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1 Introduction  

Fundamental analysis is an important tool for investors and that they can do their decision 

making with it. Fundamental analysis is the comprehensive analysis, so describe it separately 

is necessary.  

Fundamental analysis consist of three main parts, which are macroeconomic analysis, 

industry analysis, and business analysis. For macroeconomic analysis, the macroeconomic 

has a big influence on firm’s profit, so fundamental analysis has to consider the business 

environment, which examining the state aggregate economy and also international economy. 

For industry analysis, considering firm’s inside information is also as important as 

macroeconomic analysis. Industry analysis is the analysis of a specific branch of 

manufacturing, service, or trade. And business analysis, which focuses on financial analysis 

and the intrinsic value of the company, is very important part of fundamental analysis.  

Main goal of this thesis is fundamental analysis of Nike, it means that the result of this 

thesis is investment recommendation for the investors. 

For the structure of this thesis, methodology of fundamental analysis and main economic 

situation of Nike will be described in first chapter. In following chapters, macroeconomic 

analysis of US, industry analysis of Nike, business analysis of Nike will be analysed. Finally 

the SWOT of Nike will be performed. 

Considering the Nike, fundamental analysis is to produce a value that an investor can 

compare with the security's current price, and the aim is figuring out what kind of position to 

take with that security. It means that if the stock price is underpriced, it is better to buy; and if 

Nike stock price overpriced, it is better to sell. We can say that managers use fundamental 

analysis to correctly determine the company’s value, and consider this company is good or 

bad. 
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2 Description of the fundamental analysis 

methodology 

Fundamental analysis has three parts, which are macroeconomic analysis, business 

analysis, and industry analysis. In macroeconomic analysis, we descript the gross domestic 

production, interest rate, inflation rate, monetary and fiscal analysis, and global economic 

impact of US. In business analysis, we specifically introduce financial ratio analysis and 

intrinsic value calculation analysis. In industry analysis, we generally introduce the business 

cycle analysis and five force analysis. The specific description would be shown in following 

part. 

2.1 Macroeconomic analysis 

Fundamental analysis of Nike’s prospects should start with the global economy, 

especially macroeconomic analysis. Macroeconomics is the field of economics that studies 

the behavior of the aggregate economy. Investors want to predict the direction of the 

economy and its influence on the whole future stock market. So it is necessary to determine 

some economic statistics which can describe the state of the macro economy. In this part, the 

main situation of US macroeconomic will be described. Further more, we should know how 

these macroeconomic factors impact on the Nike. Very important macroeconomic factors are 

GDP, inflation and the policy from government and central bank. The data should be showed 

by table or graph. 

For the macroeconomic, gross domestic product (GDP) is quite important item to 

describe one state’s whole economic situation, because GDP is the measure of the economy’s 

total production of goods and services. Rapidly growing GDP indicates an expanding 

economy with ample opportunity for a firm to increase sales.
1
 So the statistic of GDP will 

provide a measure of economy activity which are more narrowly focus on the economy 

manufacturing part. 

Inflation is a phenomenon of the general level of price rise. There are two way to 

measure inflation, which is consumer price index (CPI) and the GDP deflator. The CPI shows 

                                                        
1 Alan J. Marcus, Alex Kane, Zvi Bodie. Investments and Portfolio Management. 2010/ chapter21.2  
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the current price of a selected basket of goods and services which is updated periodically. 

And the GDP deflator is the ratio of the nominal GDP to real GDP. Specifically, if nominal 

GDP is higher than real GDP, we can assume that the prices of goods and services have 

already been raised. High rates of inflation are connected with overheated economic, so 

demand for goods and services is exceeding capacity of production. It will lead to upward 

pressure on prices. 

Interest rate is also very important indicator of the economic information. Real interest 

rates are the key determinants of expenditure of business investment, because high interest 

rate will reduce the present value of future cash flow, and reducing the attractiveness of 

investment opportunities.  

Government policy, which are fiscal policy and monetary policy are the necessary tool 

for the economic and business problem. Fiscal policy refers to the government’s spending and 

tax actions and is part of “demand-side management.” Fiscal policy is probably the direct 

way either to stimulate or to slow the economy.
2
  Government budget deficit or budget 

surplus is the way to indicate the net impact of government fiscal policy. A large deficit 

means government expenditure is more than its tax saving.  

Monetary policy refers to the manipulation of the money supply to affect the macro 

economy and is the other main leg of demand-side policy.
3
 The main subject of monetary 

policy is central bank, which use some monetary tool to adjust and control the economy. And 

a simple way of monetary policy is the central bank’s open market operation, which means 

there is a need to increase cash in economy and central bank will buy government bonds. 

Thereby, the cost of borrowing money, interest rate, will be reduced because the demand for 

the bonds will increase their price and push the interest rate down. On the contrast, central 

bank will sell its treasury bill when central bank needs to absorb extra money in the economy. 

It also pushes inflation levels down. 

Other items such as unemployment and currency rate are also very important to analyze 

the macro economy. Unemployment rate is the percentage of the total labor force and 

measure the extent to which the economy is operating at full capacity. For the global 

economy, exchange rate is the rate at which domestic currency can be converted into foreign 

                                                        
2 Alan J. Marcus, Alex Kane, Zvi Bodie. Investments and Portfolio Management. 2010/ chapter21.4 
3 Alan J. Marcus, Alex Kane, Zvi Bodie. Investments and portfolio management. 2010/chapter21.4 
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currency. This factor affects the international competitiveness of a country’s industries. 

2.2 Industry analysis 

   Industry analysis is dividing an economy into different pieces allows for more in-depth 

analysis of the economy as a whole. It means every economy can be divided into different 

sectors, such as oil and gas sector, food sector. For individual companies, the largest source of 

revenue is the companies’ sector classification. Selecting a good industry to invest is very 

important, because it is difficult for a company to do well in a troubled industry. Stock within 

the same sector often rise and fall as a group because the same excessive factors exist for all 

members. Some sectors are more volatile than others, reacting more strongly to changes in 

the overall economy. 

The classification of industry analysis was considered by some factors, such as operating 

leverage which is the division between fixed cost and variable costs, and sales sensitivity to 

business condition. Industry analysis can be divided into four main parts according to 

economy activity, which are cyclical industry, neutral industry, defensive industry and growth 

industry. Cyclical industry is the performance that positively related to economic; neutral 

industry is insensitive which have very small impact of economic cycle; defensive industry is 

the performance which is negatively related to economic cycle; growth industry is 

characterized by rapid growth in sales and independent of the business cycle. 

Sectors are often studied by investors and economists to better understand the factors and 

limitations to corporate profit growth. Stock within the same sector often rise and fall as 

group because the same overlying factors exist for all members. There are four life cycle of an 

industry, which are start-up stage, consolidation stage, maturity stage and decline stage. In the 

star-up stage, there are many new companies exist, and these companies grows rapidly, such 

as genetic engineering industry. In the consolidation stage, the companies will experience a 

shakeout period, such as the industry of video game. In the maturity stage, industry will grow 

with economy, such as automobile industry. In the decline stage, the industry will grow 

slowly than economy growth. 

The other industry analysis is Porter five forces analysis, which is frequently used to 

identify an industry's structure in order to determine an industry's weaknesses and strengths. 

This analysis was named after Michael E. Porter, which identifies and analyzes five 
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competitive forces of every industry, and helps determine corporate strategy. Furthermore, 

this analysis also can be applied to any segment of the economy to search for profitability and 

attractiveness.
 4

  

As the framework, this five force analysis to analyses the company and then develops 

strategies for the company development. It includes: Threat of new entry, Bargaining power 

of suppliers, Pressure from substitute products and services, Bargaining power of buyers, 

Rivalry between existing competitors. 

2.3 Business analysis 

Company analysis is analysis of the company’s financial position, produce and services, 

and competitive strategy. When analyst acquires some information about a company’s 

external environment, the company analysis can be used and determined. The analyst will 

seek to determine the character of the strategy and how the company plans to fulfill the 

strategy. The hope of low-cost strategy is that achieving a larger market share, which means 

that the company can increase price to gain higher return. This strategy has to seek to cost 

control, efficient operating and appropriate managerial motivation. Therefore, financial 

statement analysis is quite important to determine the company’s business situation.  

2.3.1 Nike company description 

Nike, Inc. is a company in the United States near Beaverton, Oregon. The company was 

founded on January 25, 1964, which was first introduced as Blue Ribbon Sports. The original 

founders of Nike are Bill Bowerman and Philip Knight. 

Nike is the one of world's biggest brand of sports shoes, clothes and equipment. Nike has 

more than 700 shops around the world and has offices located in 45 countries outside the 

United States. And most of the factories are located in Asia, which including Indonesia, China, 

Taiwan, India, Thailand, Vietnam, Pakistan, Philippines, and Malaysia.  

Nike principal business activity is the design, development and worldwide marketing and 

                                                        
4Alan J. Marcus, Alex Kane, Zvi Bodie. Investments and Portfolio Management. 2010 /chapter 9 

https://simple.wikipedia.org/wiki/Company
https://simple.wikipedia.org/wiki/United_States
https://simple.wikipedia.org/w/index.php?title=Beaverton&action=edit&redlink=1
https://simple.wikipedia.org/wiki/Oregon
https://simple.wikipedia.org/wiki/Earth
https://simple.wikipedia.org/wiki/Trademark
https://simple.wikipedia.org/wiki/Sport
https://simple.wikipedia.org/wiki/Shoe
https://simple.wikipedia.org/wiki/Clothing
https://simple.wiktionary.org/wiki/equipment


 

 

 
10 

selling of high quality footwear, apparel, equipment, accessories and services. Nike sells its 

products under its own name including Nike Golf, Nike Pro, Nike+, Air Jordan, Team Starter, 

and companies it owns such as Bauer, Cole Haan, Hurley International and Converse. 

Nike rely on specialists in the fields of biomechanics, exercise physiology, engineering, 

industrial design and related fields, as well as research committees and advisory boards made 

up of athletes, coaches, trainers, equipment managers, orthopedists, podiatrists, and other 

experts to develop and test cutting edge performance products. Nike focus on their technical 

innovation and quality, which control in the design. And manufacturing process of footwear, 

apparel, and athletic equipment is essential to the commercial success of their products. In 

addition, research and development also plays a key role in technical innovation.
5
  

2.3.2 Financial statement analysis 

Financial statement analysis shows us how investors use financial data as inputs into the 

stock valuation analysis. So the basic source of data is very important to determine, which are 

income statement, the balance sheet, and the cash flows statement. We also Use some 

important ratio such as profitable ratio, liquidity ratio and solvency ratio to analysis the 

economic situation of Nike.
6
 

The income statement is a summary of the probability of the company over a period of 

time. It finally represents the net income of the company during the operating period, which 

is the different between the revenue and expense. The balance sheet provides a main 

impression of the financial condition of the company at a specific time. It shows a list of the 

company’s assets and liability at that moment and the shareholders’ equity, which is the 

different between assets and liability. Different between the income statement and the balance 

sheet, cash flow statement refers to cash for the financial transaction. And cash flow 

statement recognizes the cash implication of capital expenditure when it occurs. Therefore, it 

adds back the depreciation items which were used to compute net income. Cash flow 

statement represents the cash flows separately for operating activity, investment activity and 

financial active 

                                                        
5 http://investors.nikeinc.com/files/doc_financials/AnnualReports/2012/docs/nike-2012-form-10K.pdf 
6 [5] Arthur J. Keown, John H. Martin, John W. Petty, David F. Scott. Financial Management: Principles and Applications. 

