Abstract for promational use only. Full version available at www.iesepublishing.com

@IVEY | Publishing

W33909

IKEA KOREA LTD.: RENEWING SUCCESS IN A TURBULENT
ENVIRONMENT

Taehoon Park and Martin Hemmert wrote this case solely to provide material for class discussion. The authors do not intend to
illustrate either effective or ineffective handling of a managerial situation. The authors may have disguised certain names and other
identifying information to protect confidentiality.

This publication may not be transmitted, photocopied, digitized, or otherwise reproduced in any form or by any means without the
permission of the copyright holder. Reproduction of this material is not covered under authorization by any reproduction rights
organization. To order copies or request permission to reproduce materials, contact lvey Publishing, lvey Business School, Western
University, London, Ontario, Canada, N6G ON1; (t) 519.661.3208; (e) cases@ivey.ca; www.iveypublishing.ca. Our goal is to publish
materials of the highest quality; submit any errata to publishcases@ivey.ca.

Copyright © 2023, Ivey Business School Foundation Version: 2023-09-27

On an icy winter day in December 2022, IKEA Korea Ltd.’s (IKEA Korea) chief executive officer, Fredrik
Johansson, reviewed the latest business reports in his office in the city of Gwangmyeong, near Seoul, South
Korea (hereafter “Korea™). It had been only eight years since IKEA opened its first store in Korea, entering
Asia’s fourth-largest market and meeting a strongly positive customer response. Within a few years, the
company became Korea’s third-largest furniture retailer. However, Johansson was in no mood to celebrate
this success. He had to grapple with a range of severe challenges, including the rapid digital transformation
of Korea’s furniture retail market, strong competition from major Korean furniture retailers, and a severe
market downturn due to a slump in housing transactions and household moves. Furthermore, as a result of
the company’s growth in Korea, its workplaces gradually lost their family-like atmosphere, and labour
unions were raising various complaints. Consequently, there was a need to think about how to meet all
these challenges and reinforce the company’s growth in the country.

IKEA’S BUSINESS MODEL INNOVATION AND COMPETITIVENESS

Inter IKEA Systems B.V. (IKEA), a multinational brand of prefabricated furniture, bedding, kitchenware,
and bathroom supplies, was founded in 1943 by Ingvar Kamprad in Sweden with a mission “to offer a wide
range of well-designed, functional home furnishing products at prices so low that as many people as
possible will be able to afford them.”* Initially set up as a mail-order general retail company, IKEA began
selling furniture in 1948, disrupting the Swedish market with its low prices. It strengthened its cost
leadership through various major innovations, introducing flat-pack furniture that could be easily and safely
transported. Furthermore, customers could directly pick up furniture items at IKEA stores and assemble
them at home. In short, IKEA introduced a do-it-yourself business model that furnished an average
household at less than half the price of other furniture companies.

After opening its first store in 1958, IKEA grew into a giant company with annual revenues of US$ 48.38
billion in 2022 (see Exhibit 1).2 IKEA operated approximately 500 stores around the world and offered a

1 “Vision, Culture and Values”, IKEA, accessed September 15, 2023. https://ikea.jobs.cz/en/vision-culture-and-values/.
2 All currencies in US$ unless otherwise noted.
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wide range of home furnishing and daily necessity items, relying on low price and innovative product
planning and distribution methods as sources of competitiveness.

IKEA achieved a major cost advantage due to the following cost saving policies that Kamprad had laid out:
(1) find companies that supply high-quality products at low prices in various countries, (2) reduce labour
costs by allowing customers to select and transport products themselves (do-it-yourself), (3) establish a
mass production and mass sales system (economy of scale), (4) discover alternative materials at low prices
and of good quality, (5) try to find new materials at low prices that functioned well, and (6) think about
how to make furniture and use the remaining materials.

IKEA also established a completely different product-planning process from other furniture companies. In
contrast to a traditional planning process that moved stage-wise from market survey to design and on to
material selection, cost calculation, and consumer price determination, IKEA applied a target
price—oriented product-planning policy that set prices at 50 per cent to 70 per cent of competitors’ prices
from the outset, this under the motto of “We design the price tag first.”® Furthermore, IKEA displayed
products in a highly organized manner by room type (e.g., living room, bedroom, or kitchen) in alignment
with a practical “Scandinavian lifestyle.”

IKEA also established new product distribution systems. While other furniture companies set up stores in
downtown areas with high population density, IKEA selected locations in suburban or rural areas with
lower land prices, offering large parking spaces and convenient transport access. Moreover, IKEA
promoted a self-shopping method in which the customers purchased discounted products from warehouse-
type stores and transported and assembled the furniture themselves. Based on its unique product planning
strategy and business model, IKEA established a strong brand identity.

