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[bookmark: _Toc215058187]1. Executive Summary
This report studies the strategic position of an SME-scale IKEA franchisee along with potential competition within the UK furniture retail market. The internal focus and other internal and external capabilities are explored using frameworks in strategy (Johnson, et al., 2017). The findings indicate significant brand equity, but also high exposure to increasing costs and competition digital competition in the UK retail sector and other sustainability concerns (Mintel, 2022). Consequently, the adoption of urban micro-store formats with the most developed digital service capabilities offers the highest potential for sustainable long-term growth. This strategy improves digital service penetration, operational cost efficiencies and aligns with the retailer's proactive sustainability goals. Typical SME barriers include digital shift, geographical focused product offering, and improved last-mile delivery. Overall, the report concludes that these strategic initiatives will propel this IKEA franchisee as an SME in the UK furniture retail sector.




[bookmark: _Toc215058188]2. Introduction to the Organisation
This report analyses the SME-scale franchisees that operate within the UK furniture retail sector. IKEA is globally recognised for its Scandinavian-style flat-pack furniture, low prices, and efficient global supply chain (Akbar and Tracogna, 2018). As a franchisee, the firm sells do-it-yourself assembly furniture and home decor, provides delivery and planning services, and, as per the IKEA model, serves the clientele.
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Figure 1: An IKEA Store, Source: Reuters
According to Swedish retailing, the business model prescribes thin-margined, high-volume retailing, democratic design, and optimal integrated logistics systems (Grant, 2019). IKEA pricing and design functional attribute sustainability is in place. There is further a commitment to circularity and low-impact materials (IKEA, 2023). SME-scale franchisees operate within a global IKEA framework but, unlike IKEA, must contend with local market constraints and pressures including high cost pressures and intensified market competition from digital retailers in UK. These contextual factors determine the conditions to find optimal strategic slack to enable appropriate growth within the parameters set by IKEA’s brand standards.
[bookmark: _Toc215058189]3. Appraisal of the Current Strategic Direction
While most international IKEA franchisees do not operate within the expansion framework of IKEA's vision, 'to improve the everyday lives of the many' and its mission of designing affordable, sustainably sourced home furnishings, the SME franchisee aspires to align its strategic direction as best as possible. Using the low cost, customer experience, digital, circular, and climate-positive focus (IKEA, 2023), the franchisee's objectives align on several, but not all, dimensions. Integrating a low cost and a focus on value-adding, and innovative design, which is a trademark of the impressive logitics and market access of IKEA, is certainly ambitious. For the overall franchisee, the lack of strategic autonomy, however, poses a conundrum as adjustment of the business strategy to flex on the competitive and technological dynamics of the retail environment in the UK is unlikely. With the resource constraints common to SMEs, the growing focus on smart, connected, and retail services technology is a double-edged sword for the franchisee (Porter and Heppelmann, 2014). Overall, the strategic direction is adequate for the brand, and is configures optimally for the location, but the franchisee needs to implement location specific strategies to enhance its competitiveness and to ensure long term viability in the market.
[bookmark: _Toc215058190]4. Environmental Scan & Competitive Positioning
[bookmark: _Toc215058191]4.1 PESTEL Analysis
PESTEL is a strategic frame work used to analyse the key external , macro-environmental factors that can affect an organisation’s performance and decisions: Political, Economical, Social, Technolohgical , Environmental and Legal Factors .

