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Fredskov Christiansen, director of the Chinese operations, it
was crucial for the company to be present in western China
when growth accelerated. He expected Carlsbergs turnover
to rise in line with the general growth in the Chinese beer
marker. Tn addition, the western Chinese market was quite
fragmented, and none of the other large players were present,
as they all concentrated on the south-east,

Carlsbergs 2007 Amnual Report indicated thatr the
company’s strategy was ‘to build up a leading position in these
emerging markets through acquisitions and subsequent strong
organic growth, so that Asia makes a greater contribution to
Carlsberg’s overall earnings in the fucure’'®

In 2007, Carlsberg had operations in 20 brewery plants
and had 4756 employees in China. Ouly a handful of the
Chinese breweries were fully owned by Carlsberg, while the
rest were operated through joint ventures with local parwmers,
the Danish Industrialisation Fund for Developing Countries
{IFU) and local authorities. These efforts gave Carlsberg an
overall market share of approximately 3560 per cent in
western China, making it the only international brewery
with a leading position in that tegion. In addition to selling
local brands, Carlsherg experienced increasing success with
Carlsberg Chill, a brand designed for the Chinese market.
This beer targeted the more exclusive segments and was
distributed not only in western China but also in the east. In
this respect, Jergen Buhl Rasmussen argued, 'We are interested
i approaching nearby areas by continuously moving from
the west towards central China — for instance, through
acquisitions’. However, he also stated, ‘alone in western China,
the possibilities are enormons We control approximately
60 per cent of [the] western China [beer market]' in an azea
of a population of approximarely 120 million. That is far
more than Great Britain and Scandinavia together, and it is
a market where the consumers continuously buy better, more
expensive beer’

Even though the Asian investments had yet to show
their full potential, former CEQ Nils Stedegaard Andersen
emphasised, “We are in China to create a position. And we are

not counting on making meney in perhaps five to 10 years,
Carlsberg has 1 establish new markets. He also argued, “We

consider Western Europe to be a mature, stagnating marker.
Russia and Eastern Europe are growth markets, while Asia is
a developing market’,®

Considering Carlsherg’s activities in emerging markets,
CEO Jorgen Buhl Rasmussen was optimistic. He was
convinced that the company’s timely and successful emerging
miarket strategy and positioning had ensured that Carlsberg
was prepared to successfully capitalise on its investments
in the emerging economies. However, Rasmussen was fully
aware that the majority of the company’s revenue was still
generated im the stagnating Western European markets and
that new sources of revenue were needed. At the same time,
the BBH success story was likely to soon be affected by
ever-fiercer competition, and the Russian Government was
contemplating worrisome taxation proposals for alcohol
in general and beer in particular, which could seriously
challenge the profitability of Carlsberg’s Russian operations,
Moreovet, despite magnificent forecasts for the Asian markets,
the annual consumption per capita was still humble and had
yetu to take off,

Therefore, Carlshergs shareholders would need time and
patience if they wished to see whether Carlsberg’s emerging
market strategy would suffice as a response to the operational,
cornpetitive and regulatory challenges that these markets
posed. In the longer terms, the pay-off could be significant.
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We are very deteemined bug very patient at the
same nme, We started this journey six years ago.
Things are finally moving and we are satisfied with
the progress so far ...

1 ruly believe that the IKEA format is going
10 wark. What is an IKEA store? An IKEA stove
has more than 9000 different arricles for the entire
famnily. We offer an experience fot the whole family
Also remember, at IKEA we don't sell products, we
sell inspiration.

