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'In times when many nations and people face economic
challenges our vision of creating a better everyday life
for the many people iz more relevant than ever. To
make it possible to furnish functionatly, individually
and sustainably - even when the sconomy is tight’

This was Mikaet Ohlsson, IKEA's Chief Executive, speak-
ing in 2012} while reporting a sales increase of 6.9 per
cent (to €25.2 billion), profits of £3 billion and share
gains in most markets, At the same time average prices
nad fallen by 2.6 p'ef cent. IKEA had become the world's
largast home furnishings company with 287 stores in
26 countries and employing 131,000 people.

By the late 20G0s home furnishings was a huge market
worldwide with retail sales in excess of $USB00 bn in
fferns such as furniture, household fextiies and floor
coverings. More than 50 per cent of these sales were
in furniture steres. Table 1 compares the geographical
spread of the market and 1KEA saies by region.

Vabile § The geographical spread of the market and of
IKEA sales by region

Europe Americas hsia/Pacific
% of global market 52 29 19
% of IKEA sales 79 4 7

The home furnishings market was highly fragmented
with compeiition occurring locally rather than globally.
noeach region that 1KEA had storss it would fypically
ace competitors of several types:
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& Mu\tinationa{"furnéture retaflers (liks KEA} ail of whom
were considerably smaller thap IKEA. These included
the Danish company Jysk (turnover ~ €2.5 bn).

& Companies specialising in just part of the furniture
product range and operating in several countrias —
such as Alno from Germany in kifchens,

@ Multi-branch retail furniture cutlets whose sales were
mainly in one country such as DFS in the UK, The US
market was dominated by such plavers {e.g. Bed,
Bath & Beyond Inc. with revenues of some $US9 bn),

% Non-speciafist companies who carried furniture as
part of a wider sroduct range. in the UK the largest
operator was the Home Retail Group whose subsidiary
Argos offered some 33,000 general merchandise
products through its network of 340 stores and online
sales. Despite this more generalist offering Argos was
number. one in UK furnifure retailing. Ganeral DiY
companies such as Kingfisher {through B&Q in the UK
and Castorama in France) were attempting to capture
mare of the bottom end of the furniture market,

& Smailand/or specialised retailers and/or manufacturers,
These accounted for some 90 per cent of the market
in Edrope. '

tKEA had been founded by Ingvar Kamprad in 1943
in the small Swedish town of Almhult. But it did
not opan its first major furniture store until 1958, The
company’s success had been achieved through the now
legendary IKEA business model - revolutionary in the
furnishing industry of its early years (seg Table 2). The
guiding business philosophy of Kampard was that of
fmproving the everyday lite of people by making products
more affordable. This was achieved by massive (20 par
cent +) reductions ir sales prices ve competitors which,
in turn, required aggressive reductions in IKEA's costs!
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CHAPTER 6 BUSINESS STRATEGY

were big  ompanies with much more muscie than
IKEA's traditional competitors. They had both finan- ‘
cial resources and operational retaiiing competence IKEA first opened in China in 1998 and it had eigh;
or a par with IKEA. One way 1o dissuade them from stores by 2012, The Chinese market was exiremely chai.

entering mfo the home furnishing arena was fo lenging for 2 cqmpany that hiad built global success ‘ i
agaressively reduce prices and increase the com- .thmggh s‘c:.a‘z';dard|$ation.15 The main problems were that l
pany’s presance with more stores in all local markets '™ u?veiopmg markets IKEA products were expensive = 12,
in the countries where IKEA was operating. Market relative to tocal competitors and the consumer shopping 14

leadership in each market was the objective, Another expectations.were cenired on small, local shops and
reason for the shift in strategy was cost efficiency. Personal service. So inevitably there had to be some flex. |
Growing sales in existing stores is the most cost- Eb”fty in approach by IKEA. For example, it presented E
efficient way to grow the company.’™ an @age as exclusive Western European interior design
specialists — popular with younger, affluent, city dwellers,
The shaps were smaller than usual for IKEA and typicatly
nearer city centres. Because DY was not well developed
Dehivig explained that IKEA's strateay crucially requires in Ching IKEA offered home delivery and assembly ser-

the ‘design’ and control of IKEA's wider value chain in detatl: vices. Catalogues were only available in sfore. Crucially
stores were allowed to source almost B0 per cént locally

{against the company average of about 25 per cent) in
order to keep prices competitive.

_ This experience would be useful when IKEA eniered
Most other companies working in the retail sector |ndia, it was announced in 2012 that [KEA was to invest

have control either of the retail end (stores and  £1.5 bn in opening 25 stores over 15 to 20 years.
distribution) or the product design and. preduction ' -

end. [KEA's vertical integration makes it a complex
company compared to most, since it owns both pro-

duction, range development, distribution, and stores.”"  wichael Ohlsson succeeded Dahlvig as CEQ in 2009 -
.. This included backward infegration by extending  having alteady workad for IKEA for 30 years. The
the activities of Swedwood (IKEA's manufacturing arm) - company commented: ‘Mikae! Ohlsson has strong imple-
beyond furniture factories, into controf over the raw  mentation skills and is a great ambassador of the IKEA
materials, saw mills, board suppliers, and comporent  Cyiture. He is weli suited to continue the change process
factories, ' that Anders Dahlvig has initiajed."”’

(The challenge)...is how to combine strong spe- Indeed, despite extremely challenging economic
cialist functions within “one” company view ahd conditions the company's success continued, exceed-
approach . . . differentiation through coniroliing the ing €25 bn sales by 2012. in September 2012 IKEA
whole value chain is key to success. There are some  announced that Ohissen would retfire in 2013 and be
very important factors that have helped keep the succeeded by another internal. appointee - Peter
company together: a strong vision, the business idea, Agnefjail (18 years at IKEA). Agnefiall told Reuters
company vaiues, a common store concept, a common  Ihat 'under his leadership, the company will increase the
product range, and a common distribution and buying  number of store openings between 20 and 25 every year,
organisatégn"l3 from 2014 to 201518

“The one disappointment (in my 10 vears) was that So perhaps the !KEA approach still had a bright ‘
the cost leve! did not decrease as much as planned. | WHUTE?
We'd needed productivity gains of 10 per cent pa or

more, and we managed only around a 4 to 6 per cent,  PPYCES
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‘The sacret is the control and coordination of the
whole value chain from raw material, production,
and range development, to distribution inio stores.

) ) ’ . 1. "Weicome inside 2012 from IKEA website: www.ikea.com.
Better than planned margins compensated for this, 2. pate in this section come from the 1KEA website 2012 and from the
and thus the profit ievel was in ling with the plan. Datadanitor report on Global Home Furnishings Ratall industry

) . Frofiie {reference code: 1982243, publication date. Aprif 2008).
. . - . 2o | . i ;

Nevegzhetggsl. alow price company must be a low cost 5, o Danivig, The lea Ede, MoGraw-Hill, 2011,

(Cl()lﬂ’l{ﬁi»f;ifl},f.”‘1 4. Reterence 3, p. 68




