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1. Executive Summary

Resilience and prosperity are critical values for a business to be successful. This report is based on Ikea's strategic management and its resilience and prosperity; it looks at Ikea's current strategies and applies these to different theories. A SWOT and PESTLE analysis has been undertaken to show some of Ikea's internal and external risks and opportunities; the business's strengths and weaknesses are also analysed to highlight improvements it could adopt. Bowman's strategic clock and Porter's generic strategies have been applied to Ikea to analyse its competitive strategy and help to identify its place in the competitive market. This analysis shows how both external factors and internal factors can affect a business's strategy. Finally, a stakeholder analysis has been performed to identify Ikea's key stakeholders and assess their importance in the company.

2. Introduction

2.1 – Background of Ikea 

Ikea was founded in 1943 and sold household goods such as pens and picture frames. The organisation was founded by Ingvar when he was 17 years old. The idea for a business that sold low-cost, high-quality furniture came from Ingvar’s background; where he grew up, the area was very remote, and they had to make as much as possible with very little. Mail order and the flat pack concept came about in 1956 when they discovered that making the furniture flat packed prevented it from being damaged in transit (Ikea United Kingdom, 1999-2022). In 1960 Ikea opened its first restaurant. Ingvar found that customers would leave the shop for food elsewhere, he concluded that people would buy less if they were hungry. Putting a restaurant in the shops eliminated this issue, becoming one of their business strategies (Ikea, 2022).

2.2 – Objectives of the report

This report investigates Ikea's internal and external environment, demonstrating the organization's resilience and prosperity. This report will utilise strategic theories to analyse Ikea's strategies. It will identify the internal and external factors that impact the business using a SWOT and PESTEL analysis. A stakeholder analysis will also be undertaken to identify Ikea’s main stakeholders, and how they should be managed. Finally, Ikea’s current strategies will be identified and evaluated using relevant theory and sources.

2.3 Strategy

Strategic management was described by (Campbell et al, 2002) as a set of theories and tools designed to explain the underlying factors of an organisation’s performance and planning. 

The business-level strategy focuses on fulfilling customer needs; it helps different components of an organisation to function (Indeed editorial team, 2020). Henry Mintzberg claimed that strategy requires multiple definitions to enable it to be fully appreciated. Therefore, he came up with the 5 P’s for strategy, providing five definitions: strategy as a plan, ploy, pattern, position, and perspective. Mintzberg is unique in the sense he doesn’t only focus on one aspect of strategy, he believes there are multiple factors which contribute to a successful strategy (Mintzberg, 1987). 

Competitive strategy is how the organisation is developing and the direction the strategy is taking the organisation, it prepares the organisation for the future (Grant, 2013). Bowman claims that strategy concerns “how firms generate and sustain competitive advantage” (Ambrosini, & Bowman, 2009). Porter and Bowman both came up with frameworks to enable businesses to design a competitive strategy that suits them, these will be looked at in this report.

3. Main findings 

3.1- General overview

Ikea’s strategy is based on the Ikea concept, which is to provide affordable products. They achieve this by considering a combination of essential concepts, for example, design, quality, and value. The focus for Ikea in their strategies is: (Dudovskiy, 2022)
1.Lowest prices – to keep prices low, Ikea work around the selling price; a product’s price will be decided before the product is made, and manufacturers then work with the suppliers to make that price achievable (Tyler, 2018).
2.Large variety of products – Ikea offers large varieties as one product in each line may not suit every customer.
3.Strategic alliances and collaborations– Ikea’s alliances are important to its low-price strategy, it’s the alliances with suppliers enable the business to keep prices as low as possible (Groh, 2015)

3.2- Analysing Ikea’s business strategy – Bowman’s Strategic clock

Bowman's strategic clock was developed in 1996 as a development of Porter's generic strategies. It is a marketing model that concerns itself with an organization's strategic position; it looks at how a product can be positioned to enable it to be competitive in the market (Tutor2u, 2021). Bowman's clock allows a business to select strategies to remain competitive, with the clock consisting of eight different strategies. 

Applying this strategy to Ikea enables them to identify its place in the external competitive environment. Through analysis of Ikea's business strategies, Ikea should be put in the hybrid segment; it combines features from low cost and product differentiation. The placement of Ikea on the strategic clock is in line with their key values of being cost-conscious; they aim to make more with less, without compromising their product quality, making their products more affordable (Ikea, 2022). Adopting the differentiation strategy helps them to develop a compelling brand image as their products are different from those of the competitors. They also bring in low costs as they constantly look at how they can reduce costs with suppliers to improve their profitability, allowing them to fall into hybrid (Bhasin, 2019). The hybrid segment works for Ikea because it means that higher volumes of the products can be achieved, and cost reductions are then made available. Below is an illustration of where Ikea sits on Bowman's strategic clock.
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Figure 1: (Introduction to Bowman’s Strategic Clock, n.d.)