2004 

https://simple.wikipedia.org/wiki/Air_Jordan
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The other parts of financial statement analysis are profitability measures and ratio 

analysis. Profitability measures focus on the company’s revenue, which is return on assets 

(ROA) and return on equity (ROE). ROE measures profitability for equity contribution, 

which is defined as net profit divided by the book value of equity. ROA is measures 

profitability for all capital contribution. There are also some relationship between ROA and 

ROE, and this relationship is affected by the company’s policies.  

Secondly, there are some ratios will be analyzed to determine the company profitability, 

which are profitability ratio, leverage ratio, turnover ratios and liquidity ratios.  

Profitable ratios 

Profitable ratios indicate a company's overall efficiency and performance. We can divide 

profitability ratios into two types: margins and returns. For margin, there are operating profit 

margin and net profit margin. For ratio, there are return on asset and return on equity. The 

specific explanations will be described in following part.
7
 

Operating profit margin 

Operating profit which is the same meaning with EBIT is found on the company's income 

statement. EBIT is earnings before interest and taxes. The operating profit margin focuses on 

EBIT as a percentage of sales. The operating profit margin ratio is a measure of total 

operating efficiency, combining all of the expenses of ordinary items of daily operating 

activity. The formula is as follow: 

Revenues

EBIT
 margin profit Operating                                      (2.1) 

Net profit margin 

When investors just want to get a simple profitability ratio analysis, net profit margin is 

the most often margin ratio used for operating activities. The net profit margin shows how 

much revenue shows up as net income after all costs are paid. The net profit margin measures 

profitability that after consideration of all expenses, which including taxes, interest, and 

depreciation. The formula is as follow: 

                                                        
7 Alan J. Marcus, Alex Kane, Zvi Bodie. Investments and Portfolio Management. 9th edition. McGraw-Hill Europe 
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venuesRe

EAT
margin profit Net                                             (2.2) 

Return on asset (ROA) 

ROA indicates how profitable a company is relative to its total assets, which is calculated 

by dividing a company's net income by its total assets. The ROA gives investors an idea of 

how effectively the company is converting the money that it has to invest into net income. 

The higher the ROA, the better for the company which is earning more money on less 

investment. The formula will be shown at follow:                                            

assets  Total

income Net
ROA                                                    (2.3) 

Return on equity (ROE) 

ROE is shown the amount of net income returned as a percentage of shareholders equity. 

ROE measures a company's profitability by indicating how much profit a company generates 

with the money shareholders have invested and how well a company uses investment funds to 

generate earnings growth. In general, it is better that ROE between 15% and 20%. The 

formula will be shown at follow: 

equity  Total

income Net
ROE                                                   (2.4) 

Liquidity ratios 

Liquidity ratios include the current ratio, the quick ratio and the cash ratio. The different 

is about assets as relevant in calculating liquidity. Liquidity ratios are used to determine a 

company's ability to pay off its short-terms debts obligations. Generally, the higher the value 

of the ratio, the larger the margin of safety that the company earnings to cover short-term 

debts. 

Current ratio 
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Current ratio, the asset in current ratio is current assets, and the debt is current liabilities 

in the balance sheet. Current ratio indicates a company’s liquidity, which measure by the 

liquid assets relative to the liquid liabilities. It expresses how quickly the short-term liabilities 

are covered by current assets. If the value is greater than 1.00, it means fully covered.  The 

formula is as follows:  

sliabilitie  term-Short

assets Current
ratio  Current                                    (2.5) 

Cash ratio 

The cash ratio is most commonly used as a measure of company liquidity. It can 

determine how quickly the company can repay its short-term liabilities. The cash ratio is 

generally indicates a company's ability to cover its liabilities than many other liquidity ratios. 

This is as the result of the fact that leave out short-term marketable investment and 

receivables of the formula. Since these two accounts are a large part in many companies, this 

ratio might not be used to determine the company’s value, but it can ordinary as one factor to 

determine liquidity. The formula is as follow:  

sliabilitie term-Short

sinvestment  marketable  term- ShortCash
ratio Cash


                  (2.6) 

Turnover ratios 

Turnover ratio is a measure of a company's inventory which is replaced during a given 

period of time. A high turnover ratio means that the company can produce and 

sell its goods and services very quickly. 

Total asset turnover  

The asset turnover ratio indicated the efficiency of a company how they deploy the assets. 

In General, the higher the ratio, the better the company is, which implies the company can 

generate more revenues at a given amount of assets.  The Asset Turnover ratio is also one of 

component of DuPont Analysis, which breaks down ROE into three parts, the other two parts 

is operating profit margin and equity multiplier. 

http://www.investorwords.com/992/company.html
http://www.investorwords.com/2589/inventory.html
http://www.investorwords.com/3669/period.html
http://www.investorwords.com/2306/high.html
http://www.investorwords.com/2209/goods.html
http://www.investorwords.com/6664/service.html
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assets Total

revenues Total
turnover asset Total                                      (2.7) 

Leverage ratios 

 Any ratio used to calculate the financial leverage of a company to get an idea of the 

company's methods of financing or to measure its ability to meet financial obligations. There 

are several different ratios, but the main factors looked at include debt, equity, assets and 

interest expenses. 

Debt to equity ratio 

Debt to equity ratio is a measure of a company's financial leverage which indicates the 

proportion of equity and debt the company is using to finance its assets. For specific formula, 

it is calculated by dividing its total liabilities by stockholders' equity.  

A high debt to equity ratio generally indicates that a company has been aggressive in 

financing its growth with debt. If there is a high debt to equity, the company can produce 

more profits than it would have without this outside financing.  

equitys'Shareholde

sliabilitie Total
ratioequity  to Debt                                  (2.8) 

2.3.3 Calculation of intrinsic value 

 In this calculation part, it is necessary to estimate the Nike stock value, so we should 

introduce these three approaches, which are dividend discount model (DDM), 

free-cash-flow-to equity (FCFE) model and book value model.  

The dividend discount model is a way of valuing a company based on the theory that a 

stock is worth the discounted sum of all of its future dividend payments. This model is used 

to evaluate stocks based on the net present value of the future dividends. The basic idea is 

that any stock is ultimately worth no more than what it will provide investors in current and 

future dividends. And the financial theory said that the value of the stock is worth all of the 

future cash flows expected to be generated by the company, discounted by an appropriate 
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risk-adjusted rate.
8
 

Furthermore, dividends are the cash flows that are return to the shareholders. So dividend 

discount model is to be used to value a company, which means the investors can calculate the 

value of dividend payments that they think a stock will start in the years ahead.  

Stock valuation: 

                                                                                 (2.9)                          

Where: 

P states selling price of stock; D states annual dividend payment; i states required rate of 

return; n states number of years until stock is sold. 

   We use constant-growth DDM (Gordon Growth model) which assumes that dividends 

grow by a specific percentage each year, and is usually denoted as g, and the capitalization 

rate is denoted by i. 

   
gi

D
V n


 1

                                                             (2.10)  

Where:  

Dn+1 states next year's dividend, i states capitalization rate, g states dividend growth rate.  

We also use two-stage dividend discount model. The two-stage model assumes that Nike 

will experience a period of high-growth followed by a decline to a stable growth period. The 

specific formula will be shown at follow: 

0

r

TT



     
 

  


t

0 1 1 2

t T
i 1 2

D (1 g ) D (1 g ) (1 g )
V

(1 r) (1 r) ( g )
                         (2.11) 

Where:  

“t” states first phase, “T” states second phase, “g1” states first-stage dividend growth rate, “g2” 

states second-stage dividend growth rate. “r” states required rate of return. 

                                                        
8 MISHKIN, Frederic S, Stanley G. EAKINS; Financial Markets and Institutions; (2007)/chapter10 
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   In order to forecast the dividend, we should estimate the dividend growth rate (g). In 

estimating a long-term growth rate, assessing the growth in dividends or earnings over time, 

using the industry median growth rate, and using the relationship shown in following 

equation to estimate the sustainable growth rate.
9
  

   R O Ebg                                                         (2.12) 

Where:  

“g” states dividend growth rate; “b” states earnings retention rate (1-dividend payout ratio); 

ROE states return on equity. 

The other way to estimate the implied growth rate in a company’s current stock price is 

that the dividend growth rate (g) which implied by Gordon growth model. We set the market 

price equal to the value, and solve for the growth rate. 

It is an alternative formulation to reverse the model and use the current stock price to 

determine the average assumptions being implicitly made by investors. An investor who 

calculates the required return can calculate the growth rate implied by the current valuation.
10

 

The formula will be shown at follow: 

00

00

VD

DrV
g






                                                      (2.13) 

Where:  

V0 states current price of share of Nike's common stock; D0 states last year dividends per 

share of common stock; r states required rate of return. 

The other important approach to estimate the intrinsic value is free-cash-flow-to-equity 

(FCFE) valuation model, which assume that dividend paying capacity reflected in the cash 

flow estimates. FCFE is a measure of dividend paying capacity.  

In order to calculate the FCFE, we should estimate the cash flow form operation (CFO). 

CFO is measure as net profit or net income plus noncash expense minus investment in 

working capital. 

                                                        
9 MISHKIN, Frederic S, Stanley G. EAKINS; Financial Markets and Institutions; 1 edition (2007)/chapter10 
10 http://financial-education.com/2007/09/08/implied-growth-rates/ 



 

 

 
17 

FCFE = CFO - FCInv + Net borrowing                                   (2.14) 

Firstly, we should calculate the historical FCFE, which is available form Nike’s cash flow 

statement, and then we must forecast the future FCFE. In order to forecast the FCFE, we 

should estimate the FCFE growth rate (g) with Gordon growth model. The formula will be 

shown as follow: 

00

00

PFCFE

FCFErP
g






                                              (2.15) 

Where: 

 P0 is equity market value, which is the current market value of common stock; FCFE0 is last 

year Nike's free cash flow to equity; r is required rate of return on common stock. 

So the intrinsic valuation obtained by using FCFE involves discounting expected future 

FCFE by the required rate of return on equity, the formula as follow: 




 


1t
t

t

r)(1

FCFE
V

                                                   (2.16) 

Book value is the net worth of a company as reported on its balance sheet. But there are 

some limitations of book value, the value of both assets and liabilities recognized in the 

financial statements are based on history values.  

The third approach to estimate if the Nike stock price is undervalued or overvalued is 

book value model. For the specific, using book value is also one way to help us establish an 

opinion on common stock value. Unlike earning or cash flow approaches, the book value 

method measures the value of the stockholders’ claim at a given point in time. In the past, it 

was generally thought that the more assets a company had the better business situation of this 

company. Nowadays we know that the structure of the assets is very important, too. 

