Introduction

The athletic footwear industry is a highly competitive environment where the top four manufacturers hold over 70% of the market share. The barriers to entry into the industry are comparatively low, as anyone with new creative design ideas can produce and market their product, but the success of smaller companies is oftentimes shaky. Brand loyalty, ample capital, and broad based sourcing create an environment where the bigger companies such as Nike and Reebok have little trouble maintaining market share. Nike enjoys the largest share, with 42.3% of the nearly $8 billion market in the year 2000. Reebok was second with 11.9%, Adidas had 10.8%, and New Balance had 9.6% of the market. The remaining 25% must be divided among the numerous smaller companies fighting for a shot at survival.

NIKE Corporation

NIKE Corporation was incorporated in 1968. NIKE has primarily been in the business of designing, developing, and marketing athletic footwear, apparel, equipment and accessories. NIKE Corporation is a well managed company in an attractive industry, the company has a strong brand image, and they are effectively capturing the value created from their investment. NIKE is dependent upon high technology in their effort to stay ahead of their competitors and produce products. ucts and machines that actually make the shoes. Its success had been fueled by the use of low wage labor in developing countries, accompanied by highly acclaimed marketing strategies and advertising campaigns. 
Key factors that influence success of NIKE
If a company is able to establish brand awareness, they will have a significant advantage in grabbing consumer's attention and, therefore, market share. In today's society where consumers have significantly less time to shop and compare, brand awareness is critical. If an established brand name effectively conveys the messages of quality and dependability, consumers will automatically go to that brand relying on the image that has been created when they don't have time to shop around.

Manufacturing efficiency is something that companies are constantly striving for as well. Athletic shoe manufacturers must balance the costs of labor, raw materials, shipping, import tariffs, and technological advancements. In an effort to keeps costs down, the industry has been looking to overseas sourcing. This reduces the risk of losing revenue if one region which a manufacturer incurs problems. Favorable legislation regarding foreign manufacturing has led to a huge increase in foreign sourcing. Overseas production and sourcing can lower material, and labor costs. 
The footwear companies must choose their distribution channels carefully because they want to make the product available, yet remain true to their image and goals. Retailers account for the largest percentage of sales, so manufacturers must be especially careful with their relationships with them.

Technological advancement is becoming more and more of a player in the footwear industry. With computer-aided design (CAD), companies have been able to successfully shorten their design to distribution cycle to only a few months. Also, new technology has facilitated new quick-response programs that link retailers with manufacturers to allow the retailer to have the correct inventory when it is needed called electronic data interchange (EDI). Immediately after a sale is made, electronic point of sale scanners read the information related to the sale such as price, product, size, etc. and notify the manufacturer of the sale. With this, the manufacturer is able to accurately modify production to fit consumer demand. 
Demand cycles
Due to the largely subjective nature of athletic footwear purchasing, the success of the industry is dependant on the current economic cycle. When consumers are concerned about future economic conditions, they will put off their purchases until their confidence rebounds.
In addition to the amount of confidence that consumers have for the future, the amount of disposable income available to them directly affects how much is spent on athletic footwear. When consumers experience a drop in disposable income, discretionary purchases such as footwear are put off. 
Advertising campaigns

Companies spend a large portion of their revenue on advertising. A lot of pressure is put on the companies to come up with new and successful advertising campaigns. If a campaign fails, the companies’ sales suffer as a result.
NIKE has always been an industry leader when it comes to advertising. Their advertising campaigns are known all over the world as being widely successful. NIKE is truly a trendsetter when it comes to advertising, not just for shoes, but for the advertising industry as well. The company was all about the clarity of matching technology to athletic performance-and, in the ads, showing the passion that resulted. By going against the norms in advertising, NIKE was able to distance itself from other shoe makers and thus establish strong customer core. 

Main customers

The industry of footwear can be broken up into three main customer groups, which are the Baby Boomers, Generation X, and Generation Y. These three generations are broken down as follows: Baby Boomers are from ages 35-53, Generation Y are consumers from 4-21, and Generation X is consumers from 22-32. As we develop ideas about the main customer groups within the footwear industry we can conclude that the Baby Boomers account for 31% of the population, which is equal to about 81 million consumers. Generation Y is the second largest group that accounts for 28% of the population which represents about 75 million consumers. The smallest customer group is Generation X, they comprise about 17% of the population, which equals about 46 million consumers.  Nike has become more appealing among younger consumers and has shifted away from the Generation of the Baby Boomers.

Nike and many other large shoe industry retailers are shifting there marketing direction from the Baby Boomers to the younger consumers of Generation X and Generation Y. There are many reasons to why the industry is trying to change their target market to younger viewers. As people become older many of there attitudes, priorities, and time obligations have decreased their ambition for shopping. Now that many of the Baby Boomers are within there forties and fifties, many of there priorities have shifted towards the future, in a sense that they need to save for retirement, different tuition payments for there children, and also different healthcare necessities that are important to them and there family’s.

