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Abstract  

Can NIKE keep doing it? 

An equity research report this paper will examine the company Nike Inc., in 

particular is the shares of Nike Inc. overvalued based on a 

discounted cashflow model. This section of the report will 

delve into Nike’s past performance and the competitive 

landscape in order to aid judgements about future growth 

rates used in the full equity research report. This main 

finding of this report is that Nike shares are overvalued. 
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This report is part of the “Will Nike continue to thrive?” report (annexed), developed by Callum 

O’Brien and Edmond Sahradyan and should be read has an integral part of it. 
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Introduction 

The purpose of this report was to research the Nike Inc. Stock and model an underlying intrinsic 

value. 

This report used a discounted cashflow model and estimated Nike Inc. shares had an 

underlying value of $87.19, with the current stock price being $105.54 on 16/12/22 we 

recommend a “SELL” order on the stock. 

This section of the report was the company overview and competitive landscape, later in the 

report conclusions were made about Nike’s ability to continue its revenue growth in the regions 

discussed below, the information in this section affected the resulting decisions about how to 

model the growth of Nike’s revenue by geographical region. 

  



Company Overview  

      Business Model. 

Nike has three main brands that it markets worldwide, the NIKE Brand, the Jordan 

Brand and Converse. For each brand products are designed specifically to specialize 

for consumer needs and brand identity. In its accounts Sales and operating results 

for Converse products are reported separately to NIKE Brand and Jordan Brand 

geographic operating segments. 

 

NIKE Brand 

Since the divestiture of Nikes acquired businesses, Nikes principle business activity 

has been focused on the design, production, marketing, and sale of athletic and 

sports products. NIKE Brand splits its products into six key categories: Running, 

NIKE Basketball, the Jordan Brand, Football (Soccer), Training and Sportswear 

(our sports-inspired lifestyle products). They further split these offerings into 

Men’s, Women’s and Kids' in order to differentiate their products to customers so to 

better meet individual consumer needs through specialization (Figure 1). In the US 

Nike has licensing deals with a multitude of collegiate and professional athletic 

programs in order to build its brand and expose itself to the public. NIKE Brand 

products are sold primarily for athletic use, and the NIKE Brand also sells 

performance equipment and accessories, and through its partnerships sells items 

with NIKE and licensed college, professional team or league logos (Figure 2) .  

 

Jordan Brand 

Jordan brand was started in 1985 with the release of the Air Jordan I shoe, produced 

for use by Michael Jordan and then released to the general public for sale. Through 

an expansion of the infamous “Jumpman” shoe line the Jordan brand has become an 

integral part of Nike’s business model. In 2022 the Jordan brand passed $5 billion 

in revenue for the first time (19), and it is as significant to Nike image as it is to its 

profits. In 1995 when Michael Jordan returned from retirement to the NBA a study 

estimated that to the 5 companies who partnered with Jordan there was an over 2 

Billion gain to shareholders, of which the largest proportion was attributed to Nike, 

raising the question of whether the Jordan brand would suffer when the athlete 

finally would retire for good (20). Conversely, the opposite happened and over the 

last 20 years the brand has moved to become culturally significant moving from 

beyond basketball to include other sports such as NASCAR, American Football, 

and European Football (21). It has also been present in films, high fashion and 

become a landmark in the US and abroad. It initially aided NIKE Inc. by turning a 



track shoe company into broad apparel and fashion and continues to add to its 

reputation and revenues.  

 

Converse 

Nike’s only wholly-owned subsidiary brand, Converse, designs, distributes and 

licenses casual sneakers, apparel and accessories, and its operating results are 

reported separately. Converse itself is an American company founded in 1908, it 

made the Chuck Taylor Basketball shoe in 1917 and had a partnership with NBA 

players throughout the leagues existence and was a competitor to Nike up until 

2003 when having been too reliant on the All Star shoe (22) it filed for bankruptcy 

on January 22, 2001. Converse was acquired for $309 million in 2003 by Nike, 

immediately Nike rectified previous mistakes and through synergies expanded the 

product line and reestablished the brand. It is the one of the only survivors of the 

late 2000s divestments Nike made in order to re-align and simplify their business. It 

was kept due to its alignment with Nike’s brand and product line, alongside its 

revenue success. Indeed Converses revenue has increased 139% since 2010, and it 

has outperformed compared to Nike in 2022. In the last year the EBIT of Converse 

increased 23% while the EBIT of the total NIKE Brand fell 2.72%. In 2022 there 

were 87 US and 58 non-US Converse stores including factory stores (Figure 3). 

 

Performance 

 NIKE inc revenues are split between NIKE Brand (including Jordan Brand), 

Converse and Corporate. In FY2022 NIKE Inc had a revenue of $ 46,710 Million, 

of which 95% was attributable to the NIKE and Jordan Brand and 5% to Converse. 

This is fairly consistent with the split in 2021 and 2020. The corporate revenue of 

negative $72 Million is the result of foreign currency hedge losses related to 

revenues generated by entities within the NIKE Brand geographic operating 

segments and Converse, and is how NIKE minimizes the risk of currency swings 

using its central foreign exchange risk management program. (Figure 6) 

Branding is of utmost importance to apparel companies as consumers can change 

purchasing habits easily and brand value is one of the few ways to build consumer 

loyalty. Nike has reinforced its position as a global brand with its clear focus on 

inclusion, community and innovation. The 2022 Kantar BrandZGlobal Report 

found Nike’s brand value was $109,601 Million Dollars a 31% year-on-year 

increase on it 2021 value. It achieved this with a focus on inclusion and 

sustainability.  

 

 



 NIKE Brand further splits its revenues by footwear 66%, Apparel 30%, Equipment 

4% and Global Brand Divisions. Global Brand Divisions is income from NIKE 

Brand licensing and other miscellaneous revenues not included in any other 

segment, while it increased 308% in 2022, due to NIKE Brands expand in licensing 

(24), it is still a negligible percentage of NIKE Brand revenue. (Figure 7) . By far 

the most significant revenue driver is the Footwear segment that makes up 66% of 

Total NIKE Brand Revenues. Worryingly this segment has grown the least of all 

segments at 4%, down from 20% growth in 2021. Similarly, Apparel, the second 

largest NIKE Brand segment at 30% of revenue, and grew 5% in 2022 compared to 

17% in 2021. This follows a trend, as only the equipment section grew more in 

2022, 18%, than it did in 2021, 8%. This is due to the reduction of COVID 

restrictions and a growth in sports activities, a factor that weighs far more heavily 

for Equipment than the rest of NIKE and may also have been delayed when 

compared to footwear and apparel in terms of post COVID-19 demand recovery. 

However, due to its small share of NIKE Brand Revenue, 4%, it is not a mitigating 

factor for NIKE Inc’s issue of slowing revenue growth (Figure 8).   

 

Route to Market 

NIKE Brand revenues can also be illustrated through route to sale, with $ 25,608m 

of sales via wholesale customers, and $18,726m of Sales through NIKE Direct. 

(Figure 9) Although wholesale customers still make up the majority of revenue at 

58% this has been falling year on year, in FY2019 wholesale customers made up 

78% of total NIKE Brand revenues. This change has been due to a shift in NIKE 

Inc’s strategy, Nike’s growth plan, the Triple Double Strategy announced in 2018, 

had an aim to generate 50% of its sales through its own stores and e-commerce 

platforms. This was put in place to not only improve margins and total revenue but 

also to control the brand experience and create a consistent shopping experience for 

the customer and prevent any damage to the brand by independent retailers (25). 

This process has been expedited by the COVID-19 pandemic’s effect on physical 

stores as wholesale suppliers with physical locations had to close and high street 

footfall has still not rebounded to pre-pandemic levels (26) (Figure 10).  

 

This explains the struggles by retailers such as Footlocker and JD Sports who have 

seen share prices tumble. Indeed 70% of Footlocker sales in 2021 were Nike and 

they believe this will reduce to 50% in 2023 (27), as they push Adidas, Puma, and 

New Balance. Although this may be worrying in a sense of reduced exposure, 

NIKE Brand have seen the desired effect NIKE Brand Digital sales grew 18% in 

2021, and there was a comparable NIKE store sales growth of 10%, NIKE attribute 



this to improved physical retail traffic, and the addition of new stores. The 23 new 

NIKE Brand US stores are an investment that is synchronal with NIKE’s strategy at 

this time. (Figure 11)  

 

Geographies  

NIKE Brand segments its revenues via 4 regions, North America, Europe, Middle 

East & Africa (EMEA), Greater China, and Asia Pacific & Latin America (APLA). 

There is also Global Brand Divisions not attributable to any region. (Figure 12)  

North America has the largest revenue at $18,353 Million, 41% of total revenue. 

Previous to the COVID-19 pandemic North America was a stable and mature 

region, posting a revenue CAGR of 6.1% from 2013 to 2019. Due to the pandemic 

in FY2020 revenue decreased by 9%, and then in FY2021 rebounded with a 19% 

growth rate, which was an anomaly. The reduced 7% growth rate for FY2022 is still 

positive as is it still a relatively impressive number for a mature market. However, 

as NIKE sales were still disrupted at a higher level in 2021 than 2022, looking 

forward we shouldn’t expect this growth rate in perpetuity. This does show how 

well NIKE Inc have reacted to the disruption in the North American region as the 

CAGR of revenue from 2013 to 2022 is 5.1%, a rate still conclusive with a mature 

market. (Figure 13)  

 

Europe, Middle East & Africa (EMEA) represent the second highest region in terms 

of revenue at $12,479 Million. There is no information given on how that is split, 

FY2017 was the last time NIKE divulged this information with a revenue of $7,970 

Million with Western Europe being 78% of that revenue and Central & Eastern 

Europe making up 19%. Nike Brand sales in Africa are a small amount today, with 

almost all of the EMEA revenue resulting from European sales. Similar to North 

American EMEA we consider a mostly mature region because of the large 

European element with CAGR of 6.1% for FY2016-FY2019 and 8.7% from 

FY2016 to FY2022, alongside a revenue reduction in 2020 of 5% and then a 

rebound 2021 with a growth rate of 23%. The 2021 growth rate excluding currency 

changes was 17% due to a weakening euro and a strengthening dollar reducing the 

dollar value of products sold in Europe. In FY2022 the AMEA region has a stronger 

revenue growth rate at 9% when compared to North America, this growth rate rises 

to 12% when you exclude currency changes. Although this may partially be a 

continuation of reduced disruption, the region’s growth is still large enough for 

there to encouragement about the demand for Nike Brands products and business 

practices in Europe. (Figure 14)  

 



When considering the Asia Pacific & Latin America region it makes up 13% of 

revenue, with no information about how the revenue is split. In FY2017 this was 

split between Japan and Emerging Markets, with Japan making up 21% of the total 

APLA region revenue of $4,737 million. Given that split we view APLA as a 

mostly emerging market, which means it is disappointing that the APLA CAGR for 

the period of FY2016 to FY2022 was only 5.5%. This is consistent across the years 

with the APLA region showing the smallest variance of revenue over the last 5 

years. Nike Inc’s performance in the APLA region has been a relative 

disappointment, especially with the context of their other emerging market, Greater 

China. APLA had a higher revenue than the Greater China region in FY2016, 

however in the next 5 years its revenue grew by 24% while the revenue of Greater 

China grew by 119%. (Figure 15)  

 

Nike in China 

Nike in China has been an enormous success story followed by tension and politics. 

Between FY2013 and FY2021 the CAGR of Nike Brands revenue in China was 

16.3%, and positive throughout, even posting an 8% revenue growth in 2020 when 

the entire Chinese region had some of the strictest COVID regulations in the world. 