Price to book value ratio used to compare a stock's market value to its book value. 

Generally, a low P/BV ratio may signal a good investment opportunity. It is calculated by 

dividing the current closing price of the stock by the book value per share. The specific 
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formula will be described at follow:  

 stockscommon of Number

equity rs'Shareholde
 shareper value Book                        (2.17) 

 shareper value Book 

price Stock
ratio  value  ookB -to- Price                      (2.18) 

2.3.3 SWOT analysis 

SWOT analysis will be used to analyse Nike strengths and weaknesses, and compare with 

other same sector competitors. SWOT analysis is a basic model that assesses what the 

originations can and cannot do as well as its potential opportunities and threats. “SWOT” 

means Strengths, Weaknesses, Opportunities, and Threats.  

SWOT analysis shows us to identify the positives and negatives inside and outside of the 

organization, which is in the external environment. Once this is completed, SWOT analysis 

determines an important problem, which is what help the companies to accomplish their 

objectives, and what barrier should be overcome to achieve expected results. A full awareness 

of company’s situation using SWOT analysis can help us to understand both strategic 

planning and decision-making. 

When we using SWOT analysis, we should be realistic about the strengths and 

weaknesses of Nike. And distinguish between where Nike is today, and where Nike could be 

in the future. Also remember to analyze in relation to the competition, which means is Nike 

better or worse than its competition. Finally, we should keep Nike’s SWOT analysis short and 

specific, and avoid complexity and over-analysis. 

Strengths are that the strong position in development and production of special active 

substances. For example low liabilities, good investment policy and so on. There are two 

factors contribute to the strengths which are ability and resources available. Specifically, the 

company has ability to adapt to a changing environment, having ability to maintain a 

continuing growth, and having ability to create new markets. The strength of resources are 

availability, quality, and allocation. For specific, availability is that company’s ability to 

obtain the resources needed; quality is the company quality of the resources employed; 
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allocation is the company’s ability to distribute resources both effectively and efficiently. 

Weaknesses are determined through failures, defeats, losses and inability to match up with 

the dynamic situation and rapid change. The weaknesses should be presented   lack of 

managerial skills, insufficient quality, inadequate systems or processes, slow deliveries, and 

shortage of resources. Company competitions are also opportunities for us because there are 

marketing warfare, which is attacking the weak leader's position and focusing all your efforts 

at that point. The other reason is the collaboration; we can use the complementary strengths 

to establish a strategic alliance with competitors. 

Opportunities are external attractive factors that represent whether the business is prosper 

or not. We would consider that what opportunities exist in the market or the environment that 

we can get benefit. And the business perception is positive or not. Opportunities could have a 

positive impact on the company. For example, how market growth or other changes in the 

market can create an opportunity.  

Threats arise from different parts, for example political, economic, social, and 

technological forces. Technological developments may make your offerings obsolete. 

Changing in the customer needs, competitors' moves, and demographic shifts will make the 

market changes. There are still having some competition of the other international companies, 

and still have some problem with the price regulation. These are the main threats for the 

company. 
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3 Macroeconomic analysis of USA  

In this analysis part, we would discuss macroeconomic situation in USA, Which is the 

domestic market place of Nike. Firstly, we would analyze the growth rate of GDP, in order to 

understand the general economic growth in USA. Secondly, we would estimate the interest 

rate in USA, due to there is some relationship between interest rate and financial market stock 

value. Thirdly, we analyze the inflation rate to measure the change of price level. Fourthly, 

we would analyze the government policy, which could influence on the USA economic and 

financial situation. In the end, we discuss the global economic situation, for example financial 

crisis and current economic situation in USA, in order to understand the USA economic 

position in the global market. And we also discuss how the global economic situation can 

impact on Nike.  

3.1 GDP of US 

In this part, we analyze the growth rate of GDP, which inflect the economic situation in 

USA.  The Gross domestic product refers to the market value of all final goods and services 

produced within a country in a given period. The real GDP is adjusted for price changes, as 

inflation or deflation and is chained to the U.S. dollar value of 2009. The specific information 

would be introduced in following graph. 

Graph 3.1Quarterly growth of real GDP in USA 2009-2013 

 

Source:http://www.statista.com/statistics/188185/percent-chance-from-preceding-period-in-real-gdp-in-the

-us/ 
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In Graph 3.1, GDP was decreased, which had negative growth rate in the first quarter 

2009. Financial crisis was is big reason that why GDP in USA decreased during this tough 

time. From 2009 to 2010, GDP grow rapidly, and we can indicated that there is an expanding 

economy in US. From 2010 to 2011, we can see that GDP growth rate was droped a little, the 

deceleration in real GDP in 2011 primarily reflected downturns in private inventory 

investment and in federal government spending and a deceleration in exports that were partly 

offset by a deceleration in imports and an acceleration in nonresidential fixed investment.  

While in 2012, GDP gowth rate was increased.
11

 USA GDP increased by 0.1% from third 

quarter 2012 to the fourth quarter 2012. Overall, the USA GDP increased by 2.8 % in 2012. 

In the third quarter 2013, real GDP increased by 4.1% from the second quarter 2013. 

According to the historical growth rate, we can forecast the real GDP growth rate will be 3.6% 

in 2014, and 3% in 2015, furthermore 3.1% in 2020.
12

 

 

3.2 Interest rate of USA 

In this part we would discuss the nominal interest rate and the real interest rate in USA.  

In general, interest rates deduction would bring increase in business activity, a rise in inflation 

rate and weakening of national currency, and vice versa. The specific graph will be shown in 

following part. 

Graph 3.2 Interest rate in USA  

 

In Graph 3.2, we can see that the fluctuation of long-term interest rate is stable, and this 

                                                        
11 http://www.statista.com/statistics/188165/annual-gdp-growth-of-the-united-states-since-1990/ 
12 http://www.tradingeconomics.com/united-states/forecast 
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long term interest rate is 0.25% from 2012 to 2013. The Federal Reserve System plays a key 

role in determining the behavior of long-term interest rates. The explanation of this current 

low level of nominal interest rates should take account of the broader economic environment 

in which the Federal Reserve System are currently operating and of the constraints that 

environment places on their policy choices. 

For real interest rates, they are the main determinants of business investment expenditures. 

Obviously, change in the real interest rate will affect the behaviors of consumers and 

businesses, and also affect the stock market.    

Table 3.1 Real interest rate in USA (2004-2013) 

Fiscal Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Real Interest 

Rate (%) 

1.09 1.13 1.93 2.47 0.86 1.58 0.42 0.06 -0.92 -1.39 

Source: http://www.multpl.com/5-year-real-interest-rate/table 

Graph 3.3 Real Interest Rate in US (2004-2013) 

 

Source: http://www.multpl.com/5-year-real-interest-rate/ 

In Graph3.3, we can see that real interest rate increased form 2004 to 2007, while decreased from 2007 

to 2011, and a little bit increase in 2013.  
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Graph 3.4 Stock price of Nike in 2005-2013 

 

Combine Graph 3.3 and Graph 3.4, there is the rising trend of real interest rate in the 

fiscal period (2005-2007). While, the stock price of NIKE have downtrend in the same fiscal 

period. There is the same situation in the fiscal period (2009-2011), which have inverse trend. 

It means that the relationship between real interest rate and stock price is inversed.  

3.3 Inflation rate of USA 

The inflation rate shows an annual change in the Consumer Price Index. The CPI 

measures changes in the price level of consumer goods and services purchased by households, 

which is calculated by taking price changes for each item in the predetermined according to 

their importance. And the most important weights are usually given to the food, energy, 

housing, clothing, medical care, transportation and household equipment. 

Graph 3.3 Inflation rate in USA (2009-2013)  

 

Source: http://www.tradingeconomics.com/united-states/inflation-cpi  

http://www.tradingeconomics.com/united-states/inflation-cpi
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In Graph 3.3, we can see the inflation rate fluctuation, which will help us determine where the 

economy is in the business cycle. It tells you how fast prices are changing in the economy. We can see 

that the inflation rate is relatively stable from 2010 to 2013. Relatively Stable inflation is good for 

economic growth. When consumers expect prices to rise, it means they prefer to buy now, rather than 

wait in the future. 

Table 3.2 Inflation rate in USA 

Fiscal year 2009 2010 2011 2012 2013 

 

Forecast 

 

2014 

 

2015 

Inflation rate -0.4% 1.6% 3.2% 2.1% 2.5% 

 

1.8% 

 

3% 

Source: http://www.tradingeconomics.com/forecast/inflation-rate 

In Graph 3.3, we can see that the USA inflation rate is -0.4% in 2009, which is the lowest 

level during these fiscal years (2004-2013). Because economy recession due to the financial 

crisis in 2008. The annual inflation rate for the United States is -0.4% in 2012, while, the 

Federal Reserve sets a target rate of 2%. This target achieved form the fiscal year of 2011 

after the financial crisis.  

In economics, the inflation rate is a measure of inflation, which is the rate of increase of a 

price index. It is the percentage rate of change in price level over time. The rate of decrease in 

the purchasing power of money is approximately equal. In 2012, prices went up by 2.1 

percent compared to the previous year.
13

 According to the historical data and the some 

assessment for analysts, we can forecast the inflation rate might be 1.8% in 2014 and 3% in 

2015. 

3.4 Monetary and fiscal policy of USA 

For the other parts of macroeconomic analysis, monetary policy also affects people who 

as the investors. Because of interest rates increase make bonds which with lower rates less 

attractive and finally lead to bond prices falling down.  

Thus, stocks become more attractive to many investors when they're paying significant 

interest. Falling interest rates can promote the real estate market, which make some 

                                                        
13 http://www.statista.com/statistics/191077/inflation-rate-in-the-usa-since-1990/ 

http://useconomy.about.com/od/glossary/g/business_cycle.htm
http://useconomy.about.com/od/glossary/g/Inflation-Rate-Targeting.htm
http://www.fool.com/retirement/general/2012/03/20/how-to-cash-in-on-rising-rates.aspx
http://www.fool.com/investing/dividends-income/2010/06/22/how-bonds-react-to-interest-rate-changes.aspx
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mortgages become more affordable. If rates are very low, it can discourage people from 

saving money, rather than encouraging people or businesses man to borrow. Nike have been 

participated the bond market to invest some relatively cheap capital. 

Monetary policy in specific year-2009 

Economic activity in the US become better in 2009, comparing with previous years, 

which was supported by an improvement in financial conditions, a recovery in foreign 

economies, and also from monetary and fiscal policies. Besides these factors, uptrend 

business and household confidence, also increase spending and sustain the economic 

expansion.  

With substantial cost pressures and with longer-term inflation expectations stable, 

inflation would be control in some time. The unemployment rate rose further during the fiscal 

year of 2009, reaching 10% by the end of this year, which is the highest level since the early 

1980s. Although unemployment has slowed, hiring still weak, and the median duration of 

unemployment has lengthened significantly. 