SWOT Analysis
Strengths

NIKE is the largest manufacturer of athletic footwear and apparel in the world. In terms of footwear, NIKE enjoyed control of nearly 42.3% of the entire footwear market in 2000 at nearly 8 billion dollars. That is more than both its number two and number three competitors combined. NIKE has virtually invented the notion of the celebrity endorsement with the likes of Pete Sampras and Andre Agassi in Tennis; Michael Jordan in Basketball; and the acquisition of teen basketball sensation Lebron James who signed with NIKE for a reported $90 million.  In addition, NIKE's financial soundness has proven stable through economic cycles. 
Weakness
There are weaknesses that NIKE has gained for a couple of different reasons. Labor practices are one issue that really attached to the Nike Corporation. Activist groups and student organizations have made Nike symbol of labor exploitation. These groups blame Nike for poor conditions in its third world factories, under-paying workers, employing children, and ignoring the basic rights of its workers.

Nike efforts toward global expansion have become a weakness in the company's reputation. Nike has operated in the Asian region and uses subcontractors throughout the globe to manufacture their products. Nike has a little control over its extended product line because it is such a large company with the majority of its operations overseas. In addition, many people in the United States see Nike outsourcing as taking away jobs from Americans. 
Opportunities
Nike has new opportunities and markets that they must penetrate and take advantage of to continue to be a world leader and sustain profits and growths. Nike not only has the ability to succeed in the basketball shoe market, but in virtually every other athletic market from golf apparel to women's workout gear. This diversity of products presents Nike with a great opportunity to build up strength in all of its product lines and also to be flexible when the market shifts, making demand in some areas higher than others. Nike must also continue to expand into current international markets while penetrating into new ones. The company must continue to create new technologies and systems to compete internationally. Another opportunity is expanding promotions to include entertainment and other non-sports venues, since the line between entertainment and sports has become popular.

Nike advertisements make waves. People enjoy them and wait for new ones. The hype of Nike advertising brings with it the opportunity to reach the public through the promotion of Nike newest advertising endeavor. The Nike massive web site will prove to be an opportunity for Nike consumers to get up to update consumers about new and innovative products and services that Nike has. Nike should be able to capitalize on its web and emphasize those issues that Nike publics would not otherwise be exposed to by other media.

Threats
Competition is always a threat to a competitive company both domestically and internationally. The rivalry is very fierce with many companies competing for sales. Lots of money is spent on marketing and promotions through different channels in order to communicate to the young demographic group of consumers who spend the most money on their products. Growth has also slowed in the athletic footwear industry, however new markets are emerging with high growth rates. Nike currently dominates the market, but Nike competitors pose a potential threat to the company's reputation If Nike cannot stay one step ahead of their competitors in terms of product design and customer satisfaction the corporation could flounder. 
Current Strategies and Goals:

Nike has in placed several strategies that encompass improving growth and profits in a variety of areas. The struggling economy has not changed Nike's attitude towards growth. One strategy that Nike focuses on, in continuing to help the company grow is Person Marketing. Nike has been using the best athletes, and sports teams (or clubs) all over the world to help market their products. The regenerative nature of sports has allowed Nike to sign new upcoming stars like LeBron James, Carmelo Anthony and others. These are the athletes that will push Nike beyond their expectations and will set the standards for the next generation to exceed. Nike's second greatest source of potential lies with the products the company is working on. Nike's design team is constantly developing new concepts in speed and agility to give athletes the latest innovative equipment to improve performance. The third strategy that Nike uses, perhaps the most important, is advertising and marketing. These two components capture the essence of the product and the attention of consumers around the world. These strategies support the financials especially profit margin and market share. Under consumer measures Nike's strategies also support the percentage of customers who purchase Nike products based on image.
Price and Earnings
To find out how much the market is actually willing to pay for each dollar of annual earnings of Nike, we look at the Price/Earnings ratio.  Currently the ratio is 17.9 showing that Nike is not a risky investment. This is very valuable in comparing companies within the same industry.  The price/sales ratio uses the invested capital of the company and then divided by sales over the past 12 months.  This figure is usually seen as the lower the better for investors.  Granted there are far more competitors up and coming these days, we think Nike has a solid place in the market and will only be growing in the next years and years to come. The return on assets ratio has been considerably increasing from 10.37 in 2002 to 15 in 2007. The ratio is higher than industry average which is at 14.1. Creditors, bondholders, and shareholders like to see high return on their investment. This indicates that the business is sufficiently using its assets. Nike Inc. is an efficient company as it boasts a higher gross profit margin than its competitors and industry. During fiscal 2007, Nike Inc. gross margin has increased from 44% in 2006 to 45.9% in 2007. It is higher than the industry average of 41.83%. 
Analytical Theory Comparison
Project investment can be determined by using an analytical theory of project investment.  
“The Analytical theory enables us to make precise calculations of returns of difference projects under different kinds of environments.” (Chen, 37) We will examine the relationship between fixed cost and variable cost at different levels of uncertainty.  In NIKE’s case, as fixed costs are increased, variable costs decrease rapidly in a low uncertainty environment (see exhibit 1). In relation to NIKE the high fixed cost represent the large amount of marketing expenditures, and the variable costs are related to the low labor and manufacturing costs. 
This analytical theory differs from the real option theory because it is an initial value problem, valuing the outcome as a variable cost to the project (C).   Furthermore, after determining the variable cost of a project (C) , the profit of a project can be determined based on the variables of S (present value of the projects cash flows), K (fixed cost of the project), Q (market size or output of the project), and C.

Exhibit 1:


Exhibit 2:
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