(31) The success follows the Beijing Olympics and the NBA expansion into China, 

the Chinese population being exposed to high profile athletes all wearing Nike 

kickstarted a decade of growth for the Nike Brand. China’s 5G technology 

infrastructure and digital related business environment has enabled the Nike Brand 

to achieve high exposure, sell across the country and partner with Chinese brands 

and athletes aligning itself with the culture. (32) This led the Greater China revenue 

reaching heights of $8,290 Million in 2021, 20% of the Nike brands total revenue; 

in 2013 this figure was 10%. With China’s consistently high GDP growth and the 

mature nature of the North American market it was expected this number would 

only continue to rise. A Morgan Stanley report forecasted that consumer spending 

in China will rise over 100% by 2030 to $9.7 trillion annually matching the private 

consumption in the US (64).  

 

In 2022 Nike had its first fall in revenue in the Greater China region in over a 

decade. Nike’s revenue fell 9%, as its products were removed from some Chinese e-

commerce websites, labels were placed on Nike imports warning of dangers to 

children and a wave of Chinese celebrities have denounced their former overseas 

sponsors (33). When considered on a currency neutral basis this decrease in revenue 

is actually 13%. The main crux of this negative sentiment to US clothing and 

apparel companies from China was the sanctions and statements from the US and 



Europe condemning the alleged use of Uyghur forced labour in cotton production, 

(30) and the statement from Nike Inc. stating they would not use any Xinjiang 

cotton in production.  

 

Nike in its investor report blames supply chain constraints on poor revenue 

performance in its investor report alongside these government restrictions some of 

which were due to COVID-19. Many of their stores had temporary closures, with 

some required to operate on reduced hours, as well as lower physical traffic 

compared to pre-pandemic levels possibly due to customers being put off by the 

risks of in-person shopping. 

 

Although Nike performance was good in the middle of the year, with high sales in 

the “618” festival (34), rival domestic brands have thrown support behind Xinjiang 

cotton and are filling the gap from Nikes drop in demand (35). Given previous 

instances of Chinese government protectionism in other industries (35), this is a 

worrying trend for Nike Inc as there is a possibility barriers to trade in China may 

be increased if the Chinese Government believes that domestic companies could fill 

the demand. Nike hope their brand is not tainted from now on to the Chinese public 

and have large plans in China with a focus on utilizing fully renewable energy in 

their facilities by 2025, and have invested in logistics centers and wind powered 

energy sources (36), however they will need to mend their reputation in China if 

they hope to continue to grow. (Figure 16)  

 

Supply  

Nikes production consists of a large number of private suppliers in countries with 

low-income populaces such as China and Indonesia, no factory accounts for more 

than 8% of Nike Brands FY2022 footwear production. All footwear and apparel 

products are manufactured by independent contractors outside the United States, 

while some of Nike’s sports equipment are produced in the United States.  

These suppliers consist of 120 finished goods footwear contract factories located in 

11 countries, and 279 finished goods apparel contract factories located in 33 

countries. In FY2022 contract factories in Vietnam, Indonesia and China 

manufactured approximately 44%, 30% and 20% of total NIKE Brand footwear, 

respectively, while Vietnam, China and Cambodia produced 26%, 20% and 16% of 

total NIKE Brand apparel. Following Nike’s decision to not use Xinjiang cotton 

China has gone from producing 23% of apparel in 2020 to 20%, a very marginal 

decrease.  

 



First the first quarter of FY2022 Nike had no production from the majority of its 

factories in Vietnam and Indonesia due to COVID-19 shutdowns enforced by the 

governments. The increasing COVID-19 levels and response in China could pose a 

risk of supply falling such as it did in the first 3 months of 2022 however due to 

Nike Inc’s ongoing inventory issues this is minimized.   

 

Nike has gone from not having enough inventory in fiscal quarter one, due to 

mandated factory production halts, to having too much in its fourth quarter. In the 

fourth quarter of fiscal 2022 Nike experienced extended inventory transit times 

which then drove elevated levels of in-transit inventory. This inventory stayed high, 

especially in China where the reduce demand with COVID-19 restrictions and 

Nike’s reputation meant the product could not be sold. Currently inventories are 

$8.4 billion, a level 23% higher when compared with the fiscal year 2021. This is a 

problem experienced in all Nike regions not just Greater China, however due to 

restrictions it may be the region Nike can react the least. 

 

This is a problem that looks set to harm Nike for a very important Christmas period. 

Nike has been looking to liquidate as much excess supply as possible, focusing on 

off-season apparel in North America so it can transition its inventory to the 

appropriate composition for the holiday demand (37). This has resulted in 

aggressive markdowns and so although sales and indeed revenue may rise, margins 

will undoubtedly fall. Nike now expects gross margins for the year to decline 200-

to-250 basis points (38), due to aggressive markdowns and discounts alongside 

elevated freight costs (39). Nike has managed to recover from its 14% share drop on 

in September when the company reported a 44% rise in fiscal first-quarter inventory 

(40), however the aggressive clearing of stock has indeed come at a price. 

Previous to the pandemic Nike had a very efficient supply process, that had was 

more likely to cause a reputational risk than a financial risk. 

 

Due to its ability to switch between suppliers easily this results in a large amount of 

bargaining power and depresses their costs. In the past this has resulted in human 

rights abuses and scandals, this came to light most prominently after a 1991 expose 

written by Jeff Ballinger reporting the low wages and poor working conditions in 

Nike's Indonesian factories. The risks associated with such scandals have been 

largely diminished since Nike launched its Code of Conduct in 1992.  

In 2021, NIKE, Inc. publicized changes to its Code of Conduct to align itself with 

expectations of key stakeholders for Nike and the apparel industry. This included an 

focus on labor rights, health and safety, and environmental regulations in order to 



drive supply chain consistency and support their 2025 targets. (4) 

 

It’s strategy is centered around using innovation to maximize its growth in a 

sustainable way to compete in the market and fulfil customer demands. It does this 

through heavy investment in its Research and Development wing. (3) Nike has its 

own staff of specialists in the areas of biomechanics, chemistry, exercise 

physiology, engineering, digital technologies, industrial design, sustainability and 

related fields. (6)  

“Our mission is what drives us to do everything possible to expand human 

potential. We do that by creating ground breaking sports innovations, by making 

our products more sustainably, by building a creative and diverse global team, and 

by making a positive impact in communities where we live and work”.-Nike mission 

statement. 

 

Nike now has a scorecard assessment system for potential suppliers in order to 

gauge their working practices alongside costs, delivery, and quality (57). The 

country risk index measures the risk of the country in terms of political stability and 

protectionism, the manufacturing Index adds sustainability metrics and supplier 

accountability to the scorecard (58). Using this system Nike has minimized the risks 

of using independent suppliers and avoid scandals that may damage the brand and 

revenues. 

 

Overall, Nike has seen more disruption to its supply line than ever before, this has 

caused increased costs, reduced margins and harmed its working capital. It has been 

mainly due to COVID-19 disruptions, and before 2020 supply chain issues were 

rare. In future with lessening restrictions and Nike’s new focus on not repeating 

these mistakes one could have a positive outlook, but currently they are not 

performing well in this area. There is also uncertainly due to the COVID-19 

pandemic lingering and whether temporary closures may be the new normal, in this 

case Nike need to learn quickly. (Figure 17) 

Industry Overview 

The current state of the apparel and footwear Industry  

Nike Inc. operates in the apparel and footwear markets. The apparel Industry is 

worth approximately $1.53 trillion US dollars in 2022 (45). NYU Stern estimate the 

apparel industry beta as 1.23 as of January 2022 (44). The footwear industry is 

currently estimated to be worth $382 Billion dollars (46), with an NYU Stern 

estimate beta of 1.19. Both industries are forecasted to have large jumps in revenue 



in 2023, with revenue for apparel expected to rise 14% while footwear revenue is 

forecasted to rise 17%. By 2027 Statista estimate the apparel market to have $1.94 

trillion dollars in revenue and the footwear market $508.2 billion dollars, this would 

imply a CAGR of 4.9% and 5.9% respectively. This is optimistic in assuming the 

effects of COVID-19 which have harmed the industries over the last 3 years will not 

continue.  

 

The value of Brands is of high importance to the apparel industry as consumers 

switch between companies with ease and effective brands is a rare way to maintain 

consumer loyalty. According to the 2022 Kantar BrandZ Global Report the brand 

value year on year change for the apparel industry was an increase of 20%, with an 

estimated combined brand value for the top 10 companies standing at $216,595 

Million dollars (55). In a study by Małgorzata, Karaszewski, and Kuczmarska, they 

argue a positive correlation between brand strength and the economic performance 

of enterprises this subsequently increases sales which has a positive effect on brand 

equity, using data from Kantar BrandZ (66). 

 

The effect of COVID-19 

The apparel industry has radically changed since the COVID-19 pandemic in early 

2020. An industry largely run by multinational companies with international supply 

lines, a high number of physical retail stores, and factories; all players have had to 

adapt in order to survive over the last 2 and a half years. There has been some 

increased demand for exercise and sportswear throughout the pandemic as people 

working from home changed their exercise regimes, this increased demand is 

predicted to outlast the coronavirus pandemic with GlobalData forecasting the 

sportswear market to grow 25% by 2025 (41).  

 

Despite this the pandemic has been highly damaging to the apparel industry, with a 

reliance on physical locations and international supply routes it was unsurprising to 

see the market contract for the first time since the 2008 recession in 2020. The 

apparel industry suffers from seasonality, demand instability, and unpredictability 

(42), and as the pandemic has required a more responsive supply chain, many 

companies have suffered from disruption (43). Factories have dealt with mandatory 

closures, there have been delays in shipping and as a result inventory levels have 

been volatile as companies struggle to deal with the logistics involved with planning 

for the new seasons. Subsequently, there has been a shift in the strategies of 

multinational companies where there is a priority to convert sales channels to direct 

to consumer sales. 



Trends in the Sporting Industry 

As mentioned previously people found new exercise habits during the lockdowns in 

2020 and they stuck, there is a rising focus level on health, and the community 

digital health apps used continue to perform into 2022. Strava, the running app, 

exploded in 2020 and in their annual report suggested the fastest-growing sports 

were those done in communal spaces that saw closures during the first year of the 

pandemic (47). A report from McKinsey found younger consumers who exercise in 

the United States, India and China have higher consumer confidence and that their 

increased spending will be focused on sporting goods among other essentials (48).   

Strava grew among a wave of social media exercise, and firms are seeking to 

harness this new link between online engagement and sports. There is a push among 

all companies, not just Nike Inc, to promote Direct-to-consumer sales. Adidas, 

Under Armor, and Levi’s have all targeted at least 50% of revenue to come from 

Direct-to-consumer sales (49), with the whole industry seeking to take adapt to a 

dying highstreets and the increasing reliant consumer technology relationship sped 

up by mandatory lockdowns. Developing websites, apps, and stores and building on 

their functionality has been an important way for companies to build engagement 

and increase sales. Furthermore, use of social media and data tracking has been vital 

to aid product development and demand planning, especially considering the supply 

chain issues and even demand disruption surrounding the industry currently. 

