Ikea Case Study 2

Table of Contents           Page No.

Executive Summary 2

Introduction and Summary     3

Case Study Analysis

IKEA’s success with its standardized products                                 4

Adaptation strategy in Chinese market                                               6

Young people of all ages     7

Target Market     7

Is IKEA destined to succeed in China     8

How can IKEA adapt to local consumer behavior

In order to be successful in China     9

Conclusion     9

Recommendation   10, 11

Reference   12






Executive Summary

Background

IKEA, the world’s largest home furnishings retail chain, was founded in 1943 by a Swedish entrepreneur Ingvar Kamprad. IKEA offers standardized products worldwide that are Scandinavian in design worldwide. The unique idea of this famous brand is to offer the option of assembling products to customers. The design of the furniture is very modern and light as it is made of particleboard. The products are of contemporary design and function with the concept that is based on low price. High quality, convenience, affordability, consistency, functionality and good design are the essence of this world class home furnishing retailer.

Challenges

IKEA faced many challenges in terms of culture and business practices as well as socio-economic and political conditions in China. The biggest challenges were pricing, copycat producers and cheap labor cost for assembled furniture.

Alternatives

To make the price more affordable for Chinese consumers IKEA has developed manufacturing units in China and collects raw 

materials locally. Due to country specific environment IKEA chose franchising in China. Because of cheap labor cost of Chinese assembled furniture IKEA offers reasonable fee-based assembling services. IKEA has built its stores near public transportation lines inside cities since only 20% of customers own cars in Shanghai.

Recommendations

IKEA needs to find more local suppliers to keep price lower. To understand local culture and purchasing habit, the company should carry out extensive market research. To attract more middleclass consumer huge adaptation is necessary. Extensive training for the employees and better supply chain management will solve customer service and out-of-stock problems for IKEA.




Introduction and summary of the case study



IKEA is a famous Swedish furniture company that plays the best player in the home furnishing market. It entered the global market with an ethnocentric view of global marketing with their products.

The products of IKEA are standardized with an assortment that is universally accepted. The cost leadership strategy of IKEA is secured by contract manufacturers. The company takes tremendous care to match manufacturers with products. IKEA’s mission is to deliver home furnishings with good design and functions at very low price so that people from all walks of life can afford to buy them. Because of long term contracts IKEA’s suppliers manufacture exclusively at low prices for IKEA where designers and suppliers work together to build savings-generating features into production.

Consumers’ relationship with IKEA is a designer to user relationship where consumers become pro-sumers i.e. half 

producers and half consumers. Here customers are also suppliers of time, labor information, and transportation. Do-it-yourself (DIY) concept is where consumers save most by assembling the furniture themselves. Delivery services are provided by IKEA at an extra but reasonable cost. The large size of IKEA stores enables this company to include baby-sitting areas and cafeterias which in turn provides the value-seeking, car-borne consumers with a complete shopping destination. By not selling through dealers, the company hears directly from its customers.

Chinese consumers refrain from complaining because of their cultural background and purchasing behavior. If they are not satisfied with any product they will stop buying the product or stop visiting the shop. IKEA’s idea to directly connect with customer is to get first-hand reaction of the customer about a product.

In China, Hong Kong and the United Arab Emirates where market is relative small or where uncertainty may exist as to the response to the IKEA concept, franchising has been used by IKEA.

IKEA prices are at least 30 to 50 percent lower than fully assembled competing products because of large-quantity purchasing, low-cost logistics, store location, and the DIY approach marketing. The profit level has been maintained very successfully although the company has cut prices steadily.

IKEA promotes its product using catalog which is uniform except for minor regional differences. The company’s advertising goal is to generate word-of-mouth publicity through innovative approaches.

IKEA’s strategic positioning and value-added differentiation sets it apart from its competitions. Although 

IKEA offers limited customer assistance it creates opportunities for consumers to choose, transport, and assemble units of furniture that no other furniture company offers.