[image: Close outline]









Analysis of Bowman’s strategic clock

An advantage to Bowman’s clock is that the framework is simple and easy to understand but still comprehensive; it is more flexible than Porter’s generic strategies, which are restricting when positioning the organisation in the market. Another advantage is that it gives leeway on starting points to help organisations design a strategy. 

However, it has some disadvantages. The framework is only focused on competitive markets, so if the organisation isn’t competitive, the framework will not work for them. Although the framework allows Ikea to sit in the hybrid segment, it could be restricting for them as the framework forces organisations to fit a particular principle which could prevent them from looking at alternatives that may help them grow.

3.3 Porter’s generic strategies 

Porter’s definition of strategy helps to distinguish a good strategy from a bad one. Porter focuses on where the business wants to be, not the decision-making process (Magretta, 2011). Porter's generic strategies is a framework developed to enable businesses to monitor their competitive strategy. It uses two main concepts competitive scope and competitive advantage. A competitive advantage allows us to see how a business has developed a competitive edge over its competitors. Competitive scope looks at whether the business is focused on the market as a whole or focused on something more specific (Tanwar, 2013). Porter's three main strategies are cost leadership, differentiation, and focus. Organisations can adopt more than one of these strategies, but this can be difficult and have negative effects, causing low profitability. These strategies were designed to outperform competitors (A. Porter, 2008a).

Ikea mainly follows the cost leadership strategy; they search for suppliers who can manufacture at the lowest cost. By selling sub-assembled products that require building at home, Ikea cuts on their delivery costs both from producers and to customers. Having this low-cost position enables Ikea to have above-average returns despite their competitor's forces. Ikea also adopts the focus strategy; this strategy allows an organisation to focus on a certain target group or geographic market (Porter, 2008b). For example, Ikea changes its marketing images from country to country; a kitchen in a US catalogue will be very different from the one displayed in a German catalogue (Elliott, 2017). This showing that Ikea adopts Porter's focus strategy by changing its products to target different countries.

Analysis of Porter’s generic strategies 

Some disadvantages to adopting Porter’s generic strategy are that if using the cost leadership strategy, the organisation could focus too much on keeping costs low and become unable to see market changes. A risk to adopting the focus strategy is that the focus is all on trying to meet the needs of a target group that competitors can find submarkets (Porter, 2008c). Another disadvantage to using Porter’s framework is that the strategies an organisation uses may need to change over time due to external or internal changes they can’t help. Porter doesn’t allow for this and believes that an organisation should focus on one of the strategies, or they will get ‘stuck in the middle’. 

Some advantages to using this framework are that when adopting the focus strategy, it allows for careful analysis of a specific target, so if there are any changes in this segment, they are acted on quickly. Using cost leadership strategy also benefits the organisation by giving them an advantage when selling products like their competitors. Decreasing prices by finding cheaper suppliers and looking for methods to reduce production costs, the organisation will have a cost advantage over its competitors. Hence, consumers are more likely to shop with them.

3.4 SWOT and PESTLE analysis

A SWOT analysis can help an organisation to position itself in a way to prepare for any threats it may endure and position them better to seize any possible opportunities that may improve and grow the organisation further. It allows organisations to gain visibility on their market status (Admin, 2022). A PESTLE analysis provides the organisation with information about the direction it is taking, its positioning, any targets, and any risks involved in the business. It allows an organisation to look outside of the organisation to help insight into what might happen in the future (CIPD, 2021). A SWOT and PESTLE together allow an organisation to identify internal and external points of strategy analysis. This enables them to develop their competitive business strategy and prepare for any challenges that may affect this.

SWOT analysis of Ikea: 
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Evaluation of SWOT analysis 

Ikea has adopted the strategy of using innovation to cut costs to make them more appealing to a broader customer base making the brand accessible to a wider population (Frue, 2018a). Their presence in the market is also a key strength. They have more than “600 million customers visiting their stores a year” (Jurevicius. O, 2022). This reputation ensures that their customers choose them over competitors, and new customers will be more inclined to use them as they have a high market presence compared to their competitors. 

However, some of Ikea’s products have received negative reviews due to quality, including some of their sofas which people have claimed that they sag quickly; this is due to low-cost materials being used, so the longevity of the products decreased (Livingston, 2022). Another weakness is their products aren’t that different from those of their competitors. Wayfair is one of Ikea’s major competitors they also strive towards low-cost furniture, and products are similar (Hughes, n.d).

One opportunity Ikea has adopted is online shopping. With online shopping becoming more popular, Ikea would be silly not to adopt this. However, they need to focus on their online presence as competitors are already ahead. Ikea didn’t move to e-commerce until late 2016 and only released this in 14 of the 28 countries they were selling in, leaving them far behind their competitors (Tomczyk, 2018). In addition, Ikea is only in 38 countries; expansion over different countries would be beneficial, especially as they aren’t featured in many developing countries (Frue, 2018b). 