Juvencio Masaru, IKEAs Country Manager for Tedia, in 20137

Afrer a year of lobbying and negotiating with and convincing
the Indian poliicos and bureaucrats, IKEAs €15 billion
investment ptoposal 1o set up its stores in India was finally
accepted by the local government on 2 May 2013. However,
as of July 2013, Juvencio Maeziu, IKEAs country manager for
Tndia, found he still had a colossal task ahead of him.
IKEA, the Netherlands-based Swedish company was
the largest furnirure retailer in the world with a presence
in 44 countries, including the USA, the UK, Russia, the
EU region, Japan, China and Australia. However, it did not
enter the Indian market untl 2013, though the company had
had a presence in the country since the 1980s as a sourcing
destination for its global stores. It had even opened its regional
procurement office in Gurgaon, Indiz in 2007 In 2009, IKEA
tried to enter the country to establish its stores, but its atlempts
were thwarted by Indias stringent Foreign Direct Investment
(FDD) tegulations. It again applied for permission for entry
in June 2012, after India had made some changes to its FDI
rules. However, IKEA had 1o wait another year, hitting many
roadblocks on the way, before it was able to obtain the Indian
Government’s approval to establish its stores. The company
also had to tweak its global store model to At the Indian FDI
and sourcing outlines and Indian consumer preferences.
While Maeztu was tasked with tapping the Rs 925
hillion Indian furniture and furnishings market, analysts
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were waiting to see what strategies the furniture giane would
come up with to win the highly fragmented, price-sensitive
Indian marker — many Indian middle-class families preferred
to have their furniture custom-made by small retailers or
local carpenters. No two Indian homes had the same kind of
{furniture, as Indians in general showed more of an affinity
for unique woodwotk and designs rather than flat geometric
furniture. ‘Living room in India is different from any other
country — a place for socialising and every activity is around
the food. In some countries it is the kitchen and in some
countries living room is used for sleeping’, said Maeztu.” More
important was the fact that the Indian customer did not prefer
the concept of do-it-yourself (or DIY, where buyers have ©
assemble different pieces of the product themselves), a key
part of IKEAs globally successful business model. Analysts
suggested that though the company had managed to impress
the Indian Government, getting into the homes of Indian
consumets would be an entirely different ball game.

About IKEA
IKEA was a privately held company. It designed and seld
ready-to-assemble furniture, home appliances and accessories.
From humble beginnings in 1943, the company went on to
become the worlds largest furniture retailer by the 2000s.* In
the financial year 2001, the company earned revenue of €104
hillion (refer w Figure 1 for IKEAS revenue growth). By 2012,
the company’s revenues increased to €276 billion with a net
incorne of £3202 billion {refer to Table 1 for IKEA's income
statement). By 31 August 2012, the IKEA Group had cperations
in 44 countries, including 30 service trading offices in 25
countries, 33 distribution centres and 11 customer distribution
centres. By 31 August 2012, the IKEA Group had a total of 258
stores in 26 countries and employed 139 000 people.* Globally,
the company had doubled its sales to €276 billion over the
past decade and planned 1o double them again by 2020, and
to open 2025 stores a year from 2015.

* Hs = lndian rupeas or INE. As of 2013, Us$1 was approximately equal to Rs 62; €1 was approximately aqual 1o Rs 85,
This case was written by Syed Abdul 5amad, under the direction of Debapratim Purkayastha, 1BS Hyderahad. It was compiled from published sources, and

is intended to be used as a ba

sis for class discussian rather than to ilfustrate either effective or ingffective handling of a managernent situation.
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IKE&'s revenue growth, 2001-12

Total Revenue in Billion €

30

25

20

15

i ;
3 i
7

2001 2002 2003 2004

2005 2006

2007 2008 2009 2010 2011 20712

Seurce: Adapted from IKEA, 2012, Wetcorne inside: IKEA Graup yearty summary FY12, hitp:Mavew.ikea.com/

IKEA's consolidated income staternant, 2008-12

in million € {for 1 September - 31 August)

ms/en_CA/pdifyearly_summary/ys_welcomeJnside_2012_Final.pdf

Revenue

Gross profit
Opiraliny cos

Operating income

IKEA was founded in Sweden in 1943 by 17-year-old Ingvar
Kamprad. IKEA was an acronym of Ingvar Kamprad, Elmtaryd
(the farm whete he grew up) and Agunnaryd (his hometown
in Sméiland, south Sweden}. The company’s products were well
known for their modern architecture and eco-friendly designs.
In addition, the firm paid attention to cost control, operational

Seurce: Adapted from IKEA, kttp:ffwwwikea.com

details and continuous product development, which allowed
it to lower its prices. [nstead of selling preassembled products,
the company designed furniture that could be self-assembled.
This helped it cut down on costs and the use of packaging,
The company’s website featured around 12000 products,
which represented its entire range.

