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Consumer Goods
Sporting Goods: hurdling the threat of
higher tariffs
With 99% of all shoes sold in the US being imported in 2023, Donald
Trump’s proposal to place a universal 10-20% tariff on imports from all
foreign countries and an additional 60-100% tariff on imports specifically from
China, would significantly impact the footwear (and apparel) categories. The
increased costs as a result of the proposed tariffs would be too large for
retailers and brands to absorb and would result in higher retail prices than
many consumers would be willing to pay in a challenging consumer spending
environment.

US footwear still heavily reliant on sourcing from China
■ With 70% of shoes sold in the US produced in China in 2018, the US footwear

industry was already one of the biggest victims in the escalating trade war
between the US and China, after the Trump administration imposed an
additional 10% duty on imported footwear from China in Q4 2019.

■ Since then, the US footwear industry has managed to reduce this Chinese
exposure by 10pp to 60% of all footwear imports at end-2023, but that
share remains well above those from the No.2 and No.3 suppliers which
are Vietnam (23%) and Indonesia (6.5%). Fortunately, the main sportswear
brands are well below this 60% share (see page 3).

■ However, we understand that President elect Trump has proposed a
minimum 10% tariff on all imports from all countries, while those from China
would be subject to an additional tax of 60%.

■ September footwear import numbers that were unveiled last week soared
by 16% YoY, the fastest growth level seen for two years (see Figure 1 below).
In our view, the positive inflection point in the US market after several
quarters of excess inventory and weak consumer spending could be one
explanation, but this abrupt acceleration could confirm that brands and
retailers seemed to have already anticipated these higher tariffs that could
come into force in H1 2025.

Figure 1 - September 2024 saw the largest increase in footwear imports for
two years

Source: U.S. Bureau of Economic Analysis
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 Dramatic impacts for the US footwear industry and consumers
■ During his election campaign, Donald Trump proposed many new tariffs on the US, aimed

at both punishing countries for their tariffs on US exports and financing other measures.

■ Facing dramatic impacts for US retail and consumers, the FDRA (Footwear Distributors
& Retailers of America) which regroups 500 companies and brands representing 95% of
total US footwear sales, and NRF (National Retail Federation) have already warned of
severe hikes in consumer prices.

■ The NRF and Trade Partnership Worldwide examined the low and high-ends of the tariff
proposals and their impacts on future tariffs of six large consumer goods categories (see
Figure 2) including apparel and footwear:

■ Scenario A: a 10% tariff on all imports and an additional 60% tariff on imports
from China, totalling a tax of 70% on imports from China.

■ Scenario B: a 20% tariff on all imports and an additional 100% tariff on imports
from China, leading to an aggregated tariff of 120% on imports from China.

Figure 2 - Current tariffs vs. proposed tariffs (%)

Source: Trade Partnership Worldwide LLC / NRF

As a result of these proposed tariffs:

■ Prices of apparel would increase by 12.5-20.6%, which would force consumers to cut
back spending on apparel by 22-33%.

■ Prices of footwear would increase by 18-29% which could negatively impact overall
purchases by 30-41%. As an example, a pair of a USD90 athletic shoes would jump to
USD106-116.

Figure 3 - Estimated increases in consumer prices

Source: Trade Partnership Worldwide LLC / NRF
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 The main sportswear groups have reduced their sourcing from China
■ As already mentioned, the US footwear industry is still heavily reliant on Chinese sourcing

with a share of 60% of all footwear imports. Reassuringly, the main sportswear brands
are well below this 60% share as they have strived to move production to other Asian
countries due to China's tariff threats and continuously increasing labour costs for more
than a decade.

■ As shown in the following pie charts, Vietnam was the main beneficiary of this relocation
of footwear production thanks to two key trade agreements: the Trans-Pacific Partnership
Agreement (TPP) between 12 Pacific-rim countries (incl. the USA) and the European
Union-Vietnam Free Trade Agreement (EVFTA).

adidas: China sourcing represents 14-15% of total volumes

■ Over a decade, the weight of China within adidas' sourcing mix has halved from 27% in
2014 to 14% in 2023 in footwear and from 31% to 15% in apparel.

