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Dear Mr. Knight,
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As you will see, our research pointed out the threat of market competition to Nike’s business and the need for Nike to launch a new sports drink due to its growing demand. A study of the beverage industry also suggested that there is an opportunity of you forming a joint venture with The Coca Cola Company to launch the new sports drink. We are confident that this new product development plan will aid in increasing the profit and strengthening the market image of Nike, Inc.
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Executive Summary
Nowadays, competition exists everywhere. The brands, New Balance, Adidas, Reebok, Puma are all direct competitors of Nike. These companies are continuously producing diverse kinds of sports products to fight for a greater market share. For example, sneakers have been introduced in different version previously. This is one thing they are still competing. Seeing to these strategies offered by the opponents, Nike decides to create a product that is considered unprecedented! Therefore it contracts with the Coca Cola Company to produce a sports energy drink, named Nico.  

The reason for choosing Coca Cola as the partner is that Nike wants to take advantage of the popularity of Coca Cola Company since Coca Cola Company is one that has always dominated a stable market share. Due to its high recognition, Nike can also extend its original market to Coca Cola’s. The advantages involved will benefit both companies and it is likely that their stock prices will rise. Also sports drink has been chosen to be the product since demand for it is unlikely to decline especially in summer time when it will introduce it. Therefore it decides to take action and make a proposal on this on May 17th.


Recommendation For Launching A Sports Drink For Nike

To Maintain Market Position:
Based On Industrial Statistics And 1998-2001 Financial Statements of Nike, Inc., The Coca Cola Company and Pepsi Co.
1. THE PROBLEM AND THE PLAN

1.1 The Plan And Development

This proposal is all about a new energy drink formed from the coalition of the Nike and Coca Cola Company. Since Nike wants to maintain prolonged consumer good will in the minds of consumers, Nike decide to create a new drink. But producing this product solely on its own will require a tremendous investment. So Nike negotiates with the most popular soft drink Coca Cola Company about the drink. This proposal has been completed by the Research Associates of the Nike Company.

1.2 Objective Of Introducing A New Product

The objective of the study is to extend the product line of Nike in order to remain competitive. Through this procedure, Nike wishes to dominate the sports industry and also to create an entire new image in the eyes of athletes. Since competition is getting fierce with the entry of new opponents, Nike decides to conduct expansion into other related sports products. Nike wants consumers to remember its brand whenever they think of sports products even if the number of competitors increases. This gives rise to the following information being investigated.

1.3 A Preview Of The Presentation

In the following pages, the features involved are the results based on the survey made on 30th of April. First comes a deep illustration of the weaknesses and problems of the company. The second part explains why Nike needs to introduce a new drink. The third part consists of the details of the competing strategies. The subtopics include (1) characteristics and potential customers of the new drinks, and (2) recommendation of joint venture formed with the Coca Cola Company, (3) company backgrounds of the two joining companies, (4) advantages of the joint venture, and (5) projected profitability of the new drink. Conclusions will be made at the end of the proposal confirming the accuracy of the choice chosen.  

2. WHY LAUNCH A NEW PRODUCT?

There are several reasons why Nike has to launch a new product. First, Nike has weaknesses in terms of slow growing sales and revenue, planning and vulnerability to competition. These factors are examined as follows.

2.1 Slow Growth in Sales And Revenue

With revenues growing at a slower rate, Nike is aggressive in containing its spending levels. Total selling, general and administrative expenses, the cost of creating demand and running the business, grew by just three percent in 2000. Much of the increased spending came early in the fiscal year during their marketing support for the Sydney Olympics and the European Championships 2000. In fact, in the second half of fiscal year 2001, general and administrative expenses were lower in dollars than the same period last year. 

From 1998 onward, the growth of sales of Nike has been slow. In 1998 fiscal year, net income decreased for the first time in four years by dropping 49.8% to $399.6 million. Nike’s apparel sales have dropped by 8 percent in 1999 compared to 1998. The U.S. market, which had grown too fast for Nike to keep up, hit the predictable down side of the cycle. In the United States, clearly the most developed and competitive market for Nike’s athletic products, revenues grew only two percent for 2001.