CASE TEM

Corporate structure

IKEA was structured in such a way as 0 prevent any kind of
takeover of the company and to prowet the Kamprad family
from raxes. Though Kamprad was the founder, he did not
technically own IKEA. He wanted an ownership structure that
stwod for independence, a long-term approach, and continuiry.
Therefore, in 1982, Kamprad created Stiching INGKA
Foundation, a non-profit organisation registered in Leiden in
the Netherlands. In 1984, Kamprad wansferred 100 per cent of
IKEA. equity as an irrevocable gift w the foundadon. IKEA
was privately held by this foundation. Its purpose was to
hold shares, reinvest in the IKEA Group, and to fund charity
through it. It also protected IKEA from family squabbling
and 1its inheritance in whole or part by the Kamprad family
Kamprad said, My family will never have the chance to sell
or destroy the company'® The foundation was controlled
by a five-member executive committee that was chaired by
Kamprad and included his wife and attorney,

The foundation was only controlled (not owned) by the
Kamprad family The foundation, however, owned INGKA
Holding BV, a private, for-profit Duwch company that
controlled TKE A% operations.

{KE&'s corporate structure
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IKEAX structure was a complicated array of not-for-profit
and for-profit organisations, It had two main componenis:
included the
management of its stores, the design and manufacture of its

operatons and franchising, Operations

furniture, and purchasing and supply functions, which were
overseen by INGKA Holding. As of 31 August 2012, only 30
of the 298 IKEA stores were franchisees, while the remaining
stores were run by MINGKA Holding ®

The franchising part {trademark and concept) was owned
by a separate Dutch company called Inter IKEA Systems. All
IKEA stores (franchised and those run by INGKA Holding)
shared 3 per cent of their revenue with Inter IKEA Systems as
a franchise fee. Inter IKEA Systems was owned by Inter IKEA
Holding of Luxembourg, which in turn belonged to Interogo
Foundation in Liechtenstein. This foundadon was alse
controlled by the Kamprad family Apart from these holdings,
the food joints that operated in IKEA stores were directly
owned by the Kamprad family and represented a major
part of the family income. This corporate srrerure allowed
Kamprad to maintain tight control over the operations of
INGKA Holding and IKEA stores (refer 1o Figure 2 for IKEA%
corporate structure).
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Going global
1n 1943, after founding IKEA, Kamprad increased his product
range to include pens, wallets, picture frames, table runners,
watches, jewellery and nylon stockings at reduced prices. He
inidally made individual sales calls to sell the merchandise.
When his business grew, he advertised m local newspapers
and operated via a mail-order service, using the local milk van
to deliver the products to his customers. In 1948, he incroduced
furniture into the IKEA range. The furniture was made by
focal manufacturers close to his home. The furniture met with
a good response and Kamprad decided to expand his range.
However, the company’s sales were threatened by price wars
among competitors. Therefore, in 1953, he opened a showroom
in Almhult, Sweden, so that his custemers could have a look at
the furniture before placing an order. This helped the company
as customers chose the products with the best value for money.
However, the pressure that competitors exerted on suppliers to
boycott IKEA led to the company deciding to design its own
furnitute. When IKEA began exploring the packaging of its
furniture, one of the workers disassembled a table o fit it into
a car for ransportation, This led to the invention of flat packs
and the self-assembly concept, which became a huge success.
In 1958, the company opened its first IKEA store, Mobel-
IKEA in Almhult, Smaland, Sweden, with 6700 square metres
of home furnishings — the largest furniture display in the
Scandinavian region during those times. In 1960, it added a
restatirant to the store, which over a period of time became an
integral part of the store concept and layout. However, after this
the company began looking at markets other than in its home
country In 1963, the first store outside Sweden was opened in
Oslo, Morway. Later, in 1969, it entered Denmark with its store
at Copenhagen. The company then spread to other parts of
Europe in the 1970s. In 1973, it went outside the Scandinavian
region and opened a store in Switzerland, followed by a store
in Germany in 1974, The global expansion of IKEA stores took
place at a rapid pace during the 1970s and 1980s. Stores were
soon opencd in other parts of the world, including Japan
{1974}, Australia and Hong Kong (1975}, Canada (1976} and
Singapore {1978). In the 1980s, IKE A further expanded its store
network to France and Spain {1981), Belgium (1984), the USA
(1985}, the UK {1987} and Italy (1989), among other areas. It
expanded into more countries in the 1990s and 2000s. In 1998,
it entered China by seting up a store m Beijing, In 2010, the
company also entered the Latin American region with a store in
Santo Domingo, Dominican Republic. However, the company
did not have much of a presence in the developing countries.