Figure 2: PESTLE Analysis
The political environment affects the IKEA franchisee by the franchising regulations in the UK, the Brexit regulations that affect the sourcing costs and complexities (the import duties that apply Post Brexit), and the UK trading regulations. Policy initiatives on carbon neutrality and changes in waste management affect operational priorities and sustain some degree of control. Inflation and the UK living crisis affecting the households sustain a pressure on costs and affordability as there is less discretionary income and less spending in the household (ref. IKEA, 2023).
For small-scale retail businesses that engage in low-cost retailing as an operational strategy, the implications of volatile supply chain operational costs take a toll on net profitability (Mintel, 2022). From a societal perspective, there is an increase in the interest in small-unit living, the demand for adaptable pieces of furniture, and the affinity toward eco-friendly products for the home (which IKEA designs as well) (Akbar and Tracogna, 2018). From a technological perspective, there is the phenomenon of fast digitalisation which has transformed the paradigms of consumer retail and created an expectation toward virtual space planning (Kraus et al., 2019). People and governments for that matter, want to see a reduced emphasis on the ecosystem as well as for a need and supply of circular (andenvironmentally friendly) materials for reduced emissions, responsible sourcing and waste stream reduction (Dey et al., 2011). The need to comply with consumer, health and safety, employment & franchising regulations has Legal implications that impact operational functions and necessitate the proper allocation of available resources to fulfill operational objectives (Johnson et al., 2017).
[bookmark: _Toc215058192]4.2 Porter’s Five Forces
Porter’s five forces is a framework for analysing the competitive structure and profitability of an industry , developed by Michael E. Porter in 1979 . It explains how five key competitive forces together determine how attractive or unattractive an industry is in terms of long-run profit potential ( Anon, 2019) .

Figure 3: Porter’s Five Forces Analysis
Even in the UK’s furniture industry, the threat of new entrants is considered modest. With no physical stores, online-only retailers face very few initial and ongoing costs in entering the industry. As Ghezzi (2013) suggests, online market competitors gain market share at a faster rate since traditional retailers face significant administrative delays in opening a new physical location. On the other hand, physical retailers (including small SMEs like IKEA) do have an ability to limit market entry due to significant costs related to real estate, stock, labor, and transportation.
The threat of substitutes is still extremely high due to the availability of alternatives in the furniture market. Competitors like Dunelm and Wayfair have varying and multi form products and the second-hand market and upcycling caters to the eco-conscious and budget-friendly Statista (2023). These alternatives in the market and are there to cater to the eco-conscious and budget friendly. This reduces customer loyalty, and increases the ease of switching. When prices rise, services stagnate, or there is a lack of quality in the product or ongoing service to meet a satisfied or complete demand. This gives a strong bargaining power to the buyers in the market, which is the case in the UK, consumer is constrained to low switching costs therefore the Franchisee is in a precarious position of sustaining a fair competitive price in the market.
The influencers of buying behavior are somewhat strong. While IKEA has substantial global buying power, franchisees are SMEs that are still centrally sourced, which limits their ability to respond to local demand and to negotiate on their own. This results in situations in which the supply chain loses its agility, and the franchisee faces the risk of higher costs of imports and/or supply chain delays (Grant, 2019).
The level of competitive rivalry is extremely high due to high market saturation and the level of fierce promotional activity, seasonal promotions, and continuous modification of services which the market is expected to reorganize in terms of service, convenience, and sustainability. UK Retailers are highly price competitive which combined with the need for faster delivery and greater product assortment intensifies rivalry for all participants in the market (Mintel, 2022).
[bookmark: _Toc215058193]4.3 SWOT
SWOT analysis is a strategic planning technique designed to identify and evaluate the strengths, weaknesses, opportunities and threats pertinent to a business or a specific project. This framework provides a panoramic view of an organisation’s current position by examining internal capabilities and external environmental factors (Anon, 2025). 