IKEA’s successful culture made its expansion possible into various countries. But in the USA, IKEA’s standardized conception was not accepted very well. Americans have different tastes in furniture and their culture is also different. Moreover, more competition and changes in Swedish laws on furniture made expansion into the USA very difficult. IKEA had to change its layouts where they had to accommodate new cash registers in the USA. More generous return policy and faster delivery service have been introduced there. This experience has taught IKEA to adopt a more adapted culture while expanding in other countries.

Source: Czinkota, Michael R., Ronkainen, Iikka A., International Marketing



Case study analysis


IKEA’s success with its standardized products



The strategy to offer value for money is the most effective approach that allowed IKEA to be successful globally even with a relatively standardized product and product line in a business with strong cultural influence.

IKEA focuses on involving its customers in assembling the furniture that is very convenient to use and firm in structure. Globally this was a big hit especially in the USA where people are very good at plumbing, fixing furniture and repairing their home.

The quality of IKEA furniture is of very high standard. The company maintains the quality control in every country where it has its outlets.

The original formula of IKEA is successful worldwide for the following reasons:

  • A

new form of shopping experience with huge range of high quality products at affordable price for the customers to take home and assemble themselves

  • Standardized products that can be bought by many different people, with different ways of life

  • A new form value where customers are also suppliers of time, labor information and transportation, and suppliers are also customers of IKEA’s business, and technical services

  • IKEA’s special efforts to adapt its activities, especially for the US and China markets

  • Promotion adaptation: different slogans, different images, different channels etc.

Experience of shopping in IKEA is very different from shopping in normal furniture stores. Consumers have fun here and they are free to do what they want. Sales persons are laid back who do not try to persuade or influence the shoppers. Customers can enjoy themselves in the restaurants while shopping or just relax in massive showrooms. This experience changes the whole concept of shopping in the retailing environment where consumers need to have fun and time to relax and feel comfortable.

IKEA is associated with the “warmest, most emotional furniture in the world”.

The strong points of IKEA’s success globally are their continuous innovation with new products, new styles, marketing strategy, tools and advertisements and the modified value chain approach.

IKEA, with its competitive advantage, its size and resources, has changed the global markets. With the strategy of adaptation approach in the USA, IKEA has been able to expand its activity into international markets.

Source: Global Marketing - IKea Case - sensex,nifty,market , 

retrieved March 6, 2010, from http://www.mysensex.com/international-business/9974-global-marketing-ikea-case.html

Adaption Strategy in Chinese Market

Price: IKEA entered China in 1998 with its first store in Shanghai. The store faced several difficulties and challenges while entering the Chinese market. The main factor were associated with the economical and cultural environment. Although IKEA furniture was considered affordable by people in Europe and North America, in China it was a luxury furniture brand. Chinese people liked the furniture very much but could not afford it. For the first several years this became an obstacle for IKEA.

The effective strategy of IKEA was to manufacture products and collect raw materials locally to cut down the prices more. IKEA has now built manufacturing factories and local suppliers of some materials. IKEA has repositioned its image in China and the store prices now are considered as mid-range in Shanghai, Beijing and Guangzhou.

Country specific factor: IKEA chose a different investment method in China due to country specific environment. IKEA’s mainland stores belong to the IKEA group and operate as franchisors in China.

Cultural Environment: Chinese people spend most of their time in their living room where they entertain their guests and show off their possessions. Their living room contains dining table as well. Because of this “show-off” psychology, IKEA offers a broader range living room furniture in China’s stores.

IKEA has recently witnessed an enormous desire to buy bedroom furniture in China especially in Shanghai. Therefore, IKEA is planning to target complete bedroom furniture.

Assembling

service: IKEA had to adapt its location and DIY assembly concept to China. IKEA has built its stores near public transportation lines, offers local home delivery and long-distance delivery to major cities in China for a fee, maintains taxi lanes, and also offers fee-based assembly services.