Nike’s fall in sales and net income stress a need for the extension of the brand into other product categories before the growth of the company's core business reaches a plateau.

2.2 Problem In Planning

In addition, Nike experienced difficulties implementing new demand and supply planning software in 2001. This created a two-fold problem: the creation of excess overall footwear inventory, and insufficient inventory of key products for which retailers had placed orders. This contributed to full-year gross margins falling to 39.0 percent of sales compared to 39.9 percent in the prior year.

2.3 Threats From Competitors

The latest research from the American Marketing Association shows that Nike holds the highest position in the minds of customers in terms of price and product performance. The positioning map in Figure 1 compares the top 4 sports goods companies based on possible perceptions of their prices and performance of their athlete sportswear.

Figure 1

Competitive Positioning Map for Nike, Adidas, Reebok and New Balance
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Even though the position of Nike is so high in the industry, it faces fierce competition from other industry giants such as Adidas, Reebok and New Balance. Reebok is the most aggressive and vocal, laying out a plan that targets young men—the core athletic footwear customer—with a range of new product and a marketing campaign that combines music, sports and entertainment. Much of this will be backed with new TV commercials. Nike's strategy focuses on the brand's core competencies of basketball and performance apparel. Both Nike and Reebok are going after the exact same target market, but in very different ways. Joining Nike and Reebok in targeting the same market is New Balance. The company last year surpassed the $1 billion mark in sales, has introduced a new basketball shoe program, and expects to ship 750,000 units in year one and hit sales of $50 million within two years. True to form, New Balance is spending a fortune to run a grass roots marketing program that aims to increase market share. All of them are taking aggressive actions in attempt to fight for a larger share of the market and steal away potential buyers from their competitors. There is no guarantee that Nike’s market position will remain high forever in this highly competitive market.

2.4 Negative Effect of Competition

The slow growth of sales of sports goods, brought about by the fierce competition within the industry, caused industry giants like Nike, Adidas and Reebok to shake up business as fashion and niche labels to elbow their way into a broadening market, which includes a sea of sameness among big athletic brands. As competition further intensifies, the sports goods market becomes more or less saturated. The variety of sports-related products is limited. Nike is offering products very much similar to its competitors, and they are offering products which are similar to Nike’s. Nike’s apparel sales have dropped by 8 percent in 1999 compared to 1998. As shown in Figure 2, Nike has reached the maturity stage of its business life cycle when the firm’s profits begin to decline as competition intensifies and the backlog of potential customers dwindles.

Figure 2

Position of Nike in the Business Life Cycle
It is important that Nike should take action early in the maturity to try to prevent itself from entering the decline stage. The only solution is to offer something which none of its competitors have yet offered to the market. 

3. WHY SPORTS DRINK?

Now it is clear that Nike has to launch a new product in order to stay competitive. However, it has basically offered all it could offer as a sports goods company. Nike is selling products for running, soccer, tennis, basketball, golf, winter sports, adventure and alternative sports, from sweaters to shoes, from watches to sunglasses, and from sports equipments to electronics. There is little room for innovation in its own field. Offering energy drinks could be a good choice because it is related to sports and yet it is a totally new product line for Nike, who has always been focusing on its sports goods. More importantly, there is a growing popularity of sports drinks. 

3.1 Growing Popularity of Sports Drinks

Hugely popular among teens, sports beverages have gained a grip on the soft drink market in recent years. As shown in Figure 3, the sales of sports drink have been constantly increasing since 1997. The sports drink market is expected to sizzle with sales rising by 25% to hit a maximum of $2.6 billion. As of April, sales had risen by 16% over the same period of last year to $0.6 billion. 
Figure 3