Germany, with 44 stores, was [KEAs bipgest market,
followed by the USA with 37 stores. The IKEA store at
Stockholm Kungens Kurva, Sweden, with an area of 55200 m?,
was the largest in the world, followed by the Chinese stores
in Shanghai (49400 m?), Shenyang {47 000 m?) and Tianjin
(45736 m?), and the German store in Berlin Lichtenberg
(45000 m?).” The IKEA store located in Tempe, Sydney was
the biggest store in the Southern Hemisphere, with an area of
39000 m>.® By the end of 2013, IKEA planned w open its first
warchouse in Croatia and its first shopping centre in Vilnius,
Lithuania, which would be the biggest furniture-selling mall
in the Baltic states,

Manufacturing and other initiatives

Unlike the maditional retail stores where the customer
could directly po w0 the needed secton, IKEA encouraged
its customers to go through its store in its entirety. Therefore,
its stores were designed in a one-way layout in the ant-
clockwise direction. Most of the IKEA stores were very large
buildings decorated in blue and yellow patterns. However, the
newer stores used more of glass for functonal and aesthetic
purposes — to give a better impression of the product and a
better look to the store, and to use more natural light to reduce
energy costs. The stores required customers to first go through
the display making note of the required items, then proceed to
the open shelves 1o make smaller purchases, and then go to the
self-serve warehouse to collect the previously noted products.
They were then directed to the in-house warehouse or external
warehouse 10 collect the products and make a payment.

All the IKEA products were designed in Sweden bur were
largely manufactured in developing countries. The company
had 50 suppliers, mosdy in Europe and Asia. China, Poland,
Ttaly and Sweden formed the top production centres for IKEA.
Most of its products were identified by single-word names
which were Scandinavian in origin — like names of places, men
arid women, rivers, lakes, flowers, plants etc.

‘Peaple flock to IKEA. stores because of price, said
Debashish Mukherjee, partner and vice-president at AT
Kearney, a global management consulting firm.* For instance,
in China, the company had cut its prices by 60 per cent since
it entered in 1998, The secret lay in its designing, sourcing
and packaging. The companys product developers and
designers worked directly with suppliers, and the concept of
DILY drastically reduced its cost. Devangshu Dutta, CEO of
Third Eyesight, a retail consultancy, explained, "When they
sell flat packs, there are no assembling costs, no shipment

CAsE YEN THE BUSINESS MODEL AND COMPETITIVE STRATEGY OF IKEA IN INDia

costs and mostly products are sold on catalogues, which helps
them reduce operational costs and lower prices. Those flat
packs work well with young consumers whose budgets are
normally tghe 1

Most of the IKEA swres included restaurants serving
traditional Swedish food, However, in some countries, a few
varieties of the local cuisine and beverages were served besides
the Swedish staples. For instance, the IKEA restautant in
Austria offered a free refill policy for soft drinks, a practice that
was otherwise unknown in the country Another lmportant
feature of the IKEA stores was Sméland (Swedish for *Small
tands”), where parents dropped off their children at a gate
to the playground and picked them up at another gate after
shopping. IKEA also launched a loyalty card called IKEA
Family, which was free of charge and could be used to gain
discounts on a special range of IKEA products.

IKEA was involved in various chariey and social initiarives.
The INGKA Foundation was involved in several international
chatitable causes, like helping tsunami vicims in Indonesia,
Sri Lanka and India; the cyclone-affected in Myanmar; Somali
refugees; earthquake victims in Pakistan and China; donating
w0 schools in Liberia; saving and restoring forests; and reducing
pollution. In Sepl:tmber 2005, the IKEA Social Inidatve was
formed to manage the company’s social involvements on a
global level. The main partners in IKEAs Social Inidative
were UNICEF and Save the Children. IKEA also wok a
proactive stance on environmeital issues and developed an
Environmental Action Plan in 1990, which was adopted in
1992. The company’s environmental measures included the
elimination of polyvinylchloride (PVC) from its products
and packaging and minimising the usage of formaldehyde,
chrominm, cadmium, lead, PCB, PCP and Azo pigments. The
company used wood from responsibly managed forests, stopped
providing plastic bags to customers, and offered reusable bags.
In August 2008, it created IKEA GreenTech, a €50 million
venture capital fund, w invest in 8-10 companies with a focus
on sclar panels, alternative light sources, product materials,
energy efficiency; and water saving and purification. In February
2011, IKEA announced plans {for a wind farm in Dalarna County,
Sweden to achieve the goal of running 00100 per cent renewable
energy. As of June 2012, IKEA had 17 stores powered by solar
panels in the USA, with 20 additional installadons in progress.