Threats to Ikea include increase in customer income. This means that customers look at more expensive brands as they can afford to spend more on their furniture. Another threat is competitors; hundreds of furniture brands are available now, and lots of them adopt the low-cost strategy that Ikea uses.

PESTLE analysis of Ikea: 

With Ikea being a global organisation, it must consider many external factors to enable them to function in multiple countries. 

Political factors:
• Supply chain disruption, due to the recent pandemic, there’s been an increase in transport prices, these could affect their products' prices. Ikea is trying to re-route its goods to try and avoid the disruption, which could cause other political concerns (BBC, 2021).  

Economic factors:
• Changes in weak economies. If a country's economy is weak, disposable income will be decreased, meaning customers will be unable to shop for new products. 
• Fluctuations in the cost of raw materials "Ikea has increased the prices of its furniture by up to 80% over the last year" (Sky news, 2022). This price increase is due to the increased cost of raw materials. These economic factors are something Ikea needs to consider when making any major decisions.

Social factors:
• International controversies, Ikea needs to pay close attention to cultural norms and their branding as social norms will vary from country to country. 
• Negative reviews and complaints. 

Technological factors:
• Improving their e-commerce to increase customer base. 
• Ensuring technical glitches don't occur, recently a glitch was uncovered, and customers were being overcharged for products; due to this, they have received negative reviews (Allison, 2016). 

Legal factors:
• Any laws and regulations which they must follow that may fluctuate from country to country.
• Standard of working conditions. 

Environmental:
• Move towards renewable energy, Ikea has put "more than $1 billion towards renewable energy in poorer nations" (Frue, 2018c). 
• Change to environmentally friendly packaging, this could be a disadvantage to the organisation as the change could be expensive.

Evaluation of PESTEL analysis

From this PESTEL analysis, it’s evident that Ikea has many factors they need to monitor, with some being advantageous. For example, improving its e-commerce will help them to increase its market presence and customer base. However, there are some disadvantages that they need to monitor too. For example, keeping on top of regulations and law changes can be quite difficult and time-consuming. Overall, there are multiple aspects Ikea needs to monitor as it is a global organisation. It’s clear the strategy they have adopted is working as it is a major success.

3.5 Stakeholder analysis

Stakeholder analysis identifies all the internal and external people the organisation will involve or affect. It allows them to look at which groups of stakeholders require attention, Freeman 1984 defines a stakeholder as “any group or individual who can affect or is affected by the achievement of the organisations achievements” (Ronald, Bradley, & Donna, 1998). This will allow Ikea to identify their main stakeholders and how they should manage these. 
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Analysis

· Customers are placed high on the power index in keeping satisfied. If customers aren’t satisfied, they will stop buying from Ikea, proving they hold quite a lot of the power as they are the reason the business functions. 
· Government has also been placed in keep satisfied as if they aren’t satisfied with the business, they can shut it down. 
· Suppliers are placed between manage closely and keep satisfied. For them to want to supply the business, they must be satisfied, but they also need to be managed closely as if they put their prices up, this affects profits. 
· Employees are placed between manage closely and keep satisfied. Without employees, there would be no one to run the business, it is essential to ensure they are satisfied to ensure retention. 
· Investors are placed in manage closely because if they pull out, this could be highly detrimental; placing them in this section will enable Ikea to see what is happening before it occurs. 
· Shareholders are placed in keep informed, as they don’t have much power but need to be informed as they are part of the organisation. 
· Media is placed between keep informed and monitor because although they don’t hold much power, a harmful media leak could negatively affect the business. Keeping them informed and monitoring them ensures any issues can be dealt with efficiently. 
· Competitors are placed in monitor as they don’t hold much power in the organisation either, they don’t need to be informed of the goings on within the business but monitoring them will enable Ikea to stay ahead of them.

4. Conclusion 

To conclude, this report investigated Ikea’s internal and external nature, using theories such as Bowman’s strategic clock and Porter’s generic strategies. It found that by constantly searching for cheaper suppliers, Ikea can stay ahead of the market and produce above-average returns over its competitors. An issue that Porter’s generic strategies causes is by adopting focus strategy Ikea run the risk of blurring its vision on market changes. Adopting Bowman’s hybrid strategy has helped Ikea identify its place in the external competitive environment. Undertaking a PESTLE analysis identified that one of Ikea’s biggest issues is changing its marketing and strategies to fit the norms of different countries, as highlighted in porter’s generic strategies. It is evident that Ikea has many risks to pay attention to because it is a global organisation. It is obvious from undertaking a SWOT analysis Ikea needs to develop its e-commerce to keep up with competitors. This would be a significant opportunity for Ikea as online shopping is growing in popularity. It is clear from this analysis that there is plenty of threats and opportunities that Ikea needs to study to enable it to change its strategies accordingly. Identifying the stakeholders enables Ikea to focus on its most important ones so that no time is wasted on those with less importance in the organisation. 
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