Global Beverage Market Trends 1997-1999
This rosy prospect is attributed to the recent popularity of sports beverages among emerging teens, who are the primary consumers of soft drinks. Their preference for sports drinks can be seen from a recent survey of Netizens, in which sports beverages such as Gatorade, Pocari Sweat and Never Stop were included within the top 20 favorites. Moreover, the consumption pattern among young consumers is comparatively stable, because today's teens are fashion and brand-conscious, their spending enthusiasm is less influenced by economic conditions or seasonal factors. A well-known brand, like Nike, is attractive enough to win their hearts and wallets. Sports drinks are gaining popularity as people enjoy leisure activities in the wake of economic recovery. Therefore, launching a new Nike sports drink is a promising and profitable option to take. Sales may further increase, especially as the weather forecast predicts the temperatures will stay above 30 degrees centigrade all through the summer. It is believed that the new auto-freeze sports drinks will be able to capture sales from both niche markets, such as tropical areas, as well as the existing markets.  

4. HOW TO MARKET THE NEW SPORTS DRINK?

From the above analysis, launching a new sports drink is a promising option for Nike to take. But how is Nike going to market the new product? Below is a detailed examination of the characteristics of the new drink, its potential customers, the possible joint venture with Coca Cola, strong backgrounds of the two companies which would make the joint venture successful, the advantages, and lastly, the projected profitability of the new drink – Nico (Nike - Coca Cola). 

4.1 Characteristics And Potential Customers Of Nico

Some special characteristics of Nico are listed below. They are categorized into five aspects meeting certain market trends and groups of customers. The five categories include (1) new technology, (2) extinct of pollution, (3) new design of Nico’s cans, (4) creation of a healthy image, and (5) spread of Chinese culture.

4.1.1 New Technology

With the approach of the world cup, a new technique is devised. It enables the drink to auto-freeze in thirty seconds. So no matter how hot it is, the drink you are holding will keep cool even under exposure to the sun. You feel as if you have just taken your drink out of the refrigerator. This kind of luxury feeling is no longer limited to the wealthy who can buy a cold drink whenever they like but now all people can enjoy this privilege. It provides a way for businessman or white-collar workers to enjoy cold drinks even in such a sultry weather. This technique was always wanted but due to high investment, success was never attained. However, a research has been undertaken and it was discovered that cost could be reduced to only eight cents per can under mass production. Therefore it is feasible to buy this technique and the patent to produce drinks under this technology. Any imitation of the new product by other companies is discouraged. Also market demand has been assured since statistics reveal that about 80% of the people in the focus group include this as one of their desired feature in Nico. 

4.1.2 Extinct Of Pollution

Another feature in Nico is that the new devised technology will not emit any substances which may pollute the environment. The can, though can auto freeze within thirty seconds, it is not supported by any chemical substance that might harm the environment. It is believed that when Nico has been introduced into the market, some people may argue if the new technology might create harm to the surrounding and endanger human’s life. Therefore criticisms are inevitable. Under consideration of these factors, a decision is made to further improve Nike’s existing technology. Instead of using chemical substance, it is possible to add in the use of non-chemical ingredient to create a can that can both auto freeze and alleviate pollution. At least Nike’s product will not be criticized and its product may be strongly recommended for this new feature. Furthermore, the new can’s design encourages recycling.  Garbage bins will be placed in crowded areas where the flow of people will be the greatest. Cans will then be collected and reused after thorough washing and bacteria killing. This again solves the problem that Nike is facing when those used cans are burnt.  

4.1.3 Design Of Nico’s Can

Nico will be designed in a way quite differently from normal soft cans you find in the supermarket. In usual cases, when you open a can, you have to find a straw or if you feel full, you might just throw it away even if you have not finished it. You might think it to be wasteful but you just cannot help it especially when you are taking a bus and carrying too many books. Nike’s new drink will function like a bottle in case you want to close it. But a can will be much lighter than a bottle. Another thing is that there will be a strap attached to the can. Therefore when people are in a bus, they can just take hold of the string instead of the whole thing. They don’t feel that clumsy as before. Surveys have been made concerning the demand for this design. It shows that most people who do not possess a car find Nike’s new design really useful. So it is good to create a trend like the one previously occurred with the string people used to carry the mobile in front of their chest.  