 

Sustainable Development Goals  

There is also currently a push for sustainability among apparel companies as it 

becomes more of a priority for consumers. When focusing on the UN’s 17 

Sustainable Development Goals, the industry was expected to adapt to meet issues 

such as overconsumption and overpackaging, helping battle worker exploitation, 

making sure cities in which production takes place are safe, resilient and 

sustainable, and finally, lowering the carbon footprint of all products and shipping 

practices (56). As it is resource and labor intensive the global apparel industry has 

been documented as the second worst resource intensive polluter trailing only the 

oil industry (59). Companies have forced supply chains to take new approaches, 

encouraging them to select sustainable raw materials to using end-of-life apparel 

products (60). In order to avoid being branded as greenwashing it is just as 

important for firms to change their supply lines, commit to goals such as equality of 

employment and wage structure, as it is to include this in their branding. The 

companies whose brands and revenues have performed the best have ensured that 

they meet these UN criteria. 

 



Key Competitors 

Nike operate in the apparel and footwear industry which has a widely distributed 

landscape with multiple players who are clearly differentiated from each other. 

When considering Nike Inc’s direct rivals we must consider specific sports brands 

and focus on multinationals with a large market capitalization. The graph from S&P 

Capital below illustrates the size of Nike in the sportswear market, and the 

companies with similar EBIT margin and yearly sales growth (48).(Figures 19, 20, 

21)  

 

 

Adidas  

Adidas is the competitor which shares the most in common with Nike. An older 

company Adidas was founded in 1924 in Germany, but started selling products 

across Europe and the US and now has a market capitalization of over €X Billion 

Euros. A mature company adidas had revenues of  €21,234 Million Euros in 2021, 

with a gross margin of 50.7% and an operating margin of 9.4%, its CAGR between 

2016 and 2021 was 2.1%. Its market cap is €24.064 Billion and its 5 year monthly 

Beta is 1. 

 

Adidas struggled more than Nike during 2020 losing 16% of its total revenue 

according to its 2020 annual report. Although not as large in North America where 

Adidas’s revenues are a third of the size, in China and the EMEA region adidas is 

of similar size to Nike. Adidas was third in Kanar BrandZ apparel top 10 behind 

Nike and Zara with a brand value of $23,791 Million dollars.  



In a comparative analysis Mahdi, Abbas, Mazar, and George, suggest both 

companies have a broad differentiation strategy, whereby they appeal to the widest 

possible audience through creating unique products and services (50). Adidas is the 

one of the few companies who can rival Nike in terms of innovation and R&D 

spending, both companies have similar mission statements with Adidas stating: 

   “Together we are a team of rebellious optimists, constantly challenging the status 

quo. We see possibilities where others only see the impossible. We serve the needs 

of our consumers, athletes, and communities. We train individually, and as a team, 

to inspire, innovate and grow. We are fair. We are authentic. Our game is built on 

trust. We live inclusivity every single day. We play to win in our mission to be the 

best sports brand in the world. Together, we are adidas.” 

 

Adidas in terms of brand identity and reach is aligned with Nike, the Adidas “three 

stripes” logo is as iconic as the Nike “swoosh”. Both have tried to push into each 

other’s home market with through athlete partnerships. With Adidas going after 

American Athletes such as James Harden, Damien Lillard and Aaron Rodgers, 

while Nike has poured billions in European Football. Adidas even has similar 

strategy in terms of acquisitions. They acquired Reebok in 2006 for $3.8 billion, 

with a target of entering into the US market, as Reebok at the time had a 10 year 

deal to exclusively manufacture and sell NFL licensed merchandise and jerseys 

(51). Adidas in 2021 sold Reebok to Authentic Brands Group(ABG) for up to 2.1 

billion euros ($2.5 billion dollars) in order to focus on its core brand (52). Adidas 

has also shown a similar commitment to sustainability with its Three Loop Strategy 

aiming for all production is to be climate-neutral by 2050 (71). 

Nike is tries to differentiate itself from Adidas through innovation and branding, its 

ZoomX technology is its latest attempt to do this, adidas has its own R&D however 

and has created Boost technology that includes Thermoplastic Polyurethane (53). 

Jordan Brand is the jewel in Nike’s crown and adds a US cultural element that 

Adidas does not possess, they tried to rival this with Yeezy’s but have since 

discontinued the line due to the Kayne West outbursts.  

 

Lululemon Athletica 

Lululemon Athletica is a Canadian high-end athletic apparel company founded in 

Vancouver in 1998. They focused on technical athletic apparel for activities such as 

yoga, running, and training (54). A much younger company than Nike it is 

illustrated in figure x the higher level of growth and higher EBIT margin Lululemon 

Athletica has had over the 5 years 2015-2020. Lululemon is therefore a competitor 

in a different stage than Nike.  



Lululemon Athletica in 2021 had a revenue of $6,257 Million dollars, and increase 

of 42% from 2020. Its Gross Margin improved from 56% in 2020 to 57.7%, while 

its EBIT margin increased from 18.6% to 21.3%. Its market cap is $41.799 Billion 

and its 5 year monthly Beta is 1.31. CSIMarket value their market share to be 

4.91%. The larger beta is logical due to the growth rate of Lululemon and the high 

variance in their stock price, they also have experienced a stock price shock as they, 

like most in the industry, reported on their higher levels of inventory in September. 

A young firm Lululemon had a revenue CAGR of 22% from 2016 to 2021, as it 

expanded its physical locations and its brand became better known. Lululemon 

Athletica was fourth in Kanar BrandZ apparel top 10 with a brand value of $20,424 

Million dollars. Lululemon has the majority of its revenues based in North America 

with 69% of revenue from the US and 15% from Canada. Although in 2022 it 

opened 31 new stores in the People’s Republic of China, meaning there now are 86 

stores, the most in any country outside of the US. Lululemon has made it a priority 

to expand into China where it will be a direct competitor to Nike and look to 

cannibalize sales from them in that region.  

 

Lululemon does not sell to wholesalers taking complete control over the products 

branding and exposure to consumers. In 2021 there was a large rise in revenue of 

company-operated stores as restrictions lessened, and although Direct to Consumer 

revenue fell as a percentage of total it is still a high priority to Lululemon, in line 

with Nike and the rest of the athletic apparel industry. Its Direct to consumer net 

revenue increased 22%, they attribute this to increased traffic and a higher dollar 

value per transaction. 

\  

Although Lululemon recognizes Nike, Inc., adidas AG, and Under Armour as 

competitors it also recognizes The Gap’s Athleta brand, Victoria's Secrets sport and 

lounge selection, and Urban Outfitters, Inc. This is due their brand placement as 

high-end fashionable athletic apparel, they are in competition with the luxury 

elements of Nike Brand’s apparel rather than trainers, heavy sportswear, the Jordan 

brand or Converse. 

 

 



Li Ning 

Li Ning is the largest Chinese athletic apparel and footwear company, founded in 

1990 and name after champion gymnast Mr. Li Ning (61). Initially only selling 

products in China Li Ning gained international exposure with its sponsor of 

Olympic athletes and a partnership with the NBA. After the 2008 opening 

ceremony in Beijing the company's share price increased by over 3% the next 

trading day (62). It now sells products abroad but 98% of its revenue still comes 

from the Peoples Republic of China.  

 

Li Ning in 2021 had a revenue of ¥22,572 Million dollars, an increase of 56% from 

2020. At the current conversion rate is amounts to $3,247 Million dollars, however 

the dollar has fallen against the Yuan this number was higher in 2021. Its Gross 

Margin improved from 49.1% in 2020 to 53%, while its EBIT margin increased 

from 15.2% to 22.8%. It’s market cap is ¥165.717 Billion, or $21.377 Billion 

dollars, and its 5 year monthly rolling beta is 0.73. 

 

A fast growing young company in a high growth market, Li Ning had a revenue 

CAGR of 23% from 2016 to 2021. Li Ning was ninth in Kantar BrandZ apparel top 

10 with a brand value of $3,767 Million dollars. An 86% increase from 2021, Li 

Ning has reportedly become the largest sportswear brand in China over Nike in 

equity terms.  

 

The 2022 Winter Olympics in China and the Pandemic have increased consumer 

demand in sports and fitness. After the Nike and others’ falling out with the Chinese 

Government over the cotton, consumer opinion of western companies is low and 

Chinese national pride means brands like Li Ning and its competitor Anta are filling 

the gap. With existing deals with NBA players, such as Dwayne Wade, Li Ning and 

Anta are looking to become the dominant brands in China, replacing the likes of 

Nike and Adidas and are major threats. Even putting aside the worrying reputational 

hit western companies have taken with Chinese consumers, China has in other 

industries put forward protections policies in order to foster the growth of domestic 

companies. As these firms show they can provide similar quality products with 

similar athlete endorsements, Nike and Adidas may struggle even more in an ever 

important Greater China market.  

 

 

 

 



Nikes Position 

 

Nike is the largest company in terms of revenue and brand value in the apparel 

industry, with the highest market cap by a significant level. CSIMarket estimate 

their market share to be 31% in the global market (63). 

 

Comparing their 5 year monthly rolling beta to the competition, of 1.14, Adidas has 

a slightly lower beta of 1 but has massively underperformed Nike with its share 

price decreasing 53% this last year compared with Nike losing 30% of value. Both 

have suffered from China’s lockdown and supply issues but Nike has rebounded 

better with a 36% rise from its year low in late September when its inventory issues 

were announced. Overall, in the last months Nike’s decision to offload product has 

benefited it, and allowed it to gain an advantage for its investors in comparison to 

its nearest rival, at the expense of its short term margins.  

 

The main risk to Nike’s long term position is the rise of competition in the Chinese 

market, however Nike still ranked first in the Chinese sportswear market with a 

market share of 25.2 percent. In 2021, Anta overtook Adidas as the second largest 

brand gaining a 16.2 percent market share that year, with Li Ning close behind (65). 

Although performing far better than its closest competitor, their struggles could be 

foreboding for the future of Nike in China.   
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• Nike Inc. is the market leader in the apparel, the 

sportswear apparel, and the footwear industry, they 

are looking to modernise their selling practices promoting Direct-to-Consumer channels. This is in addition to their 

longstanding record of innovation and marketing. 

 

• North America is the largest source of revenue for Nike Inc. however China is the fastest growing region, they 

have struggled in China in FY2022 due to COVID-19 restrictions and reputational issues. Nike Inc. have also 

suffered inventory issues, resulting in margin reduction in the latter half of 2022. 

 

• This report used a discounted cashflow model and estimated Nike Inc. shares had an underlying value of $87.19, 

the current stock price being $105.54 we recommend a “SELL” order on the stock.  
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Company Overview  

History of Nike. 

Nike Inc. is a global athletic-apparel brand based in North America, they sell their products 

in 170 countries, they have more than 30,000 worldwide employees and own dozens of 

brands. As such Nike is the leading player in the apparel industry, having established itself 

as such over the last 40 years. 

NIKE, Inc. creates, distributes and sells athletic footwear, apparel, accessories and 

equipment for consumers to engage in sports and fitness. Since 2005 Nike has sold over 

50% of its products outside of the US, its operating segments include North America; 

Europe, Middle East & Africa (EMEA); Greater China; and Asia Pacific & Latin America 

(APLA).  

 

Nike was founded as Blue Ribbon Sports in 1964, in Portland Oregon, as a distributor for 

Japanese shoe maker Onitsuka Tiger. It was renamed Nike Inc. in 1971 as it launched its 

own brand of footwear, by 1980, Nike had attained a 50% market share in the U.S. athletic 

shoe market, and the company went public in December of that year. Traditionally selling 

track shoes for its first 10 years in the 80s Nike expanded its product line to encompass 

many sports and regions. After signing basketball player Michael Jordan, and using him to 

promote its Air sole technology, Nike created the Air Jordan 1 and exploded onto modern 

culture and expanded into sports apparel. 