Figure 4: SWOT Analysis
IKEA has built its franchise system upon the reputation and value propositions of their highly recognized and respected brand, building customer loyalty and broad, cross-border customer traffic (Akbar and Tracogna, 2018). Supply chain efficiencies on the franchise level result in a broad, versatile, flexible, and customizable product offering that fulfills a wide variety of value needs within the target market. Such an offering forms a strong competitive advantage within an industry where both price and aesthetic design are dominant purchase drivers. Such value, however, is constrained on the franchise level where the SME franchisee has limited opportunities for product differentiation and independent innovation, reducing a franchisee’s ability to compete on their local market.
Increasing operational and delivery costs hinder flexible pricing strategies, as growing costs and weakening profitability create inefficient delivery costs and lost revenue from unmet delivery deadlines creating urban logistical challenges (Kraus et al., 2019). In contrast to the growing digital adoption of E-Commerce, this resulted in the loss of digitally attainable revenue due to the convenience offered by smaller urban store footprints. IKEA integrated digitally with green circular redesign and community centered environmental policy initiatives to widen the sustainable EWASTE opportunities (IKEA, 2023).
There are challenges to the strategic position of the franchisee due to the current economic environment which drives cyclical deflation and lowers the profitability of the E-Commerce franchise. In the cyber environment, however, deflationary pricing is brought about as competitors in digital E-Commerce dominate pricing and control the delivery time. The increased costs and constraints due to the disruptive layers of the global supply chain is still the critical path for all SMEs. Timeframes for operational sustainability complaints, along with cost, product lifecycle disruptions, and regulatory framework complexity for SMEs have become critical, especially with more advanced regulatory frameworks. (Dey et al., 2011).
[bookmark: _Toc215058194]4.4 Competitive Positioning Summary
IKEA's SME systematic franchisee has anchored cost-leadership combined with multi-national presence and streamlined operations. Even so, the saturation of the UK market, combined with enhanced customer expectations and technological disruption, requires a differentiating strategy centred on improved service and digital innovation (Porter and Heppelmann, 2014). Sustainability commitments also diffuse active competition, as more customers choose sustainably friendly retailers (IKEA, 2023). By further enhancing digital and logistical capabilities and adjusting suitable local practices, the business will increase competitiveness and resilience.
[bookmark: _Toc215058195]5. Strategic Growth Choices & New Sustainable Strategy: Ansoff and BCG
The Ansoff Matrix, often called the Product/Market Expansion Grid, is a two-by-two framework used by management teams and the analyst community to help plan and evaluate growth initiatives. In particular, the tool helps stakeholders conceptualize the level of risk associated with different growth strategies ( Kyle Peterdy, 2025).

Figure 6: Ansoff Matrix
As part of the SME sector, an analysis of growth options available to IKEA is vital. Applying the Ansoff Growth Matrix, it is possible to understand the potential growth options available to the company. Cost leadership has always been the dominant strategy that has worked in IKEA's favor on the basis of efficient global sourcing and economies of scale (Grant, 2019). However, coupled with the growth of digital competitors, it becomes pertinent that this strategy be slightly altered, given the stiff competition in the UK furniture market (Mintel, 2022). Using the Ansoff Growth Matrix, some growth options available to IKEA include improved digital marketing and promotion, the opening of small format "micro" urban stores to access new markets, launching a new line of home services (including in-house service packages), and introducing a new product line focused on sustainability (Johnson et al., 2017). But this is limited by the lack of autonomy and financing typical of SME franchising.

The Boston Consulting Group's BCG Matrix is a strategic framework for businesses to analyse their product portfolio based on market share and market growth rate. It categorizes products into four quadrants, guiding decisions on investment, divestment, or development (Quantive, 2024).
[image: ]
Dividing products according to market growth and relative market share is one of the approaches employed by the BCG matrix to streamline the product portfolio analysis. At IKEA, modular storage systems and kitchen units are Stars products due to their customizability, strong demand, and solid growth positioned in the urban-living market. Core flat-pack furniture and high-volume home accessories, however, are Cash Cows that generate consistent revenue from low-growth mature markets. However, continued margin pressures of these products may correlate to some of their profitability. Smart home tech and new urban micro-store concepts land in the Question Marks category. Although these products are in high-growth markets, their low market share is concerning. Slow-moving legacy ranges and seasonal décor items fall within the Dogs category. Their low turnover generates inventory challenges and little strategic value. They are just left with little to no turnover. Although it is useful, the BCG matrix has static and simplifies the analysis of the products based on the assumption that consumer behavior and digital retail systems are not changing. (Johnson et al, 2017).

