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IKEA Looks Lo Further Penetrate the U.S. Market

CASE 10
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Store% l'n ZS[CS:SH;?:SO’W“QLE i::l zperaled by franchisees. There are currently 36 U.S.
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within the next year.

The IKEA Co_ncept
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The backbone of IKEA’s success is “The IKEA Concept.” IKEA's vision stateme

reflects this core operating philosophy:
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The IKEA Concepl

reduce traffic congestion that could occur when customers stop to look at different
showrooms and displays.

Production

IKEA’s key objective regarding production is to establish and maintain long-term
supplier relationships. When designing new products, IKEA actually begins with a
target retail price in mind, and then works with roughly 1,400 suppliers in fifty-four
countries to find the lowest cost way to manufacture that product. Its oldest suppliers
are Swedish; however, other major suppliers are located in China (21 percent), Poland
(17 percen), ltaly (8 percent), and Germany (6 percent). IKEA accounts for up to 10
percent of the furniture market in each country where its products are manufactured.
One strategy that IKEA has implemented is to place 41 trading offices in 30

countries around the world to localize its operations. This gives IKEA leverage to
increase production capacity (that is, labor hours and purchasing materials) when
needed. The strategy also allows IKEA to closely monitor manufacturing performance.
Producing high-quality products at the lowest possible cost drives IKEA’s production
mentality. In addition to local trading offices, IKEA also manages production through
long-term contractual relationships based on bulk buying. Committing to high-volume

purchases over a longer time frame allows IKEA to drama

tically cut costs. Addition-
ally,

IKEA is in a position to offer its suppliers financial assistance if necessary. This
optimization is key to achieving the low-cost business model that IKEA wants to
maintain.

Cost consciousness dominates all aspects ol IKEA’s operations. In land acquisi-
tion, IKEA locates stores on property just outside of target cities. In production, the
remnants of fabric and wood used for products are used to create more products. IKEA
uses natural colors to cut production costs and increase social responsibility to the
environment through the manufacturing process. Across its 27 distribution centers in
16 countries, flat packages are used to efficiently transport the large bulk of products
from suppliers to IKEA stores. The use of flat packages lowers warehousing and
distribution costs and the environmental impact throughout the supply chain.

Marketing

IKEA’s marketing program has four focal areas: product design, catalogs, advertising,
and public relations/promotions. IKEA's product designs are arguably the most im-
portant part of its brand image. Customers love the clean lines, frugal styling, and
caché that ownership affords. IKEA admits that creating stylish and inexpensive
products is a challenging task. To fulfill its vision, the company’s full-time and free-
lance designers work closely with in-house production teams to pair the appropriate

materials with thé least costly suppliers. Though the work is tedious, IKEA is weli-
known for its product innovation.

IKEA’s main marketing focus is its printed catalog,

where the company spends the
majority of its annual marketing budget. The 376-page catalog is produced in 52

different editions in 27 languages. In 2008, 200 million copies were put into circu-
lation. The online catalog and website feature product information and free
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