 

Starting in 1988 Nike began acquiring companies in order to expand, starting with the 

purchase of upscale footwear company Cole Haan. Since the 2000s Nike has divested 

almost all of its subsidiaries in order to focus its brand with the only remaining Brand 

being Converse for which was bought for $309 million in 2003. The last major divestiture 

was of the Hurley brand in fiscal year 2020 to Bluestar Alliance (23), the price of which was 

not disclosed nor the revenue of Hurley’s for the years after 2013.  

Nike’s strategy has remained more consistent since 2012 when it divested the last of its 

large brands Umbro, and began an $8 billion stock buyback program. A mature business 

Nikes revenue has grown through expanding into new markets while keeping its margins 

high and consistently updating its product line with innovation. As a mature company in 

2022, with stable production lines and development of products the greatest challenge to 

Nike is the continuing growth in overseas markets. However, due to stable leadership and 

the successful changes implemented during COVID-19 the outlook for Nike is positive.  

 

      Business Model. 

Nike has three main brands that it markets worldwide, the NIKE Brand, the Jordan Brand 

and Converse. For each brand products are designed specifically to specialize for 



consumer needs and brand identity. In its accounts Sales and operating results for 

Converse products are reported separately to NIKE Brand and Jordan Brand geographic 

operating segments. 

 

NIKE Brand 

Since the divestiture of Nikes acquired businesses, Nikes principle business activity has 

been focused on the design, production, marketing, and sale of athletic and sports 

products. NIKE Brand splits its products into six key categories: Running, NIKE Basketball, 

the Jordan Brand, Football (Soccer), Training and Sportswear (our sports-inspired lifestyle 

products). They further split these offerings into Men’s, Women’s and Kids' in order to 

differentiate their products to customers so to better meet individual consumer needs 

through specialization (Figure 1). In the US Nike has licensing deals with a multitude of 

collegiate and professional athletic programs in order to build its brand and expose itself 

to the public. NIKE Brand products are sold primarily for athletic use, and the NIKE Brand 

also sells performance equipment and accessories, and through its partnerships sells items 

with NIKE and licensed college, professional team or league logos (Figure 2) .  

 

 

Jordan Brand 

Jordan brand was started in 1985 with the release of the Air Jordan I shoe, produced for 

use by Michael Jordan and then released to the general public for sale. Through an 

expansion of the infamous “Jumpman” shoe line the Jordan brand has become an integral 

part of Nike’s business model. In 2022 the Jordan brand passed $5 billion in revenue for 

the first time (19), and it is as significant to Nike image as it is to its profits. In 1995 when 

Michael Jordan returned from retirement to the NBA a study estimated that to the 5 

companies who partnered with Jordan there was an over 2 Billion gain to shareholders, of 

which the largest proportion was attributed to Nike, raising the question of whether the 

Jordan brand would suffer when the athlete finally would retire for good (20). Conversely, 

the opposite happened and over the last 20 years the brand has moved to become 

culturally significant moving from beyond basketball to include other sports such as 

NASCAR, American Football, and European Football (21). It has also been present in films, 

high fashion and become a landmark in the US and abroad. It initially aided NIKE Inc. by 

turning a track shoe company into broad apparel and fashion and continues to add to its 

reputation and revenues.  

 

Converse 

Nike’s only wholly-owned subsidiary brand, Converse, designs, distributes and licenses 

casual sneakers, apparel and accessories, and its operating results are reported 

separately. Converse itself is an American company founded in 1908, it made the Chuck 



Taylor Basketball shoe in 1917 and had a partnership with NBA players throughout the 

leagues existence and was a competitor to Nike up until 2003 when having been too 

reliant on the All Star shoe (22) it filed for bankruptcy on January 22, 2001. Converse was 

acquired for $309 million in 2003 by Nike, immediately Nike rectified previous mistakes 

and through synergies expanded the product line and reestablished the brand. It is the 

one of the only survivors of the late 2000s divestments Nike made in order to re-align and 

simplify their business. It was kept due to its alignment with Nike’s brand and product line, 

alongside its revenue success. Indeed Converses revenue has increased 139% since 2010, 

and it has outperformed compared to Nike in 2022. In the last year the EBIT of Converse 

increased 23% while the EBIT of the total NIKE Brand fell 2.72%. In 2022 there were 87 US 

and 58 non-US Converse stores including factory stores (Figure 3). 

 

Performance 

 NIKE inc revenues are split between NIKE Brand (including Jordan Brand), Converse and 

Corporate. In FY2022 NIKE Inc had a revenue of $ 46,710 Million, of which 95% was 

attributable to the NIKE and Jordan Brand and 5% to Converse. This is fairly consistent 

with the split in 2021 and 2020. The corporate revenue of negative $72 Million is the 

result of foreign currency hedge losses related to revenues generated by entities within 

the NIKE Brand geographic operating segments and Converse, and is how NIKE minimizes 

the risk of currency swings using its central foreign exchange risk management program. 

(Figure 6) 

 

Branding is of utmost importance to apparel companies as consumers can change 

purchasing habits easily and brand value is one of the few ways to build consumer loyalty. 

Nike has reinforced its position as a global brand with its clear focus on inclusion, 

community and innovation. The 2022 Kantar BrandZGlobal Report found Nike’s brand 

value was $109,601 Million Dollars a 31% year-on-year increase on it 2021 value. It 

achieved this with a focus on inclusion and sustainability.  

 

 NIKE Brand further splits its revenues by footwear 66%, Apparel 30%, Equipment 4% and 

Global Brand Divisions. Global Brand Divisions is income from NIKE Brand licensing and 

other miscellaneous revenues not included in any other segment, while it increased 308% 

in 2022, due to NIKE Brands expand in licensing (24), it is still a negligible percentage of 

NIKE Brand revenue. (Figure 7) . By far the most significant revenue driver is the Footwear 

segment that makes up 66% of Total NIKE Brand Revenues. Worryingly this segment has 

grown the least of all segments at 4%, down from 20% growth in 2021. Similarly, Apparel, 

the second largest NIKE Brand segment at 30% of revenue, and grew 5% in 2022 

compared to 17% in 2021. This follows a trend, as only the equipment section grew more 

in 2022, 18%, than it did in 2021, 8%. This is due to the reduction of COVID restrictions and 



a growth in sports activities, a factor that weighs far more heavily for Equipment than the 

rest of NIKE and may also have been delayed when compared to footwear and apparel in 

terms of post COVID-19 demand recovery. However, due to its small share of NIKE Brand 

Revenue, 4%, it is not a mitigating factor for NIKE Inc’s issue of slowing revenue growth 

(Figure 8).   

 

Route to Market 

NIKE Brand revenues can also be illustrated through route to sale, with $ 25,608m of sales 

via wholesale customers, and $18,726m of Sales through NIKE Direct. (Figure 9) Although 

wholesale customers still make up the majority of revenue at 58% this has been falling 

year on year, in FY2019 wholesale customers made up 78% of total NIKE Brand revenues. 

This change has been due to a shift in NIKE Inc’s strategy, Nike’s growth plan, the Triple 

Double Strategy announced in 2018, had an aim to generate 50% of its sales through its 

own stores and e-commerce platforms. This was put in place to not only improve margins 

and total revenue but also to control the brand experience and create a consistent 

shopping experience for the customer and prevent any damage to the brand by 

independent retailers (25). This process has been expedited by the COVID-19 pandemic’s 

effect on physical stores as wholesale suppliers with physical locations had to close and 

high street footfall has still not rebounded to pre-pandemic levels (26) (Figure 10).  

 

This explains the struggles by retailers such as Footlocker and JD Sports who have seen 

share prices tumble. Indeed 70% of Footlocker sales in 2021 were Nike and they believe 

this will reduce to 50% in 2023 (27), as they push Adidas, Puma, and New Balance. 

Although this may be worrying in a sense of reduced exposure, NIKE Brand have seen the 

desired effect NIKE Brand Digital sales grew 18% in 2021, and there was a comparable 

NIKE store sales growth of 10%, NIKE attribute this to improved physical retail traffic, and 

the addition of new stores. The 23 new NIKE Brand US stores are an investment that is 

synchronal with NIKE’s strategy at this time. (Figure 11)  

 

Geographies  

NIKE Brand segments its revenues via 4 regions, North America, Europe, Middle East & 

Africa (EMEA), Greater China, and Asia Pacific & Latin America (APLA). There is also Global 

Brand Divisions not attributable to any region. (Figure 12)  

 

North America has the largest revenue at $18,353 Million, 41% of total revenue. Previous 

to the COVID-19 pandemic North America was a stable and mature region, posting a 

revenue CAGR of 6.1% from 2013 to 2019. Due to the pandemic in FY2020 revenue 

decreased by 9%, and then in FY2021 rebounded with a 19% growth rate, which was an 

anomaly. The reduced 7% growth rate for FY2022 is still positive as is it still a relatively 



impressive number for a mature market. However, as NIKE sales were still disrupted at a 

higher level in 2021 than 2022, looking forward we shouldn’t expect this growth rate in 

perpetuity. This does show how well NIKE Inc have reacted to the disruption in the North 

American region as the CAGR of revenue from 2013 to 2022 is 5.1%, a rate still conclusive 

with a mature market. (Figure 13)  

 

Europe, Middle East & Africa (EMEA) represent the second highest region in terms of 

revenue at $12,479 Million. There is no information given on how that is split, FY2017 was 

the last time NIKE divulged this information with a revenue of $7,970 Million with Western 

Europe being 78% of that revenue and Central & Eastern Europe making up 19%. Nike 

Brand sales in Africa are a small amount today, with almost all of the EMEA revenue 

resulting from European sales. Similar to North American EMEA we consider a mostly 

mature region because of the large European element with CAGR of 6.1% for FY2016-

FY2019 and 8.7% from FY2016 to FY2022, alongside a revenue reduction in 2020 of 5% 

and then a rebound 2021 with a growth rate of 23%. The 2021 growth rate excluding 

currency changes was 17% due to a weakening euro and a strengthening dollar reducing 

the dollar value of products sold in Europe. In FY2022 the AMEA region has a stronger 

revenue growth rate at 9% when compared to North America, this growth rate rises to 

12% when you exclude currency changes. Although this may partially be a continuation of 

reduced disruption, the region’s growth is still large enough for there to encouragement 

about the demand for Nike Brands products and business practices in Europe. (Figure 14)  

 

When considering the Asia Pacific & Latin America region it makes up 13% of revenue, 

with no information about how the revenue is split. In FY2017 this was split between 

Japan and Emerging Markets, with Japan making up 21% of the total APLA region revenue 

of $4,737 million. Given that split we view APLA as a mostly emerging market, which 

means it is disappointing that the APLA CAGR for the period of FY2016 to FY2022 was only 

5.5%. This is consistent across the years with the APLA region showing the smallest 

variance of revenue over the last 5 years. Nike Inc’s performance in the APLA region has 

been a relative disappointment, especially with the context of their other emerging 

market, Greater China. APLA had a higher revenue than the Greater China region in 

FY2016, however in the next 5 years its revenue grew by 24% while the revenue of 

Greater China grew by 119%. (Figure 15)  

 

Nike in China 

Nike in China has been an enormous success story followed by tension and politics. 