Prices for personal consumption expenditures increased about 2%, up from 1/2 percent in 

2008. In contrast, price increases for consumer expenditures other than food and energy items, 

which we called core PCE. After rising at an annual rate of about 75% in 2008 and the first 

half of 2009, core PCE prices increased at an annual rate of just over 1 % in the second half 

of 2009. 

Monetary policy in specific year-2012 

In the fiscal year 2012, there is still weak Economic growth in USA. The USA 

policymakers at the Federal Reserve were predicted the economy would grow in 2012 more 

than 3%, in fact, the economic growth this year will be lower than 2%. Nonetheless, the 

unemployment rate did decrease a little bit more than Fed policymakers predicted, which was 

decreased from 8.5% to 7.7%. Inflation slowed over the year, which falling from 2.4% to 

1.7%. 

While, it was not good news for Nike and other corporations, and it might because of the 

disappointing productivity growth and the low level of the labor force, who discouraged 

looking for work. Wage and compensation growth remained very sluggish, which means real 

http://www.fool.com/investing/general/2013/04/28/apple-beg-steal-or-borrow.aspx
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wages and unit labor costs for businesses unchanged over the year, which reflect the intense 

competition for jobs. 

 The Federal Reserve made its policy focus on what it could do to promote growth to 

improve labor market conditions more quickly. it would lowered its target federal funds rate, 

and then reduced the intermediate and longer-term borrowing costs, and raised asset prices 

and devaluated the dollar, all these three ways inducing businesses and households to buy 

more goods and services that produced by U.S. While，short-term interest rates are already at 

zero, so the Federal Reserve must operate short-term and longer-term rates, which lowering 

the borrowing costs. There are two techniques to achieve it, first is buying longer-term 

securities; second is taking market participants that expect short-term rates to be near zero. 

 The Federal Reserve made a framework for monetary policy to respond to evolving 

economic conditions, whatever the source of change. The growth of economy in 2012 is 

highly dependent on overseas developments, where because many industrial economies in US 

are in recession. The economic forecast in 2013 is for another year of moderate growth and 

only slow progress in lowering the unemployment rate. Under these circumstances, we can 

expect the Federal Reserve to continue buying securities and keeping rates at very low levels 

for a period of time. 

Fiscal Policy  

GDP in USA fell slightly in 2012, the economy has enough forward momentum to 

withstand the fiscal hit and still grow at a reasonable pace in 2013 (2.5%), or even a bit 

higher.  

The USA turned to austerity fiscal policies, which was taken big risk.  And at the end, 

USA was not faced an immediate fiscal crisis. In the period of 2009, US real GDP rose at 

about 4 % on average. Consumer spending, which was promoted by supportive fiscal policies, 

remained well below its pre-recession level.  

Since peaking in 2009 at 10.1% of the GDP, the budget deficit has been steadily declining. 

In 2009, budget deficit is 5.3% of the GDP, and it would be 3.7 % in 2010. By 2015, it will be 

just 2.4 % of the GDP, which is below what it averaged in the three decades prior to 2007. 

In the business sector, investment in equipment and software posted a large gain in the 
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second half of 2009, likely reflecting improved conditions in capital markets and brighter 

sales prospects. In addition, firms reduced the pace of inventory liquidation obviously. In 

contrast, investment in nonresidential structures continued to contract. With the recovery in 

US and foreign demand, US trade flows rebounded in the second half of 2009 after sharp 

declines late in 2008 and early in 2009. Nevertheless, both exports and imports stayed 

considerably below their earlier peaks. 

     The development of fiscal policy is a comprehensive process. Each year, the president 

suggests a spending plan to Congress. Law makers consider the president's suggestions in 

several steps. First, they decide on the overall level of spending and taxes. Second, they 

divide to transfer overall plan to some separate categories, such as national defense, health 

and human services, and transportation. Finally, Congress considers individual appropriations 

bills spelling out exactly how the money in each category will be spent. Each appropriations 

bill ultimately must be signed by the president in order to take effect. 

 3.5 Global economic situation 

Global Financial crisis in 2008  

Global financial crisis started to show its bad effects in the middle of 2007 and into 2008. 

During this global financial crisis, stock markets around the world have fallen, large financial 

institutions, such as some large bank, have been bought out or collapsed. In addition, 

governments in even the top developed countries have had to come up with rescue packages 

to bail out their financial systems. This global financial meltdown will affect the livelihoods 

of almost everyone in an increasingly connected world. It is bigger meltdown as history 

repeats a dangerous cycle like the 1929 Crash and Great Depression. For this financial crisis 

in 2008, the key warning is that there are no bank bailouts. America’s banking system was 

structurally bankrupted.  

However, the 2008 global crisis never ended, and this meltdown was accelerated in 2009, 

which started with banks in full crisis mode with insurmountable debt. While in 2010, there is 

beginning of the sovereign debt crisis, and this sovereign debt crisis out of control, which the 

banks are back in the crisis mix in 2011. This crisis is bigger and neither banks nor 

individuals ever fully repaired their balance sheets. 
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In 2012, the solution to this year’s crisis will be to push the problem up a level. Massive 

amounts of new debt, large quantities of additional digital dollars and the higher interest rates 

will lead to the credit-driven financial explosion. Although the height of the global economic 

crisis has passed, people who face to this financial crisis are still clearly feeling the effects.  

The world economy reached only subdued growth of 2.1% in 2013. While, most 

developed economies continued to come up with the challenge of taking appropriate fiscal 

and monetary policy actions in the financial crisis. A lot of emerging economies, which had 

already experienced a serious slowdown in the past two years, encountered new domestic and 

international challenges during 2013.
14

 

Current economic situation in US 

The fiscal year 2013 is set to be an important year for the world economy. Most countries 

are transforming major economies as they try to recover from the global economic crisis of 

2008. In 2013, US economic recovered continually. 

Specifically, The US economy is suffering from a slow and structural recovery from the 

debt-fueled expansion at the start of this century. In 2012 the USA economy grew at around 

2%, which far more than the Euro Zone and UK. Recently the USA has easily been the best 

performing prospective economy. Despite the fear of the forthcoming debt ceiling 

negotiations, the long term outlook is broadly positive for the USA economy. Although the 

United States did not implement nationalization of industry after the war, its economy still 

maintained a relatively typical capitalist private ownership. However, the federal government 

after the war was emerging industrial sectors, major research projects, modernization of 

public facilities large investment. 

The reason why USA government did these things is that they need technological 

revolution. Science and technology are productive forces, and science and technology 

development and prosperity of the postwar USA economy has a direct effect to these decision. 

However, the risk of investment in new technology sectors is very high, and therefore the 

post-war USA government wanted to take the initiative to come forward to assume the task of 

investment in these sectors.  

                                                        
14 http://www.un.org/en/development/desa/policy/wesp/wesp_current/wesp2014.pdf 
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Current US and global economy affecting Nike  

The economy has not slowed down business at Nike, which is one of the most successful 

sports company in the world. It is a global and well-known brand that sells products 

world-wide. Nike’s business continues to grow even the economy was bad, that is because its 

business is spread around the world in order to make the production geographical 

diversification. That is why Nike does business in different parts of the world. 

Nikes products have grown extremely popular in China, especially with the youth. And 

Nike sales have been increasing approximately 25% to 30% per year. Due to increasing sales 

in China, Nike has changed its shipping and distribution centers so that China can efficiently 

receive deliveries faster. Due to these changes, Nike expected China sales to increase more 

than the average annual increase. 

Nike expects sales to continue to rise in the future year. During the times of economic 

challenge, consumers will trust and can connect with the brand. The economy have an impact 

on the sales of Nike products, not only in the high end products, but also in the mid-priced 

productions. Nike portfolio is a powerful engine for growth. They can accomplish this by 

staying focused on deliver innovative products and experiences serve for athletes, inspire 

consumers and reward the shareholders. Nike will continue to use the useful power of 

portfolio to control risk, drive growth, and well connect with consumers.
15

 

 

 

 

 

 

 

 

 

 

                                                        
15 Nike portfolio by 2013 annual report 
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4 Industry analysis of Nike  

In this Nike industry analysis part, we would analyze the internal and external effect of 

Nike. For the specific, we descripted the general situation of Nike firstly, which is including 

productions, sales, marketing, and domestic and foreign market. Secondly, we analyzed the 

business cycle of Nike, which at maturity stage. Thirdly, we used five force analysis to 

estimate Nike’s position, rivalry, and production line. Finally, we choose Adidas as a key 

competitor to specifically analyze the competitiveness between Nike and Adidas. 

4.1 General description of Nike 

Nike was incorporated in 1968 under the laws of the state of Oregon. Nike’s principal 

business activity is the design, development and worldwide marketing and also selling of 

athletic footwear, apparel, equipment, accessories and services. Nike is the largest seller of 

athletic footwear and athletic apparel in the world. Nike sell the products to retail accounts, 

which through Nike-owned retail stores and internet websites, which we refer to as “Direct to 

Consumer” operations(B to C) and through a mix of independent distributors and licensees 

around the world. All of Nike’s products are manufactured by independent contractors. All 

footwear and apparel products are produced outside the United States, while equipment 

products are produced both in the United States and abroad. 

Production 

There are seven key categories of Nike Brand and Brand Jordan product, which are 

Running, Basketball, Football, Men’s Training, Women’s Training, Nike Sportswear, and 

Action Sports. Nike also market products designed for kids and other athletic, as well as for 

recreational uses such as baseball, cricket, golf, lacrosse, outdoor activities, football, tennis, 

volleyball, walking, and wrestling. Nike also entered into license agreements that permit 

unaffiliated parties to manufacture and sell certain apparel, digital devices and applications 

and other equipment designed for sports activities. Nike continually evaluate the portfolio of 

businesses to ensure they are investing in those businesses that are accretive to the Nike 
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Brand with the largest growth potential and highest returns in order to achieve their long-term 

growth strategy .  

Sales and marketing 

We experience moderate fluctuations in aggregate sales volume during the year. 

Historically, revenues in the first and fourth fiscal quarters have slightly exceeded those in the 

second and third quarters. However, the mix of product sales may vary considerably as a 

result of changes in seasonal and geographic demand for particular types of footwear, apparel, 

and equipment. 

 Because Nike is a consumer products company, the relative popularity of various sports 

and fitness activities and changing design trends affect the demand for our products. We must, 

therefore, respond to trends and shifts in consumer preferences by adjusting the mix of 

existing product offerings, developing new products, styles and categories, and influencing 

sports and fitness preferences through extensive marketing. Failure to respond in a timely and 

adequate manner could have a material adverse effect on our sales and profitability. This is a 

continuing risk. 

Nike brand operations are based on its internal geographic organization. Each Nike Brand 

geography organization operates predominantly in one industry: the design, development, 

marketing and selling of athletic footwear, apparel, equipment, accessories, and services. 

Their reportable operating segments for the Nike brand are: North America, Western Europe, 

Central & Eastern Europe, Greater China, Japan, and Emerging Markets. Nike Brand Direct 

to Consumer operations are managed within each geographic segment. 