IKEA had to do this because only 20% of its customers own cars in Shanghai but they have ample parking space for future when more people in China will have their own cars. DIY concept is not much appreciated in China because of cheap labor. Chinese customers use IKEA’s assembly services more than customers in any other country.

Other than these adaptations, IKEA maintained standardization of its concept, its packaging, its distribution characteristics, and a great part of its product characteristics. The brand has been built around a specific foreign culture i.e. Swedish culture with Swedish names of the furniture, Swedish restaurants, the colors of the Swedish flag with the positioning strategy of global consumer culture positioning. Adapting to a few uncontrollable environment of Chinese market IKEA gained huge customer base.

Source: Li, Yihong, Bachelor’s thesis, IKEA success in Chinese Furniture, retrieved March 10, 2010, from https://oa.doria.fi/bitstream/handle/10024/33382/jamk_1198235756_7.pdf?sequence=1

Young people of all ages: The principal target market of IKEA, which is similar across countries and regions, is composed of people who are young, highly educated, liberal in their cultural values, white-collar workers, and customers who are not especially concerned with status symbols.

Target Market: Initially most of IKEA’s Chinese

customers were 20 to 35 years old. Many customers were families with children or were double-income, well-educated couples with no children. IKEA’s customers were in general better educated and earned higher incomes and traveled more than the average Chinese person.

But with repositioning its image in China and its price cut, the store’s price is considered as mid-range. A typical IKEA’s customer earns about 3,300 Yuan per month – the national average salary is 1,000 Yuan and one customer buys 300 Yuan of products per visit. This means that IKEA not only has high-income people but also has customers with medium income.

Source: IKEA Business News China, http://www.franchiseek.com/China/IKEA_Business_News_China_0505.htm


Is IKEA destined to succeed in China?

IKEA’s top five purchasing countries:


|China                                                               |15%                                                                 |
|Sweden                                                               |12%                                                                 |
|Poland                                                               |10%                                                                 |
|Germany                                                             |6%                                                                   |
|Italy                                                               |6%                                                                   |





From the chart above, we can see that the top purchasing country of IKEA is China. China is the new big potential market for IKEA in

the global market. The living standard of people in China is improving steadily and with the opening up of property market by the government interior decoration, design and DIY are becoming popular pastimes. The improved income has changed the concept of home from just a shelter to a pleasant home.

Key facts:

• Home ownership has encouraged consumers to engage in DIY and home improvement/decorating activities.

• The market has grown by 106.4% since 1994, with the opening up of the housing market, continuing rapid increases in average salaries and consumer spending power and the improved retail supply of goods.

Future Trends

The demand of IKEA furniture in growing rapidly in China. By August 26, 2003, IKEA sold US$86 million in products through its own retail outlets in China. The sales grew 24 percent from the previous year.

Current estimate shows IKEA’s 15% sales are from China. By 2005, US$1 billion of products were sold in China.

With the adaptations to Chinese market environment IKEA has been successful to win the hearts of Chinese people. With the improvement of living conditions, people’s tastes have changed. Chinese consumers like European style modern good quality furniture instead of traditional heavy Chinese furniture. The future looks very bright for IKEA in China.

Source: Free Essay IKEA History, IKEA Company Profile, and IKEA Case Study, http://www.echeat.com/essay.php?t=27564

How can IKEA adapt to local consumer behavior in order to be successful in China

• Adapt to the local consumer purchasing behavior and culture

• Lower pricing to make its products affordable to people belonging to every income 

level

• Flexibility in product variety

• Different management style

• Different tastes of product adaptation closer to the customer’s desire

• Promotion adaptation suitable for Chinese culture such as TV advertisements, Newspaper advertisements, and advertisements on Billboards


Conclusion

IKEA entered various countries with its successful culture and ethnocentric view. But this ethnocentric view did not work in the USA or in China. The company ran into different tastes in furniture, different culture, and lower purchasing power with high inequality.