■ More importantly, as part of adidas' "Sinicisation strategy" the vast majority of products
manufactured in China are now sold locally since the group recently confirmed that c.85%
of products sold in China were manufactured locally (vs. 50% in the past).

Figure 4 - ADS - Footwear sourcing mix
(%)

Source: Company Data

Figure 5 - ADS - Apparel sourcing mix
(%)

Source: Company Data

Nike: China represents 16-18% of sourcing

■ While Vietnam was already the largest source country for footwear a decade ago (i.e.
43% of total volumes in FY13), Nike continued to relocate its footwear production to
Vietnam and Indonesia at the expense of China, which lost 10pp to 18% between FY13-24.
In apparel, the weight of China more than halved to 16% at end-FY24. As for adidas, we
assume that most of the products manufactured in China are sold domestically.

Figure 6 - Nike brand - Footwear
sourcing mix (%)

Source: Company Data

Figure 7 - Nike brand - Apparel sourcing
mix (%)

Source: Company Data
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 On: one of the lowest levels of exposure to China in the industry

■ On was founded in 2010 when rising labour costs were already enticing footwear
manufacturers to relocate their production from China to Southeast Asia, which explains
why On's footwear production is concentrated in Vietnam (90%) and Indonesia (10%).

■ In apparel, On's apparel sourcing mix stands out from its peers with one of the lowest
levels of exposure to China (7%) and a significant production footprint in Turkey (26%),
which is also a key manufacturing country for Inditex and Hugo Boss, among others.

Figure 8 - ON Running - Footwear
sourcing mix (%)

Source: Company Data

Figure 9 - ON Running - Apparel
sourcing mix (%)

Source: Company Data

Puma: China accounts for 32% of total sourcing

■ Puma has one of the highest levels of exposure to China at 32% of its total sourcing. In
2023, while absolute volumes for apparel decreased, China was further strengthened as
a country origin for footwear last year.

■ Consequently, Puma took the opposite strategy to virtually all its peers and this could
now become a serious issue for the brand in the US market if Trump's proposed tariffs
would come into force next year.

Figure 10 - PUM - Total sourcing mix
(2023, %)

Source: Company Data

Figure 11 - PUM - Total sourcing mix
(2018, %)

Source: Company Data

After Trump's inauguration, will the reason prevail?
■ No domestic production to protect. Unlike other industries, domestic footwear

production only accounts for 1% of all shoes sold in the US in 2023, which means that
brands and retailers could not switch to US manufacturing to avoid these higher tariffs.

■ Tariffs would worsen inflation. Whereas inflation was clearly a motivating factor in
these election results, with many middle-class voters expressing deep concerns about
the impact inflation has had on family budgets, these additional tariffs could lead to
drastic hikes in consumer prices (+12.5-21% in apparel and +18-29% in footwear as shown
in Figure 3) and thus, unleash a new wave of inflation.
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Rating and Price Target History for: adidas (ADSGn.DE) as of 11-11-2024
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Bryan Garnier stock rating system
For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
CONVICTION BUY: The highest possible rating, based on a very strong conviction in the mid/long-term outlook and strategic choices made by a company,

and should therefore be reflected in the extent of upside in the associated target price. There is no reason to limit the number of CONVICTION BUY ratings,

however they must also reflect some kind of preference in relative terms within a sector.

BUY: This rating should traditionally be applied to companies for which we expect a positive absolute share price performance over a 6 to 12 month period.

The opinion is based not only on the PT (which represents theoretical upside relative to the current share price over a 12-month period) but also takes into

consideration a number of other factors that may include a SWOT analysis, momentum, technical aspects or the sector backdrop.

NEUTRAL: This rating is the equivalent of a recommendation not to trade in a stock in the short term, either as a buyer or a seller, for many potential

reasons. The view is intended to be temporary since it has been proven that few stocks actually remain within a narrow -5%/+5% range over a long period of

time. The rating is particularly valid in exceptional market conditions. Our intention is to limit the total number of NEUTRAL ratings to 20%.

This rating should traditionally be applied to companies for which we expect a negative absolute share price performance over a 6 to 12 month period. The

opinion is based not only on the PT (which represents theoretical downside or overly-low upside from the current share price over a 12-month period ) but

also takes into consideration a number of other factors that may include a SWOT analysis, momentum, technical aspects or the sector backdrop.