IKEA’S INTERNATIONAL EXPANSION

Eager to leverage its highly successful business model beyond Sweden, IKEA began to advance
internationally in the 1960s. The company’s 20th-century international expansion unfolded in three main
stages: (1) the Scandinavian expansion in 1963, (2) the Western European expansion in 1973, and (3) the
North American expansion in 1976. In addition, IKEA began to actively target Asian markets and also
started expanding into the Middle East and Latin America.

An important feature of IKEA’s overseas expansion was its prioritization of a common worldwide brand
identity over strong localization in foreign markets. In contrast to other companies that considered
localization a first priority for overseas expansion to respond to market-specific customer needs, IKEA
implemented its business model (which was predicated on large stores and low prices) everywhere while
being flexible enough to meet local circumstances when needed. For example, in the United States, where
IKEA initially struggled to apply its low-price business strategy due to high land prices and construction
costs, the company set up local production lines for items that could be locally manufactured at lower costs
than being imported, and it also selected store locations with low land prices. The United Kingdom was
considered one of the most difficult markets to enter, as a huge furniture incumbent called Argos Limited
(doing business as Habitat), which also prioritized low prices, already existed. In this situation, IKEA
acquired Habitat rather than forcing its way into competition. In China, IKEA’s price competitiveness was
initially not strong, as local furniture retailers relied on low costs of labour, manufacturing, and distribution.

3 “Our Lowest Price,” IKEA Switzerland, accessed August 28, 2023, https://www.ikea.com/ch/en/campaigns/our-best-price-
pubcc18f5f9.
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In response, IKEA reinforced its price competitiveness by increasing the proportion of locally sourced
inexpensive products displayed in showrooms to Chinese customers.

IKEA’S LONG ROAD TO KOREA

IKEA entered Korea only at an advanced stage of its international expansion. It had already moved into
other Asian markets, including Japan, where it opened its first store in 1974, Hong Kong (1975), Singapore
(1978), Taiwan (1994), China (1998), Thailand (2011), and Macau (2012). Korea was the 43rd global
market that IKEA entered.

The company’s late entry into Korea resulted from shifting international market expansion priorities.
During the early stages of international expansion, Asian markets were not a high priority for IKEA, and
the company therefore entered Japan, Hong Kong, and Singapore with the help of external franchisees to
limit its own investment costs. While the entries into Hong Kong and Singapore were successful, IKEA left
Japan in 1986 due to low performance. However, the company also built-up major supply networks in East
Asia to lower the worldwide costs of its products. This supply chain expansion and rising income levels
across the region induced IKEA to identify the largest East Asian countries as high-priority markets for
subsequent entries. Consequently, the company entered China through greenfield investment with full
ownership instead of franchising, and it entered Japan-again in 2006 through the same entry mode.
Following successful entries in both countries, IKEA decided to enter Korea—East Asia’s third-largest
market—via greenfield investment as well.

In 2010, Korea had a population of 49.6 million and a gross domestic product of $1.14 trillion. Per-capita
gross domestic product had rapidly increased from $6,610 in 1990 to $12,257 in 2000 and $23,087 in 2010.*
Korea had pursued rapid economic development and industrialization since the 1960s, resulting in the
growth of large conglomerates (called “chaebols™) that dominated parts of its economy.

When IKEA’s intention to-enter Korea became public, there were widespread concerns in the Korean
furniture industry that the company would become a category killer and drive many domestic players out
of business. Korea’s home furniture industry was highly fragmented, with many small and medium-sized
enterprises (SMEs) producing and selling furniture items at high prices. This industry structure and the
strong SME protection policies by the Korean government indicated that finding partners willing to provide
land for building a large store and to support an application for the administrative permission to build it
might not be easy. A further complicating factor was the high price of land in Korea, which meant that
IKEA’s competitiveness as a low-cost furniture vendor could be undermined.

Therefore, IKEA decided to prepare for its market entry with a long lead time. The company initially
focused on establishing effective communication channels with Korean government agencies and local
partners. In July 2011, after several years of preparation, the Korea Trade-Investment Promotion Agency
and the Korea Land and Housing Corporation (LH) signed a memorandum of understanding with IKEA to
facilitate one of the largest greenfield inward foreign investments in Korean history. As a result, support
was secured from Korean government agencies on a wide range of matters, such as the provision of site
information, addressing floor area ratio restrictions, licensing regulations, and conflicts of interest with
domestic companies. LH stipulated an open bid for the sale of a total land area of 78,198 square metres in
Gwangmyeong on December 19, 2011. IKEA Korea set up its headquarters in the Yongsan District of Seoul
in December 2011, participated in the LH’s open bid, and acquired the land through an investment of KRW

4 “Data Bank, World Development Indicators”, The World Bank, accessed September 27, 2023,
https://databank.worldbank.org/source/world-development-indicators.
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