United States Market 

In fiscal 2013, sales in the United States, including U.S. sales of our Other Businesses, 

accounted for approximately 45% of total revenues, compared to 42% in both fiscal 2012 and 

fiscal 2011. Converse and Hurley, our affiliate brands, and Nike Golf comprise our Other 

Businesses. Nike sell to thousands of retail accounts in the United States, including a mix of 
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footwear stores, sporting goods stores, athletic specialty stores, department stores, skate, 

tennis and golf shops, and other retail accounts. During fiscal 2013, their three largest 

customers accounted for approximately 25% of sales in the United States. 

Nike use of the futures ordering program, which allows retailers to order five to six 

months in advance of delivery with the commitment that their orders will be delivered within 

a set time period at a fixed price. In fiscal 2013, 87% of our U.S. wholesale footwear 

shipments (excluding our Other Businesses) were made under the futures program, compared 

to 86% in fiscal 2012 and 87% in fiscal 2011. In fiscal 2013, 67% of our U.S. wholesale 

apparel shipments (excluding our Other Businesses) were made under the futures program, 

compared to 64% in fiscal 2012 and 60% in fiscal 2011. 

Nike has five primary distribution centers in the United States located in Memphis, 

Tennessee, three of which are leased. Nike brand apparel and equipment products are also 

shipped from our Foothill Ranch, California distribution center. Converse and Hurley 

products are shipped primarily from Ontario, California. 

International Markets 

In fiscal 2013, non-U.S. sales including non-U.S. sales of our Other Businesses accounted 

for 55% of total revenues, compared to 58% in both fiscal 2012 and fiscal 2011, Nike sell the 

products to retail accounts, through their own Direct to Consumer operations, and through a 

mix of independent distributors, licensees, and sales representatives around the world. Nike 

sell to thousands of retail accounts and operate 16 distribution centers outside of the United 

States. In many and regions, including Canada, Asia, some Latin American countries, and 

Europe, Nike have a futures ordering program for retailers similar to the United States futures 

ordering program described above. During fiscal 2013, Nike’s three largest customers outside 

of the U.S. accounted for approximately 6% of total non-U.S. sales.
16

 

4.2 Industry life cycles analysis of Nike 

Industry lifecycle comprises four stages including fragmentation stage, growth stage, 
                                                        
16 Nike 2013 Annual Report 
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maturity stage and decline stage. An understanding of the industry life cycle can help 

competing Nike to survive during periods of transition. The life cycle model focuses on 

dealing with the development and transition of products, market and industry.  

Nowadays, Nike is at the maturity stage of the industry life cycle, which are the 

efficiencies of the dominant business model give these organizations competitive advantage 

over competition. The competition in the industry is more aggressive because there are many 

competitors and product substitutes. Price, competition, and cooperation would take on a 

complex form. Such large companies like Nike may shift some of the production overseas in 

order to gain competitive advantage. 

Nike manufactured their products overseas by cooperating with overseas partners, and 

found foreign suppliers who specialize in particular materials or items. Furthermore, Nike has 

factories in China and Thailand as both countries have cheap labor costs and cheap but good 

quality materials, especially rubber and fabric. However, their overseas partners are not 

allowed to sell shoes produced for Nike. These items have to be shipped back to the US, and 

then will be exported to countries worldwide, including China and Thailand. 

4.3 Five force analysis of Nike 

Five force analysis includes threat of new entry, Bargaining power of suppliers, Pressure 

from substitute products and services, Bargaining power of buyers, Rivalry between existing 

competitors. 

Threat of new entry 

Nike had the competition advantage to provide best performance to their customers. That 

is why Nike can make the innovation in footwear, apparel, and other equipment. Nike 

becomes a global brand, which has a lot of loyal customers. In addition, Nike is a fashion 

brand especially for the younger customers. Besides that, Nike not only focus on the sports 

products, but also have relative products to attract non-sport population.one of the reason why 

Nike is so popular is that they use the famous sports celebrities as their spokespeople. So 

there is low threat for Nike. 

http://www.coursework4you.co.uk/sprtcasec55.htm
http://www.coursework4you.co.uk/sprtcasec55.htm
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Bargaining power of suppliers 

The real material that required to produce is available in abundance, which are leather, 

cotton, and rubber. Of course there are a lot of supplies of these real material in this industry, 

Nike still have the advantage to attract these suppliers. So these suppliers also dependent on 

the company like Nike. Thus there is a low supply power of these suppliers. 

Pressure from substitute products and services  

There are some other substitutes in the footwear industry, which are boots, sandals, and 

flip-flops. But these substitutes cannot be used in place of sports shoes, so the substitution for 

the athletic footwear is very low. For example, the basket player can’t wear boots to play 

basketball. Therefore, there are no specific substitutes for athletic footwear, and also have less 

substitutes available for athletic garments. 

Bargaining power of buyers 

There are large number company buyers which relative to footwear industry. The power 

of buyers in this industry is distributed between some companies. They need to develop the 

new products which have higher quality than its competitors to make a success in competition. 

In fact, price of Nike products is relatively high compared with other sport brand. While, the 

consumer are the price sensitive, so there are other option of sports footwear available in this 

industry which have lower price. Thus, actually the bargaining power of buyers is high. 

Rivalry between existing competitors 

The rivalry between existing competitors for Nike is very high. There are a lot of such 

large firm, such as Adidas, Reebok have already established their loyal customers population 

in this industry. And these firms also have online selling, in order to increase their sales while 

minimizing the operating costs. Therefore, the rivalry is very high.   

According to this analysis, competitive rivalry with the industry is a key force which has 

the potential to cut Nike’s growth. The competition is also increasing from local 

sports-apparel and footwear companies. If Nike is not able to adapt to changing trends, its 

business growth could be impacted. In addition, the low barriers to entry in the Internet 
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retailing business could enhance the competition in this industry. The company relies heavily 

on wholesale channel and big wholesale customers could use leverage to acquire higher 

product discounts. Besides that, Nike should deal with the problem of fake products. 

4.4 Competition analysis of Nike 

Nike is now the world’s leading supplier of athletic shoes and apparel and major 

manufactures of sports equipment. We are continuously working to expand, improve, and 

remain competitive within the industry. 

Specific competition analysis with Adidas 

As the main competitor of Nike, Adidas is also the consumer need industry company, 

which mainly produces sports clothing and shoes.  

Both of these two similar companies want to build up strengths of knowledge, research, 

and use different way or approach to control manufacturing costs and improve quality 

through the assessment of materials and production. And both Nike and Adidas have lots of 

competition in several industries. The athletic footwear industry is the major industry in 

which most athletic companies are judged. 

In the United States, sports are a way of life. Whether it is for fashion, sport, or leisure, 

the athletic footwear industry in the United States is a significant industry, with 2009 sales 

reaching $27.4 billion. As lucrative as the business has been for a companies such as Nike or 

Adidas, the tightening economy has played a role in the faltering performance of the industry.  

As previously mentioned, $27.4 billion was earned in 2009, which was a drop in 

percentage from 2008 figures. Over the past 5 years, industry sales revenues have decreased 

on an average annual rate of 0.3%. In the future, it will be imperative for both Nike and 

Adidas to develop strong branding and desirability to appeal to the U.S. market.  

Nike must plan for a head on competitive battle against Adidas and their emergence as a 

power in the US, as the business has become much more competitive than before. The 
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footwear industry is like a chess match, in which each decision is critical to the immediate 

future of a company. For instance, Adidas’ acquisition of Reebok has proven to be extremely 

valuable in garnishing a huge share of the female athletic footwear market. So much so that 

Nike has refused to even enter into the women’s toning market, occupied heavily by Reebok’s 

Easy -Tone brand and rival Sketchers. In 2009 alone, Reebok “more than doubled” its share 

of the female athletic shoe market to 6.7%, in large part due to the emergence of the toning 

footwear market. Coupled with Sketchers brand tripling its share to 17%, Nike lost over 7% 

of its market leading 31% share. 

According to 2009 numbers, the US footwear manufacturing industry is on the steady 

decline, projected to decrease at an average of 5.2% annually. Coupled with the surprising 

fact that over 90% of footwear sold in the US is sourced from foreign manufacturers, the 

industry truly has “one foot in the grave”. With increased competition and rising prices in the 

US, it comes as no surprise that both Nike and Adidas have moved overseas in search of both 

market growth opportunities and lower production costs. 

The profitability ratio comparison was shown in following graph, which meanly 

compared with Nike and Adidas 

Graph 4.1 Comparison of ROA in 2009-2013 

 

In Graph 4.1, we can indicate that the return on asset of Nike is much better than return 

on asset of Adidas. For the specific, the average ratio ROA of Nike is about 14%, with a 

comparison, average ROA of Adidas is about 5%. It means that Nike have more efficient 

management at using its assets to generate earnings, which compared with Adidas. 
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Graph 4.2 Comparison of ROE in 2009-2013 

 

In Graph 4.2, we can indicate that the return on equity of Nike is also much better than 

return on equity of Adidas. The average ratio ROE of Nike is around 20% during the fiscal 

period from 2009 to 2013, with a comparison, average ROA of Adidas is 11.6%. It shows that 

comparing with Adidas, Nike have more profit which is generated by the shareholders who 

have invested. 
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5 Business analysis of Nike 

Business analysis or we called company analysis is the important chapter to analyze the 

financial situation of Nike. There are three main parts to analyzed, which are Nike 

characteristic analysis, financial ratio analysis and intrinsic value analysis of Nike. The 

specific analysis would be introduced in following part. 

5.1 Nike characteristic analysis 

Nike is the largest seller of athletic footwear and athletic apparel in the world. They sell 

products to retail accounts, which through Nike-owned retail stores and internet sales. It is 

referred to as Nike “Direct to Consumer” operations, and through a mix of independent 

distributors and licensees in about 190 countries around the world. All of Nike products are 

manufactured by independent contractors, and all footwear and apparel products are produced 

outside the United States, while equipment products are produced both in the United States 

and abroad. 

The unstable global economy continues to impact Nike businesses. Furthermore, current 

political and economic global environment has resulted in continued economic 

unpredictability, particularly in Europe where there are concerns regarding the increased debt 

levels of certain countries and their ability to meet future financial obligations, as well as the 

overall stability of the Euro currency.  

The global economic and financial market conditions remain weak for an extended 

period of time, there are some factors could have an adverse effect on Nike business, 

operation, and financial condition.  

The slower consumer spending may lead to Nike products demand reduced, and also lead 

to lower revenues, higher inventories, and lower gross margins profit. They are unable to find 

suitable investments that are safe, liquid, and provide a reasonable return, which result in 

lower interest income. Capital markets disruptions may also impair the value of investments 

or bank deposits that Nike consider safe and liquid. They cannot access financing in the credit 

and capital markets at reasonable rates in the event that they find it desirable to do so. 

Nike ability to replace the instruments on the same or similar terms may be limited under 
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poor market conditions. They conduct transactions in various currencies, which increase their 

exposure to foreign currency exchange rates fluctuations relative to the U.S. Dollar. 

Continued volatility in the markets and exchange rates for foreign currencies and 

contracts in foreign currencies could have a significant impact on Nike reported financial 

results and condition. Continued availability in the markets and prices for commodities and 

raw materials that they use in the products, and their supply chain have a material adverse 

effect on the costs, gross margins, and profitability. 