4.1.4 Creation Of A Healthy Image

Many existing drinks contain high sugar content that will thus be restricted to people with diabetes or other diseases. For example in the mind of old people, they normally consider the drink an unhealthy product. The reason is because of the high sugar content. That is the sweet taste that makes them feel so. That’s another point Nike wants to emphasize here. Nike does not want to arouse such a feeling to its consumers. This induces Nike to produce a drink that contains a reduced sugar content that approximates only 50%. Of course, its main target is not the elderly, but whoever wants a drink whenever they feel exhausted. Moreover, the drink is designed especially for the athletes and teenagers. That’s why Nike develop a slogan ‘Fill your spirits with Nico!’.      

4.1.5 Spread of Chinese Culture

Ingredients for Nico include the use of a few Chinese medicines. That is more or less like the ingredients of herbal tea. However, Nike does not want to create an image as if it was a medicine. That’s why it combines with The Coca Cola Company to produce this product hoping to alleviate this feeling. Statistics also show that Europeans are becoming increasingly interested in the Chinese medicines. They now also become part of the market. With this new product, Nike can spread Chinese culture to foreigners and this can be a strong establishment of its position in European countries.

The research done previously shows that the taste of consumers has really changed. About 65% of them prefer a drink that has a good taste but also present benefits to one’s health. The term ‘good taste’ in their mind is no longer a sweet taste for soft drinks. Instead they now like a taste that is not too strong in taste. That’s the hint that makes herbal tea so popular today. Following this trend to success, Nike imitates their strategy. It therefore combines the use of Chinese medicine with other ingredients.  

4.2 Joint Venture With Coca Cola

Producing this product solely on its own will require a tremendous investment. Not only Nike will have to set up its own manufacturing plant and employ labors to do the work, it will also have to undergo a long period of research and development to find the right method to produce the new drink. It is not economical to invest such a large amount of money, time and effort on something Nike has no experience or knowledge of. Therefore, it is suggested that Nike should find a business partner to do all the manufacturing and product development jobs, and it will concentrate on branding and promotion, adding Nike’s traits to the product. After thorough analysis of the financial conditions of all the soft drink companies, Nike decide to choose Coca Cola Company as their partner of joint venture.

4.3 The Partners: Nike And Coca Cola

Nike and Coca Cola have two fundamental principles in common: First, both have a core commitment to find and meet customer wants; and second, in this age of globalization, both companies have a desire for a major global reach. Being the leading companies in their respective industries, Nike and Coca Cola have strong company backgrounds which will contribute to the success of the joint venture and the Nico project. The study of their company backgrounds reveals the strengths of the two companies.

4.3.1 Nike, Inc.

Nike is one of the largest sports goods companies in the world. At the end of fiscal 1997 Nike went from being a strong company with growing market share and $3 billion in revenues to one with dominant market share and revenues over $9 billion. 

Nike has grown to be a solid number two in soccer, and a major player in the world golf market. It also gained market share dramatically in Europe. Brand heat on the continent is at an all-time high. The only problem was the consistent weakness of key European currencies, which effectively masked its growth in that region. Moreover, Nike has excellent momentum in Asia and Latin America. Despite the economic crisis in Asia, total revenues generated outside the United States grew 21% and now represent 41% of total revenues. As shown in Figure, despite the slow rate of sales growth, Nike’s income rose to $589.7 millions while gross margins remained stable at 39.0% of revenues.

Figure 4

Nike’s Four Year Financial History (in millions)

	Year Ended May 31,
	2001
	2000
	1999
	1998

	Revenues
	 $ 9,488.8 
	 $ 8,995.1 
	 $ 8,776.9 
	 $ 9,553.1 

	Gross Margin %
	39.0%
	39.9%
	37.4%
	36.5%

	Restructuring Charge, net
	0.1 
	(2.5)
	45.1 
	129.9

	Net Income
	589.7
	579.1
	451.4
	399.6


In a period of immense technological change and opportunity, Nike launched a massive three-year supply chain overhaul, which it believes is well ahead of anything its competitors are doing. In the short run, bringing this new technology to life disrupted its ability to supply the U.S. market, but it is believed that a year from now the benefits and foresight of the supply chain effort will be evident to all.