In 2004 and 2005, IKEA was named one of the 100
Best Companies for Working Mothers' by Working Mothers
magazine. In 2006, it ranked 96 in Forfune’s ‘100 Best
Companies to Work For’ In 2008, IKEA Canada P was

named one of Canadas Top 100 Employers’ by Mediacorp
Canada Inc. and was featured in Macleans news magazine.!!
in addition to these, the company received many more awards
and recognifons.

Global furniture industry

The global furniture indusuy had changed over the years.
It was not restricted to the making of chairs, rables and beds
but had expanded into the production of a wide range of
furniture, furnishings and designed interiors which spelt atyle
and elegance. With the world economy developing at a faster
1ate since the beginning of the new millennium, the furniture
industry had wimessed a boom with new markets opening
up. While every country had a unique style in its furniture
design and usage, globalisation, increasing migration,
changing lifestyles and disposable incomes all contributed to
the increased demand for stylish and quality furniture and, in
turn, to the growth of the furniture industry

Because of long-established production capacity, advances
in science and technology, greater availability of funds, and
management experiences, the tradidonal furniture-making
countries in the West took up over 70 per cent of the global
martket. However, developing countries like China, the
Philippines, Indonesia, Malaysia, Singapore, Thailand, South
Korea, Taiwan, India, Poland and Mexico were growing and
showing great potendal m furniture preduction. With their
newly identified competiive advantages, these countries
took up the remaining 30 per cent of the world market. The
European region, on the other hand, accounted for about halt
of the world's furniture productien, valued at around €82
billion, with Germany raking the lead with 27 per cent of the
total European Union production, followed by Italy (216 per
cent), France (13.5 per cent} and the UK (104 per cent). ¥ While
the USA and Canada were the largest importers at 15 per cent
purchase of the global production, China was the worlds
largest exporter, recording exports of US$39 billien in 2011, up
by 1531 per cent year-on-year and accounting for 353 per cent
of the global furniture trade.”

By 2015, the global furniture market was expected
reach US$436.5 billion,* With a steady improvement in the
economy and living standards, Asia was expected to become
the centre for the long-term growth of the global furniture
market. According to a study by the World Bank, the organised
furniture industry was expected to grow by 20 per cent a
year,”® and the demand for luxury furniture was expected to
rise ih countries such as China, Russia, Brazil and India.

517




PART FOUR

CAZE STUDIES

Furniture industryin India

India was home to rich wraditional handicrafrs and artstic
wotks in wood. Indian art and design had earned a worldwide
reputation for themselves. The supreme quality, exceptional
designs and luxurious wends lent elegance to the Indian
furniture segment. However, with the passage of time, the
preferences of the Indian consumer had changed and the
furniture industry too had changed to suit consumers’ needs.
The industry produced a wide range of products related 1o the
office, living room, bedroom, kitchen, garden and schools, as
well as mattresses, furnishings, upholstery, parts of furniture
€ic., using a wide variecy of raw materials like wood, rattan,
steel, plastic and metal, and more recently silver.

Based on the raw material used, the furniture market in
India was regionally concentrated. According to research by
IKON Marketing Consultants, the furnirure market in India
was estimated at around Rs 700 billion in 2010, However,
It was considered an unorganised sector, as handicraft
producton accounted for about 85-90 per cent of the toral
furniture production in the country’” The market was highly
fragmented: production came from small regional firms
or individual artisans, and ouly 13~15 per cent came from
the organised sector comprised of leading manufacrurers,
importers, dealers and disributors. Within the Indian
furniture market, home furmniture was the largest segment,

Top 18 furniture companies in India
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accounting for 65 per cent of the industry sales, followed by
the office segment with 20 per cent, with the contract segment
taking the remaining 15 per cent.’®

However, Indian imports of furniture were growing at g
considerable rate, catering to the need of the urban middle
class for stylish homes in compact apartments. Countries like
Germany, Iraly, South Korea, Japan and recently China and
Thailand had been major suppliers of farnimure