In the USA, IKEA had to change the store layout to accommodate new cash registers. They had to change the size of bed, management style, provide faster delivery, improve return policy and change promotional strategy.

Adaptations were made in China too. IKEA had to cut down its prices to a point that was affordable to medium level income people. Unlike other countries their store location is in the heart of cities where transportation is very convenient as only 20% of IKEA visitors own cars. To gain competitive advantage in China IKEA offers fee-based assembly service because people can buy assembled furniture at cheaper price due to the cheap labor cost in China.

IKEA, the world’s largest home-furnishing retailer has been able to establish its brand power all over the world. The company is very successful in the now wealthier China. With its low price strategy in China IKEA is attracting more and more middle class consumers. IKEA has capitalized its competitive pricing which is IKEA’s brand values, effective and practical product applications i.e. its product value and its 

“one of its kind” shopping environment.   By integrating all of these in the customer experience process the company has maximized its branded customer experience.

Source:

Free Essay IKEA History, IKEA Company Profile, and IKEA Case Study, http://www.echeat.com/essay.php?t=27564

Ikea Represents a New Wave in China, a Branded Experience, http://www.customerthink.com/article/ikea_china_branded_experience


Recommendations:

We propose the following adaptations for IKEA to gain more popularity and competitive advantage in China:

• Find more local suppliers with very low costs to maintain low price

• Conduct extensive market research to understand local culture and consumer behavior pattern

• Make use of local expertise to gain knowledge about culture, history, market potential, social and political trends of the country

• Design furniture closure to customers’ desire

• Improved service by store staff so that they are available when customers need them

• Extensive training for the employees for better service

• Better cash register system to avoid long queue

• Better supply chain management to solve out-of-stock issue because most of the time customers are disappointed when they cannot find their chosen products

• Free delivery system because in China local furniture stores provide free delivery service

• Free installation and repair for better customer service which is very normal in China

• English speaking staff to assist huge percentage of foreigners that visit IKEA regularly

• To prevent copying of the design of the furniture, photo taking should be prohibited in the store

• IKEA should allow local

centers to take its own decisions and be independent but keep following the main concept of IKEA to maintain the global brand

• Decentralize to let individual store to be creative and have freedom

• IKEA should offer free bus service to make it more convenient for the customers when they visit IKEA

Source: Global Marketing - IKea Case - sensex,nifty,market , http://www.mysensex.com/international-business/9974-global-marketing-ikea-case.html






















Reference



Czinkota, Michael R., Ronkainen, Iikka A., International Marketing

Global Marketing - IKea Case - sensex,nifty,market , retrieved March 6, 2010, from http://www.mysensex.com/international-business/9974-global-marketing-ikea-case.html

Li, Yihong, Bachelor’s thesis, IKEA success in Chinese Furniture, retrieved March 10, 2010, from https://oa.doria.fi/bitstream/handle/10024/33382/jamk_1198235756_7.pdf?sequence=1

IKEA Business News China, Retrieved March 10, 2010, from http://www.franchiseek.com/China/IKEA_Business_News_China_0505.htm

Free Essay IKEA History, IKEA Company Profile, and IKEA Case Study, Retrieved March 10, 2010, from http://www.echeat.com/essay.php?t=27564

Free Essay IKEA History, IKEA Company Profile, and IKEA Case Study, Retrieved March 10, 2010, from http://www.echeat.com/essay.php?t=27564

Ikea Represents a New Wave in China, a Branded Experience, retrieved March 6, 2010, from ...http://www.customerthink.com/article/ikea_china_branded_experience


Global Marketing - IKea Case - sensex,nifty,market , retrieved March 6, 2010, from http://www.mysensex.com/international-business/9974-global-marketing-ikea-c

View as multi-pages 

Cite This Essay

APA 

(2012, 08). Ikea Case Study. StudyMode.com. Retrieved 08, 2012, from http://www.studymode.com/essays/Ikea-Case-Study-1060263.html