CONVICTION SELL: This is the lowest possible rating reflecting a strong disagreement with the main strategic choices made by a company, pointing to the

risk of de-rating and value destruction and which is obviously also reflected in downside potential between the share price and the target price.

NOT RATED: Covered stocks may be “Not rated” when we view them as being interesting for one or several strategic themes in our universe, but consider

that we do not have a general enough perspective or overall assessment of them to be able to issue a rating. As such, our comments are limited to topics

where we believe we can add value. More specifically, quarterly earnings will not be commented on per se.

PRICE TARGET: PT is the analyst-derived theoretical value of a company over a standard 12-month period.

Research Disclosures
A copy of the Bryan, Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com

Distribution Of Stock Ratings
CONVICTION BUY Ratings  1.02%  BUY Ratings  58.67%  NEUTRAL Ratings  22.45%  SELL Ratings  10.20%  UNDER REVIEW Ratings  3.06% 
TENDER TO THE OFFER Ratings  1.02%  CORPORATE Ratings  3.57% 
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This document is classified as being investment research (independent research). Bryan Garnier has in place the measures
and arrangements required for investment research as set out in the regulation.

This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or
sell relevant securities, including securities mentioned in this Report and options, warrants or rights to or interests in any
such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be construed
as, investment advice or a personal recommendation. No account is taken of the investment objectives, financial situation
or particular needs of any person.

The information and opinions contained in this Report have been compiled from and are based upon generally available
information which the Firm believes to be reliable but the accuracy of which cannot be guaranteed. All components and
estimates given are statements of the Firm, or an associated company’s, opinion only and no express representation or
warranty is given or should be implied from such statements. All opinions expressed in this Report are subject to change
without notice. To the fullest extent permitted by law neither the Firm nor any associated company accept any liability
whatsoever for any direct or consequential loss arising from the use of this Report. Information may be available to the
Firm and/or associated companies which are not reflected in this Report. The Firm or an associated company may have a
consulting relationship with a company which is the subject of this Report.

Past performance information contained in this Report is not an indication of future performance. The information in this
report has not been audited or verified by an independent party and should not be seen as an indication of returns which
might be received by investors. Similarly, where projections, forecasts, targeted or illustrative returns or related statements
or expressions of opinion are given (“Forward Looking Information”) they should not be regarded as a guarantee, prediction
or definitive statement of fact or probability. Actual events and circumstances are difficult or impossible to predict and will
differ from assumptions. A number of factors, in addition to the risk factors stated in this Report, could cause actual results
to differ materially from those in any Forward Looking Information.

This Report is based on information obtained from sources that Bryan, Garnier & Co Limited believes to be reliable and, to
the best of its knowledge, contains no misleading, untrue or false statements but which it has not independently verified.
Neither Bryan, Garnier & Co Limited and/or Bryan Garnier Securities LLC make no guarantee, representation or warranty
as to its accuracy or completeness. Expressions of opinion herein are subject to change without notice. This Report is not
an offer to buy or sell any security.
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 This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written
permission. The Firm reserves all rights in relation to this Report.

Disclosures specific to clients in the United Kingdom:

This Report has not been approved by Bryan, Garnier & Co Limited for the purposes of section 21 of the Financial Services
and Markets Act 2000 because it is being distributed in the United Kingdom only to persons who have been classified by
Bryan, Garnier & Co Limited as professional clients or eligible counterparties. Any recipient who is not such a person should
return the Report to Bryan Garnier & Co Limited immediately and should not rely on it for any purposes whatsoever.

Notice to US investors:

This research report (the “Report”) was prepared by Bryan Garnier & Co Limited for information purposes only. The Report
is intended for distribution in the United States to “Major US Institutional Investors” as defined in SEC Rule 15a-6 and may
not be furnished to any other person in the United States. Each Major US Institutional Investor which receives a copy of
this Report by its acceptance hereof represents and agrees that it shall not distribute or provide this Report to any other
person. Any US person that desires to effect transactions in any security discussed in this Report should call or write to our
US affiliated broker, Bryan Garnier Securities, LLC. 750 Lexington Avenue, New York NY 10022. Telephone: 1-212-337-7000.
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