McDonald’s digitally personalised micro urban store strategy supporting franchisees aligned with the Ansoff’s Market Development strategy (Akbar and Tracogna, 2018). This operating urban format enhances accessibility and improves consumer behavior alignment with the ‘sustainability’ (km) and circularity (IKEA, 2023) aspirations. The interconnectedness of retail services enhances products and consumer engagement across diverse retail channels (Porter and Heppelmann, 2014). Additionally, this incorporates the franchisee’s local strengths of brand equity, supply chain, and design management, while also overcoming the barriers of local adaptability and response time. The design of this system, which addresses the limitations of small and medium-sized enterprises (SMEs) while also being scalable, enables the firm to reduce competitive, economic, and ecological challenges in the UK (Dey et al., 2011). This illustrates IKEA’s growth, improvement, adaptability, and sustainability in a practical and efficient manner.
[bookmark: _Toc215058196]6. Stakeholder Analysis
The SME-scale IKEA franchisee functions in a multi-layered system of stakeholders whose demands and potentials drive strategic choices. Domestically, there are the franchise owners, managers, and employees. The franchisee has, positively, high power as well as a high interest, since they are in charge of the strategic approval and resource distribution. In the meantime, managers and employees have a strong interest in operational changes, but have only moderate power, and thus, such changes should be communicated and woven into the implementation plan (Osiyevskyy and Dewald, 2015). External stakeholders with high power include Inter IKEA Systems, the regulatory bodies, and the local authorities as they control compliance, sustainability, and trading condition control. On the other hand, customers and the local communities have high interest, but have less power, albeit their preferences greatly impact the competitiveness and quality of the services (O’Regan et al., 2012).


Figure 7: Mendelow’s Matrix
Mendelow’s Matrix classifies the franchise owners and the regulatory bodies as ‘Key Players’ in the ‘Engage Closely’ quadrant and certainly has to be interacted with. Employees and customers belong to the ‘Keep Informed’ category as they have high interest but little power. In this sense, the suppliers are of edge, but their power is less in this case as they control the global sourcing (Barney and Mackey, 2016).
Using a RACI framework assists in understanding the roles and responsibilities that will be needed in order to carry out the proposed strategy. Managers along with the digital leads should be Responsible for driving the urban store development and the digital enhancements, while the Franchise Owner will be Accountable for the overall strategy approval. Suppliers, Sustainability Advisors, and Local Councils should be Consulted for their Compliance and Operational Change roles. Customers and Community Stakeholders should be Informed in order to keep their trust and sponsorship.
[bookmark: _Toc215058197]7. Strategic Recommendations
From the analysis, the SME-scale IKEA franchisee should focus on strategic actions that improve the competitiveness while being realistic with the availability of resources. For starters, the firm should focus on speeding the roll out of micro-format urban stores, having lower operational cost, better access and a lower range of environmental impact when compared to the other store formats, thus meeting the changing consumer demands and sustainability needs (IKEA, 2023). In tandem with this, the franchisee should be able to improve digital options, AI oriented room planning and other digital interfaces that allow for better click and collect services. This will be important for the franchisee to counter digital competition and meet the changing customer needs (Kraus et al., 2019). Lastly, the organisation needs to improve the last mile logistics by partnering with local delivery companies in order to ease the cost strain and improve the reliability of delivery which is important in the competitive market (Mintel, 2022).
Moreover, the franchisee, to the possible extent, should add locally obtainable, sustainable diversity, as follows complemented to IKEA international assortment, for the purpose of differentiation, regulatory and environmental challenges (Dey et al., 2011). The franchisee will strengthen internal capacity and facilitate effective execution of the new plan by investing in employee skills, particularly in customer experience, digital tools, and sustainable practices (O’Regan et al., 2012). Lastly, the business should adopt clear KPIs focused on sales growth, digital conversion, customer satisfaction and sustainability performance to monitor progress effectively (Johnson et al., 2017). Considering these recommendations the franchisee will be able to strengthen its resilience, utilize the brand’s strength and achieve sustainable and long-term growth in the UK retail space.
[bookmark: _Toc215058198]8. Conclusion
This report has assessed the strategic position of an SME-scale IKEA franchisee and identified the necessity for enhanced flexibility in the context of the competitive and digitally enabled UK environment. The environmental scan identified critical sustainability demands and strategic renewal threat determined by powerful market forces and changing consumer sustainable purchases (Statista, 2023). The micro-format urban stores complemented by digital services propose a sustainable and optimal variation that fits the contextual and brand global priorities. The franchisee will be able to develop digital and logistics capabilities together with contextual adaptability to gain sustainable competitive advantage and as a result, retain flexibility in a changing environment (Teece, 2018).
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