For the contract manufacturers of the products and the supply chain, it is difficult to 

obtain financing in the capital and credit markets to purchase raw materials and to finance 

general working capital.
17

 

5.2 Financial analysis of Nike 

The first part is the financial analysis of Nike, which including profitability ratio, liquidity 

ratio, leverage ratio, and turnover ratio. In these ratios analysis, we could generally 

understand how Nike obtains the profit, how many liquidity assets Nike owned, how Nike 

use the liabilities efficiently, and how much revenues that Nike earned form their assets.  

5.2.1 Profitability ratios 

Profitability ratios measure the company's ability to generate profitable from its resources, 

which means assets.  

A profitability ratio is operating profit margin which calculated as operating income 

divided by revenues. 

Table 5.1 Operating profit margin of Nike 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

Operating Income 1858 2474 2815 3040 3254 

Revenues 19,176 19,014 20,862 24,128 25,313 

operating Profit Margin 9.69% 13.01% 13.49% 12.60% 12.86% 

 

                                                        
17 http://investors.nikeinc.com/files/doc_financials/AnnualReports/2012/docs/nike-2012-form-10K.pdf 
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Garph5.1 Operating profit margin of Nike 2009-2013 

In Graph 5.1, Nike Inc.'s operating profit margin increased during the period of 2009-2011, 

decreased from 2011 to 2012 but then slightly improved from 2012 to 2013.  

From the Table 5.1, we can see that the total have the uptrend during the fiscal period, 

especially from the year of 2011 to 2012. For the specific, Nike Inc.’s made their supply 

chain as a competitive advantage, and also reduced the production cost through manufactory 

efficiency and innovation; besides that, improving the working capital efficiency. While the 

operating income in 2012 not increase too much compared with operating income in previous 

years. At the result, the operating profit margin fell on 2012. 

Table 5.2 Net profit margin of Nike 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

Net income 1487 1907 2133 2223 2485 

Revenues 19,176 19,014 20,862 24,128 25,313 

net profit margin 7.75% 10.03% 10.22% 9.21% 9.82% 
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Graph 5.2 Net profit margin of Nike 2009-2013 
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Nike Inc.'s net profit margin decreased from 2011 to 2012 while then improved from 

2012 to 2013 not reaching 2011 level, which have the same trend with operating profit 

margin. For fiscal 2012, the growth of net income was negatively affected by a year-over-year 

increase in the effective tax rate. In 2012, net profit margin was declined. 

Table 5.3 Return on asset of Nike 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

Net income 1487 1907 2133 2223 2485 

Total assets 13,250 14,419 14,998 15,465 17,584 

ROA 11.22% 13.23% 14.22% 14.37% 14.13% 

 

Graph5.3 Return on asset of Nike 2009-2013 

 

ROA measures a company's earning capacity regardless of its capital structure. In graph 
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5.3, Nike Inc.'s ROA increased from 2009 to 2012 but then decreased significantly from 2012 

to 2013. It means that net income is not efficiently generated by total assets in 2012. Total 

asset grow faster than the net income in 2012  

Return on equity (ROE) 

Return on equity measures Nike Inc.'s profitability by revealing how much profit they can 

generates with the shareholders, who are the common stock owners. In other words, it 

measures Nike Inc.'s efficiency at generating profits from each unit of shareholders' equity. 

Table5.4 Return on equity of Nike 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

Net income 1487 1907 2133 2223 2485 

Total shareholders' equity 8,693 9,754 9,843 10,381 11,156 

ROE 17.11% 19.55% 21.67% 21.41% 22.28% 

 

Graph5.4 Return on equity of Nike 2009-2013 
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ROE is one of the major determinants of the rate at which a company creates shareholder 

wealth. The average ROE for U.S. companies is 12%, and many investors use it as a 

shareholder for attractive investments. In graph 5.4, Nike Inc.'s ROE improved from 2009 to 

2011, and increased from 2012 to 2013 exceeding 2011 level, while, decreased from 2011 to 

2012 
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5.2.2 Liquidity ratios 

Common liquidity ratios include the current ratio, the quick ratio and the operating cash 

flow ratio. We will focus on the current ratio to analyze Nike liquidity capacity. Generally the 

higher the value of the current ratio, the larger the margin of safety that Nike possesses to 

cover its short-term liabilities. 

Table 5.5 Current ratio of Nike 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

Current assets 9734 10959 11297 11531 13626 

Current liabilities 3,277 3,364 3,958 3,865 3,926 

current ratio 2.97 3.26 2.85 2.98 3.47 

 

Graph 5.5 Current ratio of Nike 2009-2013 

 

In Graph 5.5, we can intuitively see the current ratio of Nike during the fiscal period from 

2009 to 2013. Nike's current ratio improved from 2009 to 2010 and from 2011 to 2013.while, 

during the period of 2010-2011, the current ratio was decreased to 2.85 in 2011. The reason is 

that cash used to financing activities in 2011 was higher than it used in 2010, which is due to 

an increase in share repurchase and dividends paid. So the growth rate of current liabilities 

was higher than the growth rate of current asset, which lead to current ratio decreased. 
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5.2.3 Turnover ratios 

For turnover ratios, we choose asset turnover ratio to analyze Nike turnover liability, 

which as an indicator of the efficiency Nike able to deploy its assets. The higher the total 

asset turnover ratio the more booming Nike’s sales.  

Table 5.6 Total asset turnover 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

Revenues 19176 19014 20862 24128 25313 

Total assets 13250 14419 14998 15465 17584 

total asset turnover 1.45 1.32 1.39 1.56 1.44 

 

Graph 5.6 Total asset turnover 2009-2013 

 

In Graph 5.6, we can see that the total asset turnover during the fiscal period from 2009 to 

2013.Nike's total asset turnover improved from 2010 to 2012. Nike have booming sales in 

2012, which total asset turnover have highest level compare to other fiscal year. But then it 

was slightly decreased from 2012 to 2013 not reaching 2011 level, and also had a sharp 

decreased from 2009 to 2010.  

The reason is that the revenues declined around 2% compared with revenues in 2009. For 

the specific, revenues for their worldwide Nike brand footwear business were down 1% 

compared to the year of 2009, worldwide Nike brand appeal and equipment revenues 

decreased5 % to 7%. While the growth of total asset is much higher than the growth rate of 
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revenues, so the total asset turnover has the lowest level during these fiscal period.  

5.2.4 Leverage ratios 

  For the leverage ratios, we use debt to equity ratio to analyze Nike’s capital adequacy, 

which calculated by dividing its total liabilities by stockholders' equity. A high debt to equity 

ratio generally means that Nike has been aggressive in financing its growth with liabilities. It 

is better that have lower level of this ratio for Nike.  

Table 5.7 Debt to equity of Nike 2009-2013 

（USD $ in millions）Fiscal Years 2009 2010 2011 2012 2013 

total debt 812 592 663 385 1388 

Total shareholders' equity 8693 9754 9843 10381 11156 

debt to equity  9.34% 6.07% 6.74% 3.71% 12.44% 

 

Graph 5.7 Debt to equity of Nike 2009-2013 

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

2009 2010 2011 2012 2013

debt to equity 

 

In Graph 5.7, Nike’s debt-to-equity ratio improved from 2011 to 2012 but then 

deteriorated significantly from 2012 to 2013. It means that the assets form debt was increased 

too much compare to previous year, which is 1388(mil) in 2013. In 2009, this ratio is also 

relatedly high, because of the high liabilities. In 2013, Nike decided to improve the industry’s 

biggest cash hoard, so entering the bond market for the first time in a decade with a new $1 

billion offering. That is why the liabilities were relatively high in 2013, which make the debt 
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to equity ratio high. 

5.3 Intrinsic value calculation of Nike stock 

For the intrinsic value calculation, we use different three approaches to calculate Nike 

intrinsic value, compared with current stock value to determine the Nike stock price is 

overvalued or undervalued. Firstly, we use dividend discount model (DDM) to calculate 

intrinsic value. Secondly, we use free cash flow to equity (FCFE) model to calculate intrinsic 

value of Nike. Thirdly, we use book value model to calculate the intrinsic value of Nike. The 

specific calculation would be shown in following part. 

Dividend Discount Model (DDM) 

In the first approach, we would use the Gordon growth model to forecast the intrinsic 

value of Nike, which is the simple and well recognized DDM. This model assumes dividends 

growth (g) at a constant rate. 

According to the formula of Gordon growth model, firstly we should calculate two key 

items, which are required rate of return (r) and growth rate of dividend (g).  

Required rate of return (r) estimation 

We use capital asset pricing model (CAPM) to calculate the required rate of return.  

The general idea behind CAPM is that investors need to be compensated in two ways: 

time value of money and risk. The time value of money is represented by the risk-free (rf) 

rate in the formula and compensates the investors for placing money in any investment over a 

period of time. The other part of the formula represents risk and calculates the amount of 

compensation the investor needs for taking on additional risk. This is calculated by taking a 

risk measure (beta) that compares the returns of the asset to the market over a period of time 

and to the market premium (Rm-rf). The formula is r =rf+β*(RM-rf), which rf is risk free 

rate, β is beta of security, RM is expected market return. 
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Table 5.8 Required rate of return calculation 

r  13.00% 

RF  3.25% 

β  1.01 

E(RM)  12.90% 

risk premium=E(RM)-RF 9.65% 

In table 5.8, we can see that the specific items to calculate required rate of return. For the 

specific, risk free rate is unweight average of bid yields on all outstanding fixed-coupon U.S. 

Treasury bonds in less than 10 years. The expected rate of return on market portfolio is 

calculated by Market portfolio dividend growth rate add Market portfolio dividend yield. 

Finally, we got the result about required rate of return is equal to 13%. 

Growth rate of dividend (g) estimation 

There are two approaches to calculate the dividend growth rate, first way is using the 

industry median growth rate; second way is implied by Gordon growth model. 

For the first way, the formula to calculate growth rate of dividend is g=b*ROE. Where b 

is earrings retention rate, b=1-dividend payout ratio.  

Table 5.9 Dividend growth rate calculation-1 

current year 2013 

DPS 0.81 

EPS 2.69 

payout ratio 30.11% 

ROE 22.28% 

b 70% 

g 15.57% 

In Table 5.9, we can see that the specific way to calculate the dividend growth rate. At 

first, we should calculate the dividend payout ratio in order to get the result of earnings 

retention rate. So dividend payout ratio is calculated by dividend per share divided earning 

per share. Then we got the ROE, which result we got in profitability ratio analysis. Finally, 

we got the dividend growth rate is 15.57%. 

For the second way to calculate the dividend growth rate we applied by Gordon growth 

model. Calculate the implied growth rate of dividends using the Gordon growth model and 

current stock price. Another way to evaluate the investment attractiveness of a stock is to 
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back out the growth rate that is implied in the current market price. The analyst would then 

assess whether this growth rate is reasonable. 

From the Gordon growth model formula, we can get growth rate of dividend formula, see 

formula (2.13). 

