended on attaching the image of a sports
star to a line of products . In 1984 Nike signed Michael Jordan to a multiyear,
multimillion-dollar deal . Other sports celebrities in the Nike lineup include John
McEnroe, Jim Everett, Joan Benoit Samuelson, Bo Jackson, and Wayne
Gretzky .

Distribution policies

New products and new ads drew new customers, making distribution a key
element in Nike s strategy . And Nike learned how important it is to maintain
good relations with the distribution channel . Back when aerobic shoes were all
the range, Nike had mountains of unsold running shoes . The company turned to
discount stores to empty its warehouses, which alienated the 12, 000 sporting
goods dealers and department stores that carried Nike s regularly priced shoes .
Fortunately for Knight, he was able to win the retailers back with Nike Air .

The competitors

Looking at the competition Reebok is now neck and neck with Nike .”
Reebok introduced its answer to Nike Air: The pump, a 170 shoe with a built-
in pump to force air into the heel and midfoot . And this new technology seemed
such athreat that Nike s stock price’ declined on the news of its introduction . In
addition, Reebok has caught up with Nike s expenditures for its annual ad
budget . For 1990, Reebok s budget topped 70 million- 100 million spent on

3.



Chapter 1 Facing a Business Challenge at Nike

the pump aone .

Clearly, performance is the key to succeeding in today s athletic shoe
market . But Phillip Knight is aso expanding Nike into appeal and children s
shoes to capitalize in today s fitness and fashion partnership for all ages. The
latest results look promising, and the race goes on .

@ Background of Related Persons and Companies
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Chapter 1 Facing a Business Challenge at Nike
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Chapter 1 Facing a Business Challenge at Nike
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neck and neck
11 . stock price
12 . he latest results look promising, and the race goes on .

@ Concepts of Marketing

© high-performance products ;
products with high quality, good designation and well accepted by the

customers

© overseas competitors
competitors from foreign countries

In this article, it means that Adidas and Puma from Germany are the
overseas competitors of Nike from U S ..

© target segments
market in which a company is planning to sell its goods and services

© market segment
group of consumersin a market who are definable by their particular needs

market segmentation
means division of the market or consumers into certain categories according

to their buying habits

© market research
examining the possible sales of product beforeit is put on the market or the
reasons for its performance after it has been launched



Chapter 1 Facing a Business Challenge at Nike

© customer needs

things that are necessary for a customer s physical, psychological, and
social well-being

© ad campaign

© sales message
key words designed in an advertisement

© marketing technique

© line of products
product line, series of products which form a group, all made by the same
company (such as different models of cars, pens in different colors, etc .)

( )
© distribution channel

by which goods pass from the manufacturer to the customer, via the
wholesaler and retail er

© discount stores

shop which specializes in cheap goods bought at a high discount

o i
(;'-'!i True or False According to the Text

Judge if the ideas of the following sentences are correct or not according to the
text, then fill* T” if itisright and® F” if it iswrong in each blank .

1. he people who started Nike Co . were two professional sprinters .

2 . In 1970s Knight and his company had about 50% of the U .S . shoe
market, more than any other companies in this industry, even those
overseas competitors .

3 .When Knight knew he had to expand the company s sales, he decided to

8.
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Chapter 1 Facing a Business Challenge at Nike

develop the sports market of basketball and tennis except running
shoes .

. After a new twist to the market, Nike turned into second place in the

sports market in 1986 .

. Nike marketers didn t think that the company could compete effectively

against the competitors through improving their products.

. Knight spent a lot of money on research and development, and then he

acquired the new Nike Air technology .

. Nike Air technology means that people who wear the Nike Air shoes

can walk in the aerospace .

. Knight had always been using aggressive marketing and advertising approaches

to keep more customers .

. For the 1984 Olympicsin Los Angeles, Nike brought out a new billboard ad

campaign, with the large Nike name and logo in the center .
or 1990, Reebok s budget topped 10 million spent on all the products .

/!
"\ Vocabulary Check

i

Fill in the blanks in the following sentences with the correct wordd terms from

the list . You may change the tense, number, or form of the wordd terms to fit

the context . Use each word/ term only once .

1.

mar ket resear ch over seas competitor lineof product
discount store high-per f or mance product ad campaign
athletic shoes runner-up tar get ssgment
wor kout
f the market turns out to be bigger than expected, we are going to bring out a
TV , showing our products to the public .

9.



Chapter 1 Facing a Business Challenge at Nike

2

. If you want to buy something in a low price, you may go to the

because products there are always at a high discount .

. The mobile phone manufactured by Haier Co . is sold all over the world,

having defeated a lot of

. Many famous companies are producing and selling in sports field,
including sports suits, , bags, etc ..

. Chinese Women Volleyball Team has got a postion in the
championships, which is the best performance in the recent years .