Between FY2013 and FY2021 the CAGR of Nike Brands revenue in China was 16.3%, and 

positive throughout, even posting an 8% revenue growth in 2020 when the entire Chinese 

region had some of the strictest COVID regulations in the world. (31) The success follows 



the Beijing Olympics and the NBA expansion into China, the Chinese population being 

exposed to high profile athletes all wearing Nike kickstarted a decade of growth for the 

Nike Brand. China’s 5G technology infrastructure and digital related business environment 

has enabled the Nike Brand to achieve high exposure, sell across the country and partner 

with Chinese brands and athletes aligning itself with the culture. (32) This led the Greater 

China revenue reaching heights of $8,290 Million in 2021, 20% of the Nike brands total 

revenue; in 2013 this figure was 10%. With China’s consistently high GDP growth and the 

mature nature of the North American market it was expected this number would only 

continue to rise. A Morgan Stanley report forecasted that consumer spending in China will 

rise over 100% by 2030 to $9.7 trillion annually matching the private consumption in the 

US (64).  

 

In 2022 Nike had its first fall in revenue in the Greater China region in over a decade. 

Nike’s revenue fell 9%, as its products were removed from some Chinese e-commerce 

websites, labels were placed on Nike imports warning of dangers to children and a wave of 

Chinese celebrities have denounced their former overseas sponsors (33). When 

considered on a currency neutral basis this decrease in revenue is actually 13%. The main 

crux of this negative sentiment to US clothing and apparel companies from China was the 

sanctions and statements from the US and Europe condemning the alleged use of Uyghur 

forced labour in cotton production, (30) and the statement from Nike Inc. stating they 

would not use any Xinjiang cotton in production.  

Nike in its investor report blames supply chain constraints on poor revenue performance 

in its investor report alongside these government restrictions some of which were due to 

COVID-19. Many of their stores had temporary closures, with some required to operate on 

reduced hours, as well as lower physical traffic compared to pre-pandemic levels possibly 

due to customers being put off by the risks of in-person shopping. 

 

Although Nike performance was good in the middle of the year, with high sales in the 

“618” festival (34), rival domestic brands have thrown support behind Xinjiang cotton and 

are filling the gap from Nikes drop in demand (35). Given previous instances of Chinese 

government protectionism in other industries (35), this is a worrying trend for Nike Inc as 

there is a possibility barriers to trade in China may be increased if the Chinese 

Government believes that domestic companies could fill the demand. Nike hope their 

brand is not tainted from now on to the Chinese public and have large plans in China with 

a focus on utilizing fully renewable energy in their facilities by 2025, and have invested in 

logistics centers and wind powered energy sources (36), however they will need to mend 

their reputation in China if they hope to continue to grow. (Figure 16)  

 

Supply  



Nikes production consists of a large number of private suppliers in countries with low-

income populaces such as China and Indonesia, no factory accounts for more than 8% of 

Nike Brands FY2022 footwear production. All footwear and apparel products are 

manufactured by independent contractors outside the United States, while some of Nike’s 

sports equipment are produced in the United States.  

 

These suppliers consist of 120 finished goods footwear contract factories located in 11 

countries, and 279 finished goods apparel contract factories located in 33 countries. In 

FY2022 contract factories in Vietnam, Indonesia and China manufactured approximately 

44%, 30% and 20% of total NIKE Brand footwear, respectively, while Vietnam, China and 

Cambodia produced 26%, 20% and 16% of total NIKE Brand apparel. Following Nike’s 

decision to not use Xinjiang cotton China has gone from producing 23% of apparel in 2020 

to 20%, a very marginal decrease.  

 

First the first quarter of FY2022 Nike had no production from the majority of its factories 

in Vietnam and Indonesia due to COVID-19 shutdowns enforced by the governments. The 

increasing COVID-19 levels and response in China could pose a risk of supply falling such as 

it did in the first 3 months of 2022 however due to Nike Inc’s ongoing inventory issues this 

is minimized.   

Nike has gone from not having enough inventory in fiscal quarter one, due to mandated 

factory production halts, to having too much in its fourth quarter. In the fourth quarter of 

fiscal 2022 Nike experienced extended inventory transit times which then drove elevated 

levels of in-transit inventory. This inventory stayed high, especially in China where the 

reduce demand with COVID-19 restrictions and Nike’s reputation meant the product could 

not be sold. Currently inventories are $8.4 billion, a level 23% higher when compared with 

the fiscal year 2021. This is a problem experienced in all Nike regions not just Greater 

China, however due to restrictions it may be the region Nike can react the least. 

 

This is a problem that looks set to harm Nike for a very important Christmas period. Nike 

has been looking to liquidate as much excess supply as possible, focusing on off-season 

apparel in North America so it can transition its inventory to the appropriate composition 

for the holiday demand (37). This has resulted in aggressive markdowns and so although 

sales and indeed revenue may rise, margins will undoubtedly fall. Nike now expects gross 

margins for the year to decline 200-to-250 basis points (38), due to aggressive markdowns 

and discounts alongside elevated freight costs (39). Nike has managed to recover from its 

14% share drop on in September when the company reported a 44% rise in fiscal first-

quarter inventory (40), however the aggressive clearing of stock has indeed come at a 

price. 

 



Previous to the pandemic Nike had a very efficient supply process, that had was more 

likely to cause a reputational risk than a financial risk. 

Due to its ability to switch between suppliers easily this results in a large amount of 

bargaining power and depresses their costs. In the past this has resulted in human rights 

abuses and scandals, this came to light most prominently after a 1991 expose written by 

Jeff Ballinger reporting the low wages and poor working conditions in Nike's Indonesian 

factories. The risks associated with such scandals have been largely diminished since Nike 

launched its Code of Conduct in 1992.  

 

In 2021, NIKE, Inc. publicized changes to its Code of Conduct to align itself with 

expectations of key stakeholders for Nike and the apparel industry. This included an focus 

on labor rights, health and safety, and environmental regulations in order to drive supply 

chain consistency and support their 2025 targets. (4) 

 

It’s strategy is centered around using innovation to maximize its growth in a sustainable 

way to compete in the market and fulfil customer demands. It does this through heavy 

investment in its Research and Development wing. (3) Nike has its own staff of specialists 

in the areas of biomechanics, chemistry, exercise physiology, engineering, digital 

technologies, industrial design, sustainability and related fields. (6)  

 

“Our mission is what drives us to do everything possible to expand human potential. We do 

that by creating ground breaking sports innovations, by making our products more 

sustainably, by building a creative and diverse global team, and by making a positive 

impact in communities where we live and work”.- Nike mission statement. 

 

Nike now has a scorecard assessment system for potential suppliers in order to gauge 

their working practices alongside costs, delivery, and quality (57). The country risk index 

measures the risk of the country in terms of political stability and protectionism, the 

manufacturing Index adds sustainability metrics and supplier accountability to the 

scorecard (58). Using this system Nike has minimized the risks of using independent 

suppliers and avoid scandals that may damage the brand and revenues. 

 

Overall, Nike has seen more disruption to its supply line than ever before, this has caused 

increased costs, reduced margins and harmed its working capital. It has been mainly due 

to COVID-19 disruptions, and before 2020 supply chain issues were rare. In future with 

lessening restrictions and Nike’s new focus on not repeating these mistakes one could 

have a positive outlook, but currently they are not performing well in this area. There is 

also uncertainly due to the COVID-19 pandemic lingering and whether temporary closures 

may be the new normal, in this case Nike need to learn quickly. (Figure 17)  



 

 

 

 

Stock Performance 

Nike Inc. stocks are traded under the “NKE” ticker in the NYSE stock exchange since its IPO 

in December 1980. The IPO sold two million Class B shares on the public market at $22 

dollars a share, class A shares were created to maintain a controlling stake in the company 

and given to NIKE’s high ranking employees. The company’s board of directors consists of 

12 directors, 3 elected by class B share-holders and 9 chosen by class A shareholders.  

Nike since its inception has far outperformed the market, a $1000 dollar investment at 

$22 would have returned $583,255 plus dividends, while the market has returned the 

equivalent of less than $24,000 over the same period. A lot of this rapid growth occurred 

over the 80s and 90s when in 9 out of 20 years, Nike stock grew by over 50% annually. 

(10). This is unsurprising due to the growth in revenue at that time, due to the expansion 

into new sports and the explosion of the Jordan brand. 

 

Over the last 5 years Nike’s share price has been volatile, following a stable rise from 

2017-2020 Nike lost over 30% of its share price a month due to the 2020 COVID-19 market 

collapse. However, in the next 18 months following a transition in business practices Nikes 

stock rebounded to an all-time high of $177, up 164% compared to the pandemic low of 

$67. Nike achieved this through accelerated automation and increased geographical 

diversity within supply chains (12). When compared to the market these outstanding 

returns are tempered however as over the same period the S&P 500 was up 95%. Nike has 

been correlated to the US market recently, and indeed, when the markets crashed in early 

2022, so did Nike’s stock. Partially this is down to inflation reducing profits, and the 

natural ending of a bubble caused by US stimulus money, however this is also due to 

unique problems to Nike. In exhibit X, you can see that Nike has mirrored the Dow Jones 

US Footwear Index. 

 

In June 2018, Nike embarked on a $15 billion share repurchase program. Over the 4 years 



there have been 77.4 million shares purchased at an average price of $111.98 per share, 

this has cost Nike an approximate $8.7 billion dollars and has contributed to Nike’s 

performance over the last 4 years. Nike currently has a market capitalization of $175.876 

Billion dollars with 1,567,100,000 shares outstanding, and has a 5 year monthly rolling 

beta of 1.14. 

 

Nike is one of the worst performing members of the Dow Jones in 2022, is has not 

rebounded as well as the industrial average. Inventory problems have plagued Nike as 

fears of supply chain issues has resulted in overstocking in retail stores, although Nike has 

assured investors that this will be a one of issue that means margins should increase in 

following years (12). The issue that is more pressing when considering Nikes long term 

future is the reduction in demand in China. China has placed warnings on Nike imports 

saying they are dangerous to children, months after they faced a wave of backlash for past 

remarks on the alleged human rights abuses in the region. Boycotts have occurred and 

Nike reported a 55% reduction in (EBIT) in China, in the first quarter of 2022. (9) If this 

persists then Nike’s stock may not rebound. (Figure 18)  

 

 

Industry Overview 

The current state of the apparel and footwear Industry  

Nike Inc. operates in the apparel and footwear markets. The apparel Industry is worth 

approximately $1.53 trillion US dollars in 2022 (45). NYU Stern estimate the apparel 

industry beta as 1.23 as of January 2022 (44). The footwear industry is currently estimated 

to be worth $382 Billion dollars (46), with an NYU Stern estimate beta of 1.19. Both 

industries are forecasted to have large jumps in revenue in 2023, with revenue for apparel 

expected to rise 14% while footwear revenue is forecasted to rise 17%. By 2027 Statista 

estimate the apparel market to have $1.94 trillion dollars in revenue and the footwear 

market $508.2 billion dollars, this would imply a CAGR of 4.9% and 5.9% respectively. This 

is optimistic in assuming the effects of COVID-19 which have harmed the industries over 

the last 3 years will not continue.  

 

The value of Brands is of high importance to the apparel industry as consumers switch 

between companies with ease and effective brands is a rare way to maintain consumer 

loyalty. According to the 2022 Kantar BrandZ Global Report the brand value year on year 

change for the apparel industry was an increase of 20%, with an estimated combined 

brand value for the top 10 companies standing at $216,595 Million dollars (55). In a study 

by Małgorzata, Karaszewski, and Kuczmarska, they argue a positive correlation between 



brand strength and the economic performance of enterprises this subsequently increases 

sales which has a positive effect on brand equity, using data from Kantar BrandZ (66). 