Table 5.10 Dividend growth rate calculartion-2 

v0(current stock price) 73.54 

r(required rate of return) 13% 

D0(last year DPS) 0.81 

g(dividend growth rate) 11.77% 

In Table 5.10, we can get the result of dividend growth rate applied by Gordon growth 

model. The current stock price of Nike is 73.54, which is got from the fiscal year 2013. The 

dividend per share also calculated from the year of 2013. According to the formula, we finally 

got the dividend growth rate is 11.77%. 

Intrinsic value calculation-1 (constant dividend growth rate) 

After calculating the dividend growth rate and required rate of return, we can forecast the 

future dividend per share in order to estimate the intrinsic value of Nike by Gordon growth 

model. Dividend per share would be forecasted three fiscal year in the future year. 

Table 5.11 Intrinsic value calculation of Nike 

r 13% 

D0 0.81 

g 11.77% 

D2014 0.91 

V 73.98 

In Table 5.11, we can see that using constant dividend growth rate, we can forecast the 

dividend per share in the years of 2014. In the end, we can get the intrinsic value is $73.98. 

Compared with the current stock price of $73.54, we can indicate the Nike stock price 

undervalued, because the value estimation of $73.98 exceed the market price of $73.54. So 

the solution is that the shares are slightly undervalued. 
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Intrinsic value calculation-2 (two-stage dividend growth model) 

The two-stage model assumes that Nike will experience a period of high-growth followed 

by a decline to a stable growth period. For the specific, the dividends growth rate would be 

15.57% in the year of 2014 and 2016, and form 2016 the dividend growth rate declined to 

11.77%, as a stable growth rate. 

Table 5.12 First stage calculation 

g 15.57%   PV of D SUM 

D2014 0.94   0.84   

D2015 1.08   0.87 2.54 

D2016 1.25   0.90   

In Table 5.12, we calculated the first stage of divided per share, which forecasted the 

high-growth phase is 3 year. And then we would discount the dividend by the appropriate rate 

to determine their present value, also we got the sum value of the discount value of dividend. 

Table 5.13 Second stage calculation 

r 13.00% 

g 11.77% 

D1 1.40 

TV 113.83 

PV 78.90 

SUM(PV of D) 2.54 

intrinsic value 81.44 

In Table 5.13, we got the second stage dividend per share, using the lower growth rate, 

and calculate the terminal value using Gordon growth model, which we got the result is equal 

to $113.83. Then, we would calculate the present value of dividend. Finally, the intrinsic 

value should add the sum of present value of dividend in first stage, so the final result of 

intrinsic value is $81.44.  

Compared with the current stock price of $73.54, we can indicate the Nike stock price 

undervalued, because the value estimation of $81.44 exceed the market price of $73.54. So 

the solution is that the shares are undervalued. 
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Free-cash-flow-to-equity (FCFE) Model 

In this calculation part, we use two-stage FCFE model to calculate intrinsic value. The 

two stage growth FCFE model is designed to value firms that are growing at a relatively 

higher rate and then decline to steady state. 

 Firstly, we should calculate the historical data of free cash flow of equity (FCFE), which 

is calculated by cash flow from operation (CFO) minus fix capital investment, and add net 

borrowing. The historical FCFE was shown as follow. 

Table 5.14 Historical FCFE calculation 2009-2013 

  USD $ in millions 2009 2010 2011 2012 2013
Net income 1487 1907 2133 2223 2485
Net noncash charges 661 563 387 475 584
Changes in certain working capital components and other assets and liabilities -412 694 -708 -799 -42
Cash provided by operations(CFO) 1736 3164 1812 1899 3027
Additions to property, plant and equipment -456 -335 -432 -597 -636
Disposals of property, plant and equipment 33 10 1 2 14
Net proceeds from long-term debt issuance – – – – 986
Long-term debt payments, including current portion -7 -32 -8 -203 -49
Increase (decrease) in notes payable 177 -205 41 -65 15
Free cash flow to equity (FCFE) 1483 2602 1414 1036 3357  

In Table 5.14, we can indicate that the free cash flow to equity decreased from2010 to 

2011, while increased from 2011 to 2013. The FCFE is $3357(mil) in 2013, which as the 

current value of FCFE. 

The value of equity in 2013 will be the current year data to calculate the future FCFE. So 

we should estimate the other two items, required rate of return (cost of capital) and FCFE 

growth rate. Required rate of return has been calculated in DDM, and we got the result is 

equal to 13%. So we should firstly calculate the FCFE growth rate. 

FCFE growth rate (g) calculation 

The first way to calculate the FCFE growth rate is using single-stage model. We can see 

formula (2.15). 
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Table 5.15 Growth rate of FCFE calculation-1 

Current stock price (P0) 73.54 

No. shares of common stock outstanding  878,138,823 

Equity market value (USD $ in millions) 64578 

FCFE0 (USD $ in millions) 3357 

r (required rate of return ) 13% 

g(growth rate of FCFE) 7.42% 

In Table 5.15, we can see that specific way to calculate the growth rate of FCFE by single 

stage model. For the specific, we would calculate the equity market value, which is calculated 

by total amount of current stock price. So the equity market value in 2013 in total is $64578 

million. And then we calculated the growth rate of FCFE using the formula above that we 

mention. Finally, we got the growth rate of FCFE is 7.42%. 

The other way to calculate the FCFE growth rate is using retention rate which we 

mentioned in growth rate of dividend. The formula to calculate growth rate of FCFE is 

g=b*ROE, seeing formula (2.11), which g is equal to 15.57%. 

According to these two growth rate of FCFE, we can forecast the future FCFE (2014, 

2015, and 2016). Then, we would calculate the intrinsic value of Nike common stock. 

Table 5.17 Intrinsic value of common stock calculation 

Fiscal year 2013 2014 2015 2016 

FCFE 3357 3880 4484 4816 

Present value(PVFCFE)  3433 3511 3338 

Sum (PV of FCFE) 10282 

Terminal value(VT) 92650 

Discount VT 64211 

Sum of intrinsic value 74494 

No. shares of common stock 

outstanding   878,138,823 

Intrinsic value per share 84.83 

Current share price 73.54 

$84.83 > $73.54     Undervalued 

In Table 5.17, we use two stage growth rate to forecast the future FCFE. In 2014 and 

2015, we use g=15.57% to forecast FCFE, then decline to g=7.42% form the future fiscal 

year of 2016. And then we discounted these future FCFE, which we got sum of these present 

value is $10282(mil).  
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After forecast the FCFE in the future fiscal year, we calculated the terminal value of 

common stock using g=7.42%, which we got the terminal value is $92650(mil). Then we 

discounted this terminal value which is equal to $64211(mil). Finally, we got the final result 

of intrinsic value of Nike common stock is equal to $74494(mil). And the intrinsic value per 

share is $84.83 

Compared with the current market value per share which is equal to $84.83, we can 

indicate the Nike stock price undervalued, because the intrinsic value estimation of $84.83 

exceed the market value ($73.54). So the solution is that the stocks are undervalued. 

Book Value Model  

The book value model calculation is the form of valuation is based on the books of a 

business, where owners' equity total assets minus total liabilities is used to set a price. The 

book value per share formula is used to calculate the per share value of a company based on 

its equity available to common shareholders. The term "book value" is a company's assets 

minus its liabilities and is sometimes referred to as stockholder's equity, owner's equity, 

shareholder's equity, or simply equity. 

Table 5.18 Price to book value ratio 2009-2013 

Fiscal year 2009 2010 2011 2012 2013 

Total assets 13250 14419 14998 15465 17584 

Total liabilities 4557 4665 5155 5084 6428 

Total shareholders' equity 8693 9754 9843 10381 11156 

Intrinsic book value (per 

share) 8.94 10.10 10.36 11.39 12.53 

            

No. shares of common stock 

outstanding 971861298 966038906 949660580 911740440 890352466 

Share price (USD $) 26.19 34.92 45.86 46.48 63.19 

P/BV ratio 2.93 3.46 4.42 4.08 5.04 

In Table 5.18, we calculated the book value per share according to formula (2.17), and 

then calculated the price to book value ratio according to formula (2.18). The data of No. 

shares of common stock outstanding adjusted for splits and stock dividends. Form the result, 

these P/BV ratios was increasing during these fiscal years (2009-2013).  

A lower P/B ratio means that the stock is undervalued. According to Nike P/BV ratio 
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from2009 to 2013, we can indicate that Nike’s stock price is overvalued. However, it could 

also mean that something is fundamentally wrong with the company. This ratio also gives 

some idea of whether you're paying too much for what would be left if the company went 

bankrupt immediately. 

Intrinsic value calculation summary 

Intrinsic value of Nike was used by three different approaches. According to dividend 

discount model and free-cash-flow-to-equity (FCFE) model, we indicated that Nike stock 

value was undervalued. While Nike stock value is overvalued by book value model. Because 

book value has the limitation of hidden assets existence, we can take account of the first two 

method results. In conclusion, Nike stock value is undervalued. It means that it is better to 

hold the stock for investors who already bought, and it is better to buy this stock for investors 

who are looking forward to buy. 

5.4 SWOT analysis of Nike 

Nike has been a successful company which has been around for over 40 years old. Nike 

becoming rapidly at the top of a highly competitive industry, which is strength of its shoe 

designs and endorsement contracts with high-profile athletes. SWOT analysis, which 

analyzed strengths, weaknesses, opportunities; and threats of Nike. We would specifically 

discuss it in following part. 

5.4.1 Strengths 

There are some strengths of Nike. Firstly, Nike is one of the most widely-known 

companies in the world, which leading brand for sports shoes and apparel. And in some 

public report, we can see that Nike was recognized three times “100 best companies”, besides 

that, Nike listed among 50 most innovative corporate all over the world.  

Secondly, Nike have effective business relationship in global market, which have 

exclusive shops all over the world and availability through multi-brand retail stores Nike also 

widen their production line, which launched many other products in collaboration with other 

companies. For example, Nike launched music player, watches, and other relative products. 
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That is why Nike can lead top of the mind brand which with excellent innovative branding 

and advertisement.  

Thirdly, Nike has succeeded in keeping its expense minimal by outsourcing its production 

to low-cost factories in Asia, especially in China, Vietnam and Indonesia. And set the 

industry standard for establishing mutually-lucrative endorsement contracts with superstar 

athletes. So Nike able to lead international sports teams, players and events 

5.4.2 Weaknesses 

There are some biggest weakness labor problems in some foreign factories, where its 

products are manufactured. In Cambodia and Pakistan, there are large amounts of interviewed 

inexpensive child labors, which have poor working capacity. Media coverage of conditions 

inside those factories created a public relations problem for the company.  

Another weakness is that there are some limitations of their product lines.  Indeed, Nike’s 

sports apparel lines have been successful, bur its range of products is still limited. Besides 

that, another image-related problem is violent crimes in some countries, which lead to 

unstable market situation. 

5.4.3 Opportunities 

Considering global market, the markets for Nike’s goods will expand. Because there are 

more less-developed countries build their economies and create greater purchasing power for 

their publics. For the specific, product expansion in areas like more concentration in 

sportswear, sunglasses and so on, which generated high profit.  