4.3.2 The Coca Cola Company

The Coca-Cola Company is the world's largest beverage company and is the leading producer and marketer of soft drinks. Along with Coca-Cola, recognized as the world's best-known brand, The Coca-Cola Company markets four of the world's top five soft drink brands, including diet Coke, Fanta and Sprite. Through the world's largest distribution system, consumers in nearly 200 countries enjoy The Coca-Cola Company's products at a rate of more than 1 billion servings each day. Figure 5 illustrates how wide a supermarket distribution in the U.S the Coca Cola drinks cover.   Its corporate headquarters are in Atlanta, with local operations in nearly 200 countries around the world.

Figure 5

Largest Food Brands in U.S. Supermarkets ($ Sales in Millions)

As shown in Figure 6, [image: image2.png]


in 2001, Coca Cola grew their soft-drink business by nearly 250 million unit cases and generated record volumes.  In this very challenging economic environment, it generated a 3 percent volume increase. Through innovative marketing programs, it deepened the already strong connections between consumers and the brand, reminding them of why they trust Coca Cola to deliver refreshment anytime, anywhere—from New York to Shanghai.

Figure 6

Coca Cola’s Financial Highlights 2000 – 2001

 

In 2002, Coca Cola expects that growing momentum from its marketing programs for Coca-Cola, as well as successful new product launches such as diet Coke with lemon, will generate additional growth opportunities for the cola category and for our brands in particular.

4.4 Advantages of the Joint Venture

A benefit of the joint venture is that Nike will be able to work together with the Titan in the beverage industry instead of having to compete with it. Moreover, since both Nike and Coca Cola dominate their own belonging industry, their combination will bring benefits to both of them. They will be able to: (1) meet their own objectives, (2) share risk and experience, (3) reduce promotion costs, and (4) expand target markets, (5) build goodwill of the new product, (6) increase stock values. The following will include a comprehensive account of all the advantages obtained from their joint venture.

4.4.1 Eliminating Threat From a Possible Competitor

For both companies, they focus on young people. Teenagers are our major targeted customers. If Nike produces the new sports drink by itself, Coca Cola will be a major competitor of us in the beverage industry. It is wiser to build an alliance with Coca Cola than to compete with it. Moreover, Coca Cola has already got a large customer base, so it is also a good advantage for us! Even if customers do not support Nike when it comes to drinks, they may still support Coca Cola and make purchases.

4.4.2 Meeting The Objectives

With Coca-Cola there is this notion of a classic and timeless brand: as the advertising slogan says `Always Coca-Cola'. The brand of Coca Cola is strong, so is Nike’s. But both companies are at the stage when they want to be ahead of the game and to release something new to keep their positions strong. For Coca-Cola, it wants to add fashion element into its beverages. Nike will be a very good partner for Coca-Cola, since Nike is the top sportswear and sports fashion company in the industry. The joint venture can meet both companies’ objectives.

4.4.3 Sharing Risks and Experiences

Since Nike has no experience in producing beverages before, it is very costly and risky if it chooses to be the manufacturer of the new sports drink itself. It will have to set up a plant, hire labors, purchase raw materials, test formulae and perform quality controls for the drink. Not only will it involve high costs, but there is also no guarantee that Nike can do the jobs well. It is better to join up with an experienced beverage company so that the manufacturing process will be left in the hands of its partner and Nike could concentrate on branding and promotion to achieve high effectiveness and efficiency. The level of risk for both companies will be lower because each of them is doing what they are good at. 

4.4.4 Reducing Promotion Costs

The joint venture of Nike and Coca Cola will create a lot of media attention. They will not have to spend a lot of money and effort to promote and advertise the new drink. When Nike, being the leading company in the sports goods industry, and Coca Cola, the leading company in the beverage industry, join up for a project, it will surely make headlines. The joint venture itself is already a selling point for the new drink. 