. Before a new product is launched, the most effective must be made
in order to make sure that the customers accept it .

. Football athletes in China have to take part in a long-run every

year to get the qualification to involve in the matches between the football
clubs .

. It is very important for the companies to choose the suitable to

meet the demand of customers .

. M otorola has reasonable . which can meet various customer needs

and desire .

10 -



Chapter 2

Investigation by GNB New Zeal and

T he mar ket

The total battery market is dependent on the total car population® . This

comprises the OEM® market or the new car market, and replacement market .
The OEM market experienced a dramatic decline in the period 1988-1991 . The
number of new car sales registered fell from 82,000 to approximately 47, 000
during this period . Despite this, GNB steadily increased its hold of this OEM
market each year, capturing nearly all the OEM business except for Honda
(Lucas has this contract) .

Although the battery that is placed in the new vehicle is sourced from’ GNB,
it does not bear a GNB brand label . This is because the OEM s like to label the
battery themselves . Toyota, for example, labelsits batteries using the Toyota’
name, while Mitsubishi (who still insists on its own label), brands its batteries
as Autokit” products.

Replacement Toyota batteries are purchased at Toyota car dealers, who have
a service outlet and replacement Autokit batteries are available at Mitsubishi
dealers .

The New Zedand battery market is characterized by* many suppliers—particularly
Asian, Korean and Tawanese imports dominate the import sector and have
sparked heavy competition based on pricecutting © A weaker dollar, lower fixed
costs and the absence of tariffs have allowed Asian companies to cut prices while
still maintaining reasonable margins for the distribution chain . This has put
considerable pressure on New Zealand manufactured goods . During the period

11 -



Chapter 2 Investigation by GNB New Zealand

1988-1991, the number of imported batteries as percentage of the total battery
market increased from approximately 5 percent to 25 percent .In 1991, GNB had
53 percent of the total battery market in New Zealand . In 1988, they held about
60 percent of total market share .

Distribution

The industry s distribution channels have largely evolved in a haphazard
fashion © Wholesalers and retailers are often one and the same . A large parts and
accessories distribution channel has emerged as a result of the OEM market .

OEM s keep quantities of battery stocks, as do some fleet car managers in
companies . The parts and accessories outlets largely control all the franchised
car dealers. As part of a franchise contract, dealers must take most of their parts
from the OEM . Batteries are no exception .

In the replacement market, product moves primarily through service
stations, automotive electricians, tyre companies, parts and accessory shops, and
battery specialist shops. Most of GNB s product (44 percent) moves through
service stations and auto-electricians, athough it is very difficult to tell where in
the chain they receive the product and its destination .

The distribution side of the business is largely motivated by margin . Service
station owners and auto-electricians look for a product that sells well and returns

acceptable margins. A*“ cost-plus” mentality still prevails, and is largely
encouraged by the manufacturers

Most distribution outlets either carry Lucas or Exide, and an import .
Imports appeal to the more pricesensitive buyer, while the choice to carry the
New Zealand-made manufacturer is largely determined on price and service from
the supplier . It is also determined by the types of labeling the product has . For
example, a Toyota dealer that has alarge repair and service workshop is likely to

stock the same Toyota batteries .

12 -



Chapter 2 Investigation by GNB New Zealand

Buyer behavior

In 1992, market research was completed to investigate consumer perceptions
of batteries currently on the market as well as the consumer attitudes to car
battery outlets—what motivate the buyer, where people purchased their last
battery and why . The research findings from 1,100 telephone interviews
showed:

1 .18 percent of respondents could not name a brand of car battery . Those
who did name a brand named at least two and these respondents were more likely
to be men, aged 34-44, and blue-collar workers’ .

2 . More than three-quarters of all batteries mentioned were Lucas and
Exide . 39 percent of respondents named Lucas first, while 33 percent of
respondents named Exide first .

3 . Respondents naming Lucas tended to be younger than those naming
Exide, to be driving older cars and to be North Islanders’ . Highest brand
awareness of Exide was among men aged 45 or more, South Islanders and owners
of newer cars .

4 . Propensity to buy a specific brand was low . Only one-third of respondents
were intending to specify a brand at the next purchase—38 percent of people did
not know which brand they would choose to buy, while 20 percent would rely on
garage recommendation . Garages and service stations were important influencers
on brand choice to women and older people . Of those that would specify a brand
next time they bought, people were twice as likely to buy Lucas than Exide .

5. Price as well as the influence of the stockist and installer was the most
important reasons for selection of a particular brand . 17 percent of respondents
said they would buy the cheapest . T hese people were likely to be younger men in
blue and white-collar occupations™ . Blue-collar men buy batteries based on
previous good experience .

6 . Lucas and Exide buyers were able to give more concrete product

per formance reasons for buying than could other brand purchasers . Both Lucas
13 -