In addition, Nike has highly successful research, development and marketing divisions 

which help Nike keep its products sophisticated and make its image in the public eye.  That 

is why Nike enhances brand visibility by opening sports academies for nurturing talent. As 

sports are one of the most important and significant activities in every region of the world, 

Nike should be able to develop those opportunities to expand its product lines into newly 

emerging markets.  
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5.4.4 Threats 

There are still threats in Nike, which because of the competition of Footwear market, 

where the major competition from other brands. In addition, the level of competition in the 

sports apparel industry has grown since Nike’s “Air Jordans” revolutionized the athletic shoe 

world during 1980s.  Some other old companies like Adidas and Reebok have remained 

competitive, while new companies like Under-Armour have entered the footwear market and 

have secured market share previously the provenance of Nike. 

Another threats to Nike’s future are tied directly to the state of the global economy at any 

given time, and economic downturns indirectly affect consumer goods industries, especially 

expensive unnecessary items like Nike shoes.  The more of a population that is suffering 

financial problem from macroeconomic developments, the smaller the market for Nike’s 

goods.   

In addition, Nike is an international brand currency fluctuations of countries affects the 

business, and there is still have fake imitations problem that having bad influence on Nike 

brand image. 

5.5 Summary 

In conclusion, Nike is a very good company to invest. We analyzed the three main parts to 

estimate Nike, which are macroeconomic situation, industry situation and business situation.  

For the global economic situation, it is a good opportunity to Nike, because nowadays 

macroeconomic situation at a sustainable developing period after the global financial crisis in 

2008. For the specific, GDP and inflation rate are declining form 2009, and increased in 2012. 

Interest rate also decreased from 2007, which the stock price of Nike decreased in 2008. 

While this decline exist only one year, the stock price continually rise in 2009.While there 

still have some challenges for Nike because of widen global market problem and unstable 

influence form some producing countries.  

For the industry situation, Nike still has obvious advantage compared to the competitors. 

Now, Nike at the maturity stage, which means that they can focus on the products innovation 

in order to further strengthen their brand. In 2013, sales in the United States, including USA 
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sales of the other businesses, accounted for approximately 45% of total revenues, compared 

to 42% in both fiscal 2012 and fiscal 2011. In 2013, non-USA sales including non-USA sales 

of our other businesses accounted for 55% of total revenues, compared to 58% in both fiscal 

2012 and fiscal 2011.While, there still have labor problem in some labor-intensive countries. 

Nike needs to set suitable strategy to adapt the different specialty in different countries. 

For the business situation, we use three different approaches, which are dividend discount 

model, free-cash-flow-to-equity (FCFE) model and book value model to estimate Nike stock 

value is undervalued or overvalued. After intrinsic value calculation, we can analyze the 

value of NIKE, which can determine a proper price for Nike’s stock. In conclusion, Nike 

stock value is undervalued. It means that it is better to hold the stock for investors who 

already bought, and it is better to buy this stock for investors who looking forward to buy. 

Finally according to all thesis finding, we can recommend to hole and to buy the stock of 

Nike.  
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6 Conclusion 

According to analysis fundamental analysis, which consist of macroeconomic analysis, 

industry analysis, and business analysis, we got a comprehensive analysis result of Nike. The 

main goal of fundamental analysis of Nike is calculating the intrinsic value, and according to 

this intrinsic value, investor got some information whether Nike’s stock deserve to invest or 

not.  

For macroeconomic analysis, the macroeconomic check the state aggregate economy and 

also international economy. Form the analysis, macroeconomic in US relatively becoming 

better in recent year, while have tough time during the financial crisis from 2007. In addition, 

the world economy reached growth of 2.1% in 2013. And the economy has not slowed down 

business of Nike. 

For industry analysis, it will consider a company operates which provides an essential 

framework for the analysis of the firm. Nike sells the products to retail accounts, through 

their own Direct to consumer operations, and through a mix of independent distributors, 

licensees, and sales representatives around the world. For the competition, Nike profitability 

ratio is much better than its competitor-Adidas. 

For business analysis, this focuses on financial analysis and the intrinsic value of the 

company. Concerning the financial analysis, we got the result that Nike have high 

profitability. And Nike liquidity capacity is also relatively high except the fiscal year of 2010, 

which means Nike can deal with the immediate cash need. And debt to equity ratio is very 

well in historical year except the year of 2013.  

Through calculation of intrinsic value, we got the result that Nike market value stock 

price was undervalued. It means that the value can be expected increase.  

Finally, we can make a recommendation that investors who already bought the stock can 

hold the stocks, and investors who expected to buy this stock can buy the stocks. 
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Annex 1. Balance sheet 

Nike Inc., Consolidated Statement of Financial Position, Assets

USD $ in millions

May 31, 2013 May 31, 2012 May 31, 2011 May 31, 2010 May 31, 2009

Cash and equivalents 3,337 2,317 1,955 3,079 2,291

Short-term investments 2,628 1,440 2,583 2,067 1,164

Accounts receivable, net 3,117 3,280 3,138 2,650 2,884

Inventories 3,434 3,350 2,715 2,041 2,357

Deferred income taxes 308 274 312 249 272

Prepaid expenses and other current assets 802 870 594 873 766

Current assets 13,626 11,531 11,297 10,959 9,734

Property, plant and equipment, net 2,452 2,279 2,115 1,932 1,958

Identifiable intangible assets, net 382 535 487 467 467

Goodwill 131 201 205 188 194

Deferred income taxes and other assets 993 919 894 873 897

Noncurrent assets 3,958 3,934 3,701 3,460 3,516

Total assets 17,584 15,465 14,998 14,419 13,250

Current portion of long-term debt 57 49 200 7 32

Notes payable 121 108 187 139 343

Accounts payable 1,646 1,588 1,469 1,255 1,032

Compensation and benefits, excluding taxes 713 711 628 599 492

Endorsement compensation 264 294 284 267 237

Taxes other than income taxes 192 179 214 158 162

Dividends payable 188 165 145 131 121

Import and logistics costs 111 133 98 80 59

Advertising and marketing 77 132 139 125 98

Fair value of derivatives 34 55 186 164 69

Other 407 384 291 380 546

Accrued liabilities 1,986 2,053 1,985 1,904 1,784

Income taxes payable 98 67 117 59 86

Liabilities of discontinued operations 18 – – – –

Current liabilities 3,926 3,865 3,958 3,364 3,277

Long-term debt, excluding current portion 1,210 228 276 446 437

Deferred income taxes and other liabilities 1,292 991 921 855 843

Noncurrent liabilities 2,502 1,219 1,197 1,301 1,280

Total liabilities 6,428 5,084 5,155 4,665 4,557

Redeemable Preferred Stock – – – – –

Common stock at stated value 3 3 3 3 3

Capital in excess of stated value 5,184 4,641 3,944 3,441 2,871

Accumulated other comprehensive income 274 149 95 215 368

Retained earnings 5,695 5,588 5,801 6,095 5,451

Total shareholders' equity 11,156 10,381 9,843 9,754 8,693

Total liabilities and shareholders' equity 17,584 15,465 14,998 14,419 13,250  

Source: Nike Inc, Annual Reports 
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Annex 2. Income statement 

Nike Inc., Consolidated Income Statement

USD $ in millions

12 months ended May 31, 2013 May 31, 2012 May 31, 2011 May 31, 2010 May 31, 2009

Revenues 25,313 24,128 20,862 19,014 19,176

Cost of sales -14,279 -13,657 -11,354 -10,214 -10,572

Gross profit 11,034 10,471 9,508 8,800 8,604

Demand creation expense -2,745 -2,711 -2,448 -2,356 -2,352

Operating overhead expense -5,035 -4,720 -4,245 -3,970 -3,798

Selling and administrative expense -7,780 -7,431 -6,693 -6,326 -6,150

Restructuring charges – – – – -195

Goodwill impairment – – – – -199

Intangible and other asset impairment – – – – -202

Operating income 3,254 3,040 2,815 2,474 1,858

Interest income 26 30 30 30 50

Interest expense -23 -33 -34 -36 -40

Interest income (expense), net 3 -3 -4 -6 10

Other income (expense), net 15 -54 33 49 89

Income before income taxes 3,272 2,983 2,844 2,517 1,957

Income tax expense -808 -760 -711 -610 -470

Net income from continuing operations 2,464 2,223 2,133 1,907 1,487

Net income from discontinued operations 21 – – – –

Net income 2,485 2,223 2,133 1,907 1,487  

Source: Nike Inc, Annual Reports 
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Annex 3. Cash flow statement 

Nike Inc., Consolidated Statement of Cash Flows

USD $ in millions

12 months ended May 31, 2013 May 31, 2012 May 31, 2011 May 31, 2010 May 31, 2009

Net income 2485 2223 2133 1907 1487

Depreciation 438 373 335 324 335

Deferred income taxes 21 -60 -76 8 -294

Stock-based compensation 174 130 105 159 171

Impairment of goodwill, intangibles and other assets – – – – 401

Amortization and other 75 32 23 72 48

Net gain on divestitures -124 – – – –

(Increase) decrease in accounts receivable 142 -323 -273 182 -238

(Increase) decrease in inventories -197 -805 -551 285 32

(Increase) decrease in prepaid expenses and other current assets -28 -141 -35 -70 14

Increase (decrease) in accounts payable, accrued liabilities and income taxes payable 41 470 151 297 -220

Changes in certain working capital components and other assets and liabilities -42 -799 -708 694 -412

Income charges (credits) not affecting cash 542 -324 -321 1257 249

Cash provided by operations 3027 1899 1812 3164 1736

Purchases of short-term investments -3702 -2705 -7616 -3724 -2909

Maturities of short-term investments 1501 2585 4313 2334 1280

Sales of short-term investments 998 1244 2766 453 1110

Additions to property, plant and equipment -636 -597 -432 -335 -456

Disposals of property, plant and equipment 14 2 1 10 33

Proceeds from divestitures 786 – – – –

Increase in other assets, net of other liabilities -28 -37 -30 -11 -47

Settlement of net investment hedges – 22 -23 5 191

Acquisition of subsidiary, net of cash acquired – – – – –

Cash (used) provided by investing activities -1067 514 -1021 -1268 -798

Net proceeds from long-term debt issuance 986 – – – –

Long-term debt payments, including current portion -49 -203 -8 -32 -7

Increase (decrease) in notes payable 15 -65 41 -205 177

Proceeds from exercise of stock options and other stock issuances 313 468 345 364 187

Excess tax benefits from share-based payment arrangements 72 115 64 58 25

Repurchase of common stock -1674 -1814 -1859 -741 -649

Dividends, common and preferred -703 -619 -555 -505 -467

Cash used by financing activities -1040 -2118 -1972 -1061 -734

Effect of exchange rate changes 100 67 57 -47 -47

Net increase (decrease) in cash and equivalents 1020 362 -1124 788 157

Cash and equivalents, beginning of year 2317 1955 3079 2291 2134

Cash and equivalents, end of year 3337 2317 1955 3079 2291  

Source: Nike Inc, Annual Reports 

 