 

The effect of COVID-19 

The apparel industry has radically changed since the COVID-19 pandemic in early 2020. An 

industry largely run by multinational companies with international supply lines, a high 

number of physical retail stores, and factories; all players have had to adapt in order to 

survive over the last 2 and a half years. There has been some increased demand for 

exercise and sportswear throughout the pandemic as people working from home changed 

their exercise regimes, this increased demand is predicted to outlast the coronavirus 

pandemic with GlobalData forecasting the sportswear market to grow 25% by 2025 (41).  

 

Despite this the pandemic has been highly damaging to the apparel industry, with a 

reliance on physical locations and international supply routes it was unsurprising to see 

the market contract for the first time since the 2008 recession in 2020. The apparel 

industry suffers from seasonality, demand instability, and unpredictability (42), and as the 

pandemic has required a more responsive supply chain, many companies have suffered 

from disruption (43).  

 

Factories have dealt with mandatory closures, there have been delays in shipping and as a 

result inventory levels have been volatile as companies struggle to deal with the logistics 

involved with planning for the new seasons. Subsequently, there has been a shift in the 

strategies of multinational companies where there is a priority to convert sales channels 

to direct to consumer sales. 

 

Trends in the Sporting Industry 

As mentioned previously people found new exercise habits during the lockdowns in 2020 

and they stuck, there is a rising focus level on health, and the community digital health 

apps used continue to perform into 2022. Strava, the running app, exploded in 2020 and 

in their annual report suggested the fastest-growing sports were those done in communal 

spaces that saw closures during the first year of the pandemic (47). A report from 

McKinsey found younger consumers who exercise in the United States, India and China 

have higher consumer confidence and that their increased spending will be focused on 

sporting goods among other essentials (48).  Strava grew among a wave of social media 

exercise, and firms are seeking to harness this new link between online engagement and 

sports. There is a push among all companies, not just Nike Inc, to promote Direct-to-

consumer sales. Adidas, Under Armor, and Levi’s have all targeted at least 50% of revenue 

to come from Direct-to-consumer sales (49), with the whole industry seeking to take 

adapt to a dying highstreets and the increasing reliant consumer technology relationship 



sped up by mandatory lockdowns. Developing websites, apps, and stores and building on 

their functionality has been an important way for companies to build engagement and 

increase sales. Furthermore, use of social media and data tracking has been vital to aid 

product development and demand planning, especially considering the supply chain issues 

and even demand disruption surrounding the industry currently. 

 

Sustainable Development Goals  

There is also currently a push for sustainability among apparel companies as it becomes 

more of a priority for consumers. When focusing on the UN’s 17 Sustainable Development 

Goals, the industry was expected to adapt to meet issues such as overconsumption and 

overpackaging, helping battle worker exploitation, making sure cities in which production 

takes place are safe, resilient and sustainable, and finally, lowering the carbon footprint of 

all products and shipping practices (56). As it is resource and labor intensive the global 

apparel industry has been documented as the second worst resource intensive polluter 

trailing only the oil industry (59). Companies have forced supply chains to take new 

approaches, encouraging them to select sustainable raw materials to using end-of-life 

apparel products (60). In order to avoid being branded as greenwashing it is just as 

important for firms to change their supply lines, commit to goals such as equality of 

employment and wage structure, as it is to include this in their branding. The companies 

whose brands and revenues have performed the best have ensured that they meet these 

UN criteria. 

 

Key Competitors 

Nike operate in the apparel and footwear industry which has a widely distributed 

landscape with multiple players who are clearly differentiated from each other. When 

considering Nike Inc’s direct rivals we must consider specific sports brands and focus on 

multinationals with a large market capitalization. The graph from S&P Capital below 

illustrates the size of Nike in the sportswear market, and the companies with similar EBIT 

margin and yearly sales growth (48).(Figures 19, 20, 21)  

 



 

Adidas  

Adidas is the competitor which shares the most in common with Nike. An older company 

Adidas was founded in 1924 in Germany, but started selling products across Europe and 

the US and now has a market capitalization of over €X Billion Euros. A mature company 

adidas had revenues of  €21,234 Million Euros in 2021, with a gross margin of 50.7% and 

an operating margin of 9.4%, its CAGR between 2016 and 2021 was 2.1%. Its market cap is 

€24.064 Billion and its 5 year monthly Beta is 1. 

Adidas struggled more than Nike during 2020 losing 16% of its total revenue according to 

its 2020 annual report. Although not as large in North America where Adidas’s revenues 

are a third of the size, in China and the EMEA region adidas is of similar size to Nike. 

Adidas was third in Kanar BrandZ apparel top 10 behind Nike and Zara with a brand value 

of $23,791 Million dollars.  

In a comparative analysis Mahdi, Abbas, Mazar, and George, suggest both companies have 

a broad differentiation strategy, whereby they appeal to the widest possible audience 

through creating unique products and services (50). Adidas is the one of the few 

companies who can rival Nike in terms of innovation and R&D spending, both companies 

have similar mission statements with Adidas stating: 

"We play to win in our mission to be the best sports brand in the world. Together, we are 

adidas.” 

 

Adidas in terms of brand identity and reach is aligned with Nike, the Adidas “three stripes” 

logo is as iconic as the Nike “swoosh”. Both have tried to push into each other’s home 

market with through athlete partnerships. With Adidas going after American Athletes such 

as James Harden, Damien Lillard and Aaron Rodgers, while Nike has poured billions in 

European Football. Adidas even has similar strategy in terms of acquisitions. They acquired 

Reebok in 2006 for $3.8 billion, with a target of entering into the US market, as Reebok at 

the time had a 10 year deal to exclusively manufacture and sell NFL licensed merchandise 

and jerseys (51). Adidas in 2021 sold Reebok to Authentic Brands Group(ABG) for up to 2.1 

billion euros ($2.5 billion dollars) in order to focus on its core brand (52). Adidas has also 

shown a similar commitment to sustainability with its Three Loop Strategy aiming for all 

production is to be climate-neutral by 2050 (71). 

Nike is tries to differentiate itself from Adidas through innovation and branding, its ZoomX 

technology is its latest attempt to do this, adidas has its own R&D however and has 

created Boost technology that includes Thermoplastic Polyurethane (53). Jordan Brand is 

the jewel in Nike’s crown and adds a US cultural element that Adidas does not possess, 

they tried to rival this with Yeezy’s but have since discontinued the line due to the Kayne 

West outbursts.  

 



Lululemon Athletica 

Lululemon Athletica is a Canadian high-end athletic apparel company founded in 

Vancouver in 1998. They focused on technical athletic apparel for activities such as yoga, 

running, and training (54). A much younger company than Nike it is illustrated in figure x 

the higher level of growth and higher EBIT margin Lululemon Athletica has had over the 5 

years 2015-2020. Lululemon is therefore a competitor in a different stage than Nike.  

Lululemon Athletica in 2021 had a revenue of $6,257 Million dollars, and increase of 42% 

from 2020. Its Gross Margin improved from 56% in 2020 to 57.7%, while its EBIT margin 

increased from 18.6% to 21.3%. Its market cap is $41.799 Billion and its 5 year monthly 

Beta is 1.31. CSIMarket value their market share to be 4.91%. The larger beta is logical due 

to the growth rate of Lululemon and the high variance in their stock price, they also have 

experienced a stock price shock as they, like most in the industry, reported on their higher 

levels of inventory in September. 

 

A young firm Lululemon had a revenue CAGR of 22% from 2016 to 2021, as it expanded its 

physical locations and its brand became better known. Lululemon Athletica was fourth in 

Kanar BrandZ apparel top 10 with a brand value of $20,424 Million dollars. Lululemon has 

the majority of its revenues based in North America with 69% of revenue from the US and 

15% from Canada. Although in 2022 it opened 31 new stores in the People’s Republic of 

China, meaning there now are 86 stores, the most in any country outside of the US. 

Lululemon has made it a priority to expand into China where it will be a direct competitor 

to Nike and look to cannibalize sales from them in that region.  

 

Lululemon does not sell to wholesalers taking complete control over the products 

branding and exposure to consumers. In 2021 there was a large rise in revenue of 

company-operated stores as restrictions lessened, and although Direct to Consumer 

revenue fell as a percentage of total it is still a high priority to Lululemon, in line with Nike 

and the rest of the athletic apparel industry. Its Direct to consumer net revenue increased 

22%, they attribute this to increased traffic and a higher dollar value per transaction. 

\  

Although Lululemon recognizes Nike, Inc., adidas AG, and Under Armour as competitors it 

also recognizes The Gap’s Athleta brand, Victoria's Secrets sport and lounge selection, and 

Urban Outfitters, Inc. This is due their brand placement as high-end fashionable athletic 

apparel, they are in competition with the luxury elements of Nike Brand’s apparel rather 



than trainers, heavy sportswear, the Jordan brand or Converse. 

 

Li Ning 

Li Ning is the largest Chinese athletic apparel and footwear company, founded in 1990 and 

name after champion gymnast Mr. Li Ning (61). Initially only selling products in China Li 

Ning gained international exposure with its sponsor of Olympic athletes and a partnership 

with the NBA. After the 2008 opening ceremony in Beijing the company's share price 

increased by over 3% the next trading day (62). It now sells products abroad but 98% of its 

revenue still comes from the Peoples Republic of China.  

Li Ning in 2021 had a revenue of ¥22,572 Million dollars, an increase of 56% from 2020. At 

the current conversion rate is amounts to $3,247 Million dollars, however the dollar has 

fallen against the Yuan this number was higher in 2021. Its Gross Margin improved from 

49.1% in 2020 to 53%, while its EBIT margin increased from 15.2% to 22.8%. It’s market 

cap is ¥165.717 Billion, or $21.377 Billion dollars, and its 5 year monthly rolling beta is 

0.73. 

A fast growing young company in a high growth market, Li Ning had a revenue CAGR of 

23% from 2016 to 2021. Li Ning was ninth in Kantar BrandZ apparel top 10 with a brand 

value of $3,767 Million dollars. An 86% increase from 2021, Li Ning has reportedly become 

the largest sportswear brand in China over Nike in equity terms.  

 

The 2022 Winter Olympics in China and the Pandemic have increased consumer demand 

in sports and fitness. After the Nike and others’ falling out with the Chinese Government 

over the cotton, consumer opinion of western companies is low and Chinese national 

pride means brands like Li Ning and its competitor Anta are filling the gap. With existing 

deals with NBA players, such as Dwayne Wade, Li Ning and Anta are looking to become 

the dominant brands in China, replacing the likes of Nike and Adidas and are major 

threats. Even putting aside the worrying reputational hit western companies have taken 

with Chinese consumers, China has in other industries put forward protections policies in 

order to foster the growth of domestic companies. As these firms show they can provide 

similar quality products with similar athlete endorsements, Nike and Adidas may struggle 

even more in an ever important Greater China market.  

 

Nikes Position 

Nike is the largest company in terms of revenue and brand value in the apparel industry, 

with the highest market cap by a significant level. CSIMarket estimate their market share 

to be 31% in the global market (63). 

Comparing their 5 year monthly rolling beta to the competition, of 1.14, Adidas has a 

slightly lower beta of 1 but has massively underperformed Nike with its share price 

decreasing 53% this last year compared with Nike losing 30% of value. Both have suffered 



from China’s lockdown and supply issues but Nike has rebounded better with a 36% rise 

from its year low in late September when its inventory issues were announced. Overall, in 

the last months Nike’s decision to offload product has benefited it, and allowed it to gain 

an advantage for its investors in comparison to its nearest rival, at the expense of its short 

term margins.  

 

The main risk to Nike’s long term position is the rise of competition in the Chinese market, 

however Nike still ranked first in the Chinese sportswear market with a market share of 

25.2 percent. In 2021, Anta overtook Adidas as the second largest brand gaining a 16.2 

percent market share that year, with Li Ning close behind (65). Although performing far 

better than its closest competitor, their struggles could be foreboding for the future of 

Nike in China.   

 Company Analysis 

Financial Health  

When examining the financial health of Nike Inc. we first look at its balance sheet, 

liquidity, and debt structure, in order to determine financial risks and the success of Nike’s 

executives in fulfilling their financial targets. Financial Health was determined using 

liquidity ratios, balance sheet items and debt level trends over the last 4 years.  

Nikes short term assets have consistently stayed at over double the level of its short term 

liabilities, comfortably covering its short-term obligations. It’s Cash ratio has decreased 

from 1.02 in 2021 to 0.8 this year, however is still much higher than its 2019 ratio of 0.6, 

when the climate was far more stable. Alongside the current and quick ratio being very 

healthy we are positive about the financial health of Nike Inc. The strong cash position 

implies executives have prioritised lower executional risk over deploying a large amount of 

its cash to maximise its return, this is responsible considering the current inventory issues 

surrounding Nike retail outlets. (Figure 22, 23)  

In addition to covering its short term obligations, Nikes short term assets have also 

consistently stayed at over double the level of its long-time liabilities, comfortably 

covering its long-term obligations. Nikes long term debt in 2022 was $8,922 million 

dollars, a 5.24% decline year-over-year. When considering Nikes debt level, it has been 

remarkably consistent at $9.4 Billion, since a jump in debt in early 2020, understandable in 

regard to changes to Nike’s processes evolving at the start of the pandemic. Since the end 

of 2020 Nikes Debt-to-equity ratio has improved from 90% to 60%. Although the trend is 

positive there is still work to be done to reduce Nike’s debt-to-equity ratio to its pre-

pandemic level of 38%.  



In our opinion the increases in equity while debt remains constant gives a positive 

outlook, especially considering the operating cashflow covering an increasing amount of 

the debt. The decreasing debt ratio of Nike coupled with increasingly healthy liquidity 

ratios provide a positive view, especially when combined with the stability of its revenue 

streams, even regarding the doubt over its Greater China segment. (Figure 24)  

 

 

Sales Driver Analysis  

When considering the drivers for Nikes revenue, all regions were had negative growth in 

2020 except for Greater China, but rebounded in 2021 with Europa, Middle East and Africa 

and Greater China having revenue growth of 23%. Asia Pacific & Latin America had a small 

growth of 6% in 2021 as Nike struggled to deal with COVID-19 in the region more than 

others, however Asia Pacific & Latin America grew to its largest and most profitable 

quarter ever in Q3, thanks in large part to impressive digital growth. Nike struggled in the 

second half of 2022 in Greater China, due to lockdowns resulting in less physical sales 

being transacted. The expansion of the Nike App into those areas and introducing digital 

platforms in brick and mortar stores has increased the revenue of Nike in areas most hit 

by the pandemic. (14) 

Indeed, Nike viewed direct to consumer and digital sales as growth drivers for NIKE last 

year. The direct-to-consumer business was up 20% in 2021 in Greater China, while NIKE 

Brand digital sales increased 59%. In all geographies, double digit growth was experienced 

in digits sales. (15) Digital sales already makes up over 25% of Nikes sales, up from 10% in 

2019, and we expect this to continue growing into 2023 as Nike’s Triple Double Strategy is 

implemented. (16) 

 

This is further highlighted in our report as Sales to Wholesale Customers decreased by 1% 

in 2022 while Sales through Direct to Consumer increased by 32% making up 42% of 

revenue compared to 38% of revenue in 2021. 

When we look at revenue by product Footwear has remained constant at 67% of total 

revenue, this is consistent with apparel and equipment who also have stayed steady at 

30% and 3% of revenue respectively. Nike however have put a focus womenswear 

recently, even if its proportions of product category have steady similar. Nike have 

ensured shareholders they have invested heavily in womenswear to give it an equal 

footing among menswear. (17) 

 



 

Cost Driver Analysis  

Nike’s cost of goods sold as a percentage of revenue has remained steady at 55% of 

revenue for the last three years. Demand creation expense consists of advertising and 

promotion costs, comparable to selling and marketing expenses. (Figure 25) Demand 

creation expenses are steady at around 10% aside from a dip to 7% in 2021, and general 

and administrative expenses minus depreciation were around 21%. Nike explain the 2022 

24% increase in demand creation expenses as continued investments in digital marketing 

to support heightened digital demand. The CAGR of cost of products sold was 5.79% from 

2017 to 2022, demand creation expenses was 2.88%, while General and administrative 

expenses minus depreciation was 9.22%. (Figure 26, 27)  

Nikes largest cost driver cost of products sold is majority made up of inventory and 

warehousing costs. Nikes margins are expected to take a hit this year following inventory 

problems. Inventory problems have plagued Nike as fears of supply chain issues has 

resulted in overstocking in retail stores, although Nike has assured investors that this will 

be a one of issue that means margins should increase in following years (12).  

Nike executives have warned that there will be mass markdowns which will seriously 

affect margins but that they should rebound in late 2023 and 2024, and that they don’t 

expect this issue to be repeated, however it has affected stock prices of Nike and retailers 

such as dicks sporting goods. (18) Although this has not caused a significant increase in 

cost of goods sold due to Nikes success in offloading excess inventory, Nike has had to 

reduce prices in order to offload products resulting in the average revenue per product 

falling in the last three months of the calendar year. This has not had a large effect on 

their 2022 margins but will likely be more fully felt in their 2023 results. (Figure 28)  

 

 

Margins and Profitability  

Nike’s gross profit margin has increased to 46% from 44.8% in FY2021, we expect this to 

rise further from 2024 onwards as lockdowns decrease in frequency and supply chain 

issues abate. This margin is worrying when compared to the industry; adidas their closest 

competitor, whom also suffered from inventory problems, had a gross margin of 50.7%, 

and all other smaller competitors had margins of over 50%.  

Nike’s EBIT margin is down from 15.58% in 2021 to 14.29% in 2022, this is 



understandable considering product markdowns and a significant rise of 24% in demand 

creation expense back to its pre-2021 level. Comparing this to Nikes competitors, Adidas 

had an operating margin of 9.4%, while smaller regional competitors, such as Lululemon 

Athletica and Li Ning, had EBIT margins of over 20%. This is encouraging as Nike is 

outperforming its nearest competitor in terms of revenue size and EBIT margin, however 

the outstanding performance of its regional competitors, especially in the Chinese market 

may insinuate some advantage to their specialization. 

 Through Nike’s plan to improve Consumer Direct Offense, they employed the Triple 

Double Strategy in 2019. In this strategy they targeted a Low-thirties percentage rate of 

return on invested capital (ROIC). ROIC is a profitability measure and was 46.50% for Nike 

in 2022 down from 48.80% the year prior, although having decreased in context this is far 

above the target Nike set for itself in 2019. 

Overall, when analyzing Nike Inc., we found there are both supply and demand factors 

that have caused an increase in its revenue and a decrease in its margins in 2022. It is a 

healthy company that is a market leader and performing well in its field, its continued 

success will rely on smoothing its inventory problems, maintaining Chinese demand and 

building on its Direct-to-consumer push that it has benefitted from since 2019. 

 

Forecasting  

Revenues 

The reportable operating segments for the NIKE Brand are: North America; Europe, 

Middle East & Africa (EMEA); Greater China; and Asia Pacific & Latin America (APLA). 

Converse is a reportable operating segment as of itself and separate to the Nike Brand. 

Growth rates were forecasted based on the expected change to market share alongside 

the performance and growth of the region or market itself. (Figure 29)  

Converse has a checkered history as a Nike acquisition with many questioning whether 

divestment was pertinent as revenues stagnated between 2015 and 2019, with converse 

losing 3.8% of its revenue in that period. Since the pandemic, Converse have had an 

overhaul however with product diversification, coupled with a more direct, branded and 

immersive digital experience (67). Since then in 2021 and 2022 they have experienced 

19% and 6% growth respectively. With double-digit growth in its direct to consumer 

revenue, and wholesale declines we expect this trend and a 6% growth rate to continue 

for Converse (68). (Figure 30)  



Nikes outlook depends on its ability to gain market share in these regions, as well as the 

growth of the regions themselves. Nike has the largest brand value of any apparel 

company, and this is value is consistently high in all its operating regions. Nike has a 

leading market share of 43.7% in the global sportswear segment, the two next companies 

Adidas, 23.7%, and Puma, 7.6%, have far less market position and brand recognition (69). 

Whether Nike can continue to increase market position as well as the growth of the 

market as a whole is different in each geographic segment. The revenue of the global 

activewear market was estimated to be $379.77 Billion US dollars in 2022, and forecasted 

by Statista to have a CAGR of 3.7% over the next 5 years (70). 

North America is the largest of the Nike brand geographic segments with a revenue of 

$18,353 Million, 41% of total revenue. North American region as the CAGR of revenue 

from 2013 to 2022 is 5.1%, a rate conclusive with a mature market. Revenue in the total 

Apparel market amounts to US$364.20bn in 2022, and was forecast to have a . The value 

of the athletic apparel market in North America stood at 67.4 billion U.S. dollars in 2021 

and is forecast to exceed 85 billion U.S. dollars by 2026. For Nike to achieve a CAGR of 

4.7% over this time period it would need to maintain its market share. Considering the 

growth of domestic competitors, such as Lululemon, we believe Nike will maintain not 

grow market share. (Figure 31)  

Europe, Middle East & Africa (EMEA) has revenues of $12,479 Million. It had a 12% growth 

rate in 2022, currency adjusted, and has a CAGR of 9.4% considering the revenue from 

2017 to 2022. Nike has X market share in the EMEA sportswear market. A report from 

Euromonitor forecasted growth between 1 and 2% a year from 2023 onwards (72). 

However, Statista forecast a 5.94% CAGR in the Apparel market with 20222 revenue 

surmounting to US $397.20billion. Due to the positive trends in European exercise, the 

strong e-commerce performance also mentioned in the Euromonitor report and the past 

performance in the region we forecast a 5.94% annual growth rate for 2023 onwards, with 

market growth in the sportswear market being lower but market share continuing to rise. 

(Figure 32)  

The Asia Pacific & Latin America region has a revenue of $5955 Million Dollars, up 9% 

from 2021. Its CAGR of 4.7% in the last 5 years is the lowest of all Nike Brand’s regions. A 

reason for this is the Asia Pacific region have slowing sports apparel markets, Japan 

whom made up over 20% of APLA revenue in 2017 has had a shrinking sports apparel 

market in terms of revenue. Statista forecast the Japanese market will grow by 1% 

between now and 2030 (73). While Nike’s strategy in Latin America is at odds with its 

triple double direct to consumer plan, with an expansion of its distributor business model 

(74). For the APLA region we forecasted a 4.30% growth rate as the markets and Nike 

attention to them is underwhelming. (Figure 33)  



China is the fastest growing of the Nike brand geographic segments with a revenue of 

$7,547 Million. China has a CAGR of revenue from 2017 to 2022 of 12%, a rate that 

indicates a growing market, but lost 9% of revenue in 2022 year on year. This was due to 

lockdowns and poor consumer sentiment of Nike. In 2021, market of sportswear in 

Greater China was approximately 59.2 billion U.S. dollars, Statista estimate a CAGR of 

5.23% for the sportswear market over the next 5 years. We expect Nike to continue to 

increase market share somewhat but with new rivals such as Li Ning and Ante and the 

naturally slowing demand as China tapers into a more mature market we forecast a 

growth rate of 5.59% for 2023 and onwards. However there are still significant risks of 

Chinese protectionist policies and further lockdowns, harming retail sales. (Figure 34, 35)  

Cost Structure 

Nike’s costs can be broken down to four categories, cost of sales sold, demand creation 

expense, and operating overhead expense. 