4.4.5 Expanding Target Markets

Before Nike and Coca Cola form a joint venture, these companies have individual markets. Nike’s original target market consists mainly of athletes due to the fact that their whole product line refers to sports products. With the increasing menace created by the new foes, they decide to create a new soft drink. However, the investment for a sports company to produce a drink will be too enormous. Therefore they combine with the Coca Cola Company to create a new soft drink. The Coca Cola Company has a stable and significant share of the market. After formation of a joint venture, the new target market will be the result of putting two markets together. Thus return on investment is very much assured.

4.4.6 Enjoying Powerful Distribution Systems

Both companies have their own direct store distribution (DSD) systems, where they actually take the products to stores and put them on the shelf. Their systems reach hundreds of thousands of outlets, from shop shelves to club stores - and they get bigger each year. Unlike many competitors, their DSD systems give them the ability to merchandise Nico for maximum appeal to consumers. One key to selling non-essential impulse products is making them widely available and fun to buy. There Nike and Coca Cola have a big advantage. 

4.4.7 Building Goodwill

Coco-cola have a good market image. It has a more than 100 years history and is the most popular soft drink company in the world. People evaluate this company high, whenever they think up of a soft drink, they would think of Coca Cola. Moreover, it has a wide product line, being a leader in the supplier diversity, meanwhile, sell record is quite good, so it can also help us to build goodwill more easily. Customers will not have doubts about the taste or the quality of the Nico, because they have confidence in Coca Cola already. This helps them to accept the product more easily, compared to a completely new drink produced by Nike.

4.4.8 Increasing Stock Values

No matter whether the new project will succeed or not, the joint venture will be a surprise to the stock exchange market. As their stock charts in Figure 7a and 7b suggest, Nike’s and Coca Cola’s stocks have always been doing well and investors have always been confident with the two companies. The joint venture will further increase the confidence investors have in Nike and Coca Cola. They will be confident that the joint project will be a success and bring even more profits to the companies. If they purchase more of their shares now, they may be able to earn more dividends in the future. As a result, the stock value of the two companies will rise, strengthening their financial performances.

Figure 7a

Nike’s Stock Chart 

Figure 7b

The Coca Cola Company’s Stock Chart

4.5 Projected Profitability of Nico

The Nico project is projected to help pad Nike’s total global sales by two-thirds, over the next five years, based on the experiences of other sports drink brands. One example is Gatorade. The first year’s performance after its launch showed very solid results. Volume grew 4%, revenue increased 5% and operating profit was up 7%. That growth led to sales gains in nearly every measured U.S. retail channel and market share gains in both the drug store and convenience store channels. Gatorade's 11% sales growth in 2001 reflected the continued strong preference for sports drinks. Despite the additional cost of adopting the auto-freeze technology, it is estimated that Nike will still enjoy 5% increase in revenue and 6% increase in operating profits.

Many observers may raise questions about the risk of cannibalization. In the case of Nike, the occurrence of cannibalization is not likely, because the new sports drink is of a completely different product category from its existing products, even though they are all related to “sports”. There is no fear that the new sports drink will divert the sales from existing products.

CONCLUSION

This proposal is utterly based on the questionnaires and surveys made recently on the selected sample. Their desired features include the following (ranking from high to low):

a) an auto-freeze feature

b) a healthy image 

c) taste and ingredients

Since consumers demand highly for an auto freeze feature, it is obvious that there is a market. Seeing to this opportunity, Nike puts all our investment in devising this technology. When it discovers that the cost of this technology can be significantly low, it cooperates with The Coca Cola Company. It finds Coca Cola Company because it is popular and it is in the same situation as Nike. They are both facing the same threats.  Some of their consumers have changed to their competitors, which are Pepsi and Adidas. Statistics have shown that their sales have been decreasing due to the new designs of their competitors’ products. They approach the same direction in attempting to gain greater market share. That’s why they combine together to produce Nico. With their current status in the market, it seems quite natural to expect fruitful rewards.
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