Nikes cost of sales has been remarkably consistent since 2014, although Nike Inc. has 

suffered inventory problems and has implemented markdowns as a result the cost of 

sales decreased to 54% from 55% in 2022. We expect this number to rise back to the 

previous level of 55% in 2023, and continue as such throughout the next 10 years.  

Selling and marketing expenses, otherwise known as Demand creation expenses, are 

forecasted to rise to 10% of revenue from 8% in 2022 and remain there until 2032 as Nike 

maintain their efforts to invest in digital marketing to support heightened digital demand. 

Demand creation is made up of all promotional costs, this includes the costs of 

endorsement contracts with athletes, television, digital and print advertising and media 

costs. Since Nike Inc.’s business model revolves around athlete partnerships and through 

that maintaining their brand this increased level is consistent with their statements and 

investor reports. 

Operating overhead expense increased 11% for fiscal 2022 to $10,954 Million dollars, 

22% of revenue. This was the level in 2020 and 2019. Operating overheads is made up of 

employee costs such as wages, research and development expenses, bad debt expense as 

well as other administrative expenses such as rent, depreciation and amortization. 

Depreciation was forecasted stable at 2% similar to non and post pandemic years. The 

increase attributable to higher strategic technology investments from Nike and wage 

increases. 

Valuation 



Using discounted cash flow method, core cash-flows were forecasted and then 

discounted and then computed with a terminal valuation to give an EV. Core cash 

flows were negative in 2020 due to the pandemic closing physical stores and 

halting business, due to the performance in 2021 they then rose to $6,459 Million 

dollars. However, due to inventory problems and falling margins core cash flow 

dropped in 2022, we expect this to be recified in 2023 and by 2027 reach a stable 

state with steady growth. 

Cost of Debt 

To determine Nike’s Cost of Debt we decided to investigate its long-term debt. We have 

all the information about the bonds that Nike has issued, total of 8 billion valuation. We 

calculated weighted average yield of those bonds which is equal to 5.24%. As Standard & 

Poor's rating and Moody’s rating rated Nike’s bonds with the rating of AA- and A1 

respectfully. Nike’s debt has very high rating and is considered as an investment grade, so 

we will consider this weighted average YTM as Nike’s Cost of Debt. 

Cost of Equity 

To calculate Nike’s Cost of Equity we need to find its beta. We took S&P 500 Index as a 

represent of the entire market. We calculated beta using monthly prices of S&P 500 and 

Nike of the past 5 years. Nike’s Beta is equal to 1.111368. After finding the beta we 

calculated market return, as before we used S&P 500 as a represent of the whole market. 

We calculated Market return finding an average annual return for the historical period 

from 2018 to 2022. We chose this period to include a pandemic and Ukrainian crisis as 

those two catastrophes had their effect on the financial market and we will still fill the 

consequences for a long time. We received 6.52% of market return (Figure37) . We also 

took 10Y US Treasury bond interest rate as a risk-free rate, it is 4% at this moment, which 

is not surprising, considering nowadays situation. We calculated company’s 6.80% of Cost 

of Equity using CAPM formula.  

WACC 

As we now have both Cost of Equity and Cost of Debt, we can calculate company’s WACC. 

At first, we received 4.14% after tax cost of debt, then we calculated D/E+D and E/E+D 

ratios and finally find Nike’s WACC, which is equal to 6.57%. (Figure 38)  

ROIC and Core Growth Rate 

We can see that Covid affected to company’s ROIC as well, there are a high volatility in 

that period, but even in 2020 which is not the best year for the market and for Nike as 

well, ROIC was only decrease to 18% and after the pandemic we can see its consolidation 



and till the end of the forecasted period it will remain around 30%. We can see more or 

less the same picture for the Core Growth Rate, during Covid it was extremely volatile 

after decreasing to -28% its skyroked to 111%, after that we can see a consolidation as in 

ROIC and slow recovery from the negative ratios as in 2022 and 2023 it will flow around 

3% till the end of predicted period.  

Terminal growth rate 

From the last forecasted year Nike will continue to growth and that rate is Nike’s terminal 

growth rate or perpetuity growth rate. To make an assumption about this rate which of 

course has enormous effect on the valuation, we will use an inflation rate and GDP 

growth rate. As a rule to make an assumptions about company’s terminal growth rate we 

should consider the historical inflation rate and the average GDP growth rate. If we take a 

growth rate less than inflation rate it will mean that in future, in some point company will 

not exist anymore, if we take a terminal growth rate higher than GDP growth rate it will 

mean that Nike will outperform the whole market in the future forever. Taking into 

consideration all the characteristic of Nike we can see that none of those scenarios seems 

meaningful, so Nike’s terminal growth rate range close to this numbers. Average 

historical inflation rate in US is 3.57% which growth a lot after the pandemic and the war 

in Ukraine, the average historical GDP growth rate in US is 3.14%. As the extremely high 

inflation rates of the past years has changed nowadays picture a little bit we will take a 

GDP growth rate as our terminal growth rate 3.14%.   

Sensitivity Analysis 

We have considered a sensitivity with 2 variables, WACC and Terminal Growth rate. 

Setting a step size of 0.2% for both variables we have a WACC from 6.37% to 6.77% and 

Terminal Growth rate of 2.94% to 3.34%. We applied those changes for the company’s EV 

and have around 123 billion as a worst case and 140 billion as the best case. In terms of 

share price, according to the worst scenario we have 76.9 and 94.05 according to the 

best scenario. (Figure 40)  

Conclusion 

This equity research report has valued the share price of Nike Inc. at $87.19 at the time of 

December 2022, using a DCF valuation method with assumptions listed in this report. The 

current trading price on the 16th of December is $105.54, 21.0% above our valuation. We 

estimate the stock is overvalued and the recommendation would therefore be “SELL”. 
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Financial Statements 

Disclosures and Disclaimers 
 

Report  Recommendations 

Buy Expected total return (including expected capital gains and expected dividend yield) 

of more than 10% over a 12-month period. 

Hold Expected total return (including expected capital gains and expected dividend yield) 

between 0% and 10% over a 12-month period. 

Sell Expected negative total return (including expected capital gains and expected 

dividend yield) over a 12-month period. 

 
 

This report was prepared by [insert student’s name], a Master in Finance student of Nova School of Business and Economics 

(“Nova SBE”), within the context of the Field Lab – Equity Research. 

This report is issued and published exclusively for academic purposes, namely for academic evaluation and master graduation 

purposes, within the context of said Field Lab – Equity Research. It is not to be construed as an offer or a solicitation of an 

offer to buy or sell any security or financial instrument. 

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who revised the valuation 

methodology and the financial model. 

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE understanding that 
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Nova SBE, the author, the present report and its publishing, are excluded from the persons and activities requiring previous 

registration from local regulatory authorities. As such, Nova SBE, its faculty and the author of this report have not sought or 

obtained registration with or certification as financial analyst by any local regulator, in any jurisdiction. In Portugal, neither the 

author of this report nor his/her academic supervisor is registered with or qualified under COMISSÃO DO MERCADO DE VALORES 

MOBILIÁRIOS (“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or 

distribution of this report was required and/or obtained from any local authority, given the exclusive academic nature of the 

report. 

The additional disclaimers also apply: 

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the author of this report 

are to be qualified as an investment adviser and, thus, registration with the Securities and Exchange Commission (“SEC”, 

United States of America’s securities market authority) is not necessary. Neither the author nor Nova SBE receive any 

compensation of any kind for the preparation of the reports. 

 

 

Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading Act), this entity is 

not required to register with or otherwise notify the Bundesanstalt für Finanzdienstleistungsaufsicht (“BaFin”, the German 

Federal Financial Supervisory Authority). It should be noted that Nova SBE is a fully-owned state university and there is no 

relation between the student’s equity reports and any fund raising programme. 

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be a regulated 

activity, it must be carried on “by way of business”. All regulated activities are subject to prior authorization by the Financial 

Conduct Authority (“FCA”). However, this report serves an exclusively academic purpose and, as such, was not prepared by 

way of business. The author - a Master’s student - is the sole and exclusive responsible for the information, estimates and 

forecasts contained herein, and for the opinions expressed, which exclusively reflect his/her own judgment at the date of the 

report. Nova SBE and its faculty have no single and formal position in relation to the most appropriate valuation method, 

estimates or projections used in the report and may not be held liable by the author’s choice of the latter. 

The information contained in this report was compiled by students from public sources believed to be reliable, but Nova SBE, 

its faculty, or the students make no representation that it is accurate or complete, and accept no liability whatsoever for any 

direct or indirect loss resulting from the use of this report or of its content. 

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering and/or suspend the 

coverage of any listed company, at any time, without prior notice. The students or Nova SBE are not responsible for updating 

this report, and the opinions and recommendations expressed herein may change without further notice. 

The target company or security of this report may be simultaneously covered by more than one student. Because each student 

is free to choose the valuation method, and make his/her own assumptions and estimates, the resulting projections, price 

target and recommendations may differ widely, even when referring to the same security. Moreover, changing market 

conditions and/or changing subjective opinions may lead to significantly different valuation results. Other students’ opinions, 

estimates and recommendations, as well as the advisor and other faculty members’ opinions may be inconsistent with the 

views expressed in this report. Any recipient of this report should understand that statements regarding future prospects and 

performance are, by nature, subjective, and may be fallible. 

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the target company 

and/or security, namely the possible exchange rate risk resulting from the security being denominated in a currency either 

than the investor’s currency, among many other risks. 

The purpose of publishing this report is merely academic and it is not intended for distribution among private investors. The 



information and opinions expressed in this report are not intended to be available to any person other than Portuguese natural 

or legal persons or persons domiciled in Portugal. While preparing this report, students did not have in consideration the 

specific investment objectives, financial situation or  

 

particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in 

any security, namely in the security covered by this report. 

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion about the target 

company and its securities. He/ She has not received or been promised any direct or indirect compensation for expressing 

the opinions or recommendation included in this report. 

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship (remunerated or 

not) in [insert the Company’s name]. This Company may have or have had an interest in the covered company or security” 

and/ or “A draft of the reports have been shown to the covered company’s officials (Investors Relations Officer or other), 

mainly for the purpose of correcting inaccuracies, and later modified, prior to its publication.”]  

The content of each report has been shown or made public to restricted parties prior to its publication in Nova SBE’s website 

or in Bloomberg Professional, for academic purposes such as its distribution among faculty members for students’ academic 

evaluation. 

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and companies, through 

donations, or indirectly by hiring educational programs, among other possibilities. Thus, Nova SBE may have received 

compensation from the target company during the last 12 months, related to its fundraising programs, or indirectly through 

the sale of educational, consulting or research services. Nevertheless, no compensation eventually received by Nova SBE is 

in any way related to or dependent on the opinions expressed in this report. The Nova School of Business and Economics 

does not deal for or otherwise offer any investment or intermediation services to market counterparties, private or intermediate 

customers. 

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous consent of its 

author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE may decide to suspend this 

report reproduction or distribution without further notice. Neither this document nor any copy of it may be taken, transmitted 

or distributed, directly or indirectly, in any country either than Portugal or to any resident outside this country. The dissemination 

of this document other than in Portugal or to Portuguese citizens is therefore prohibited and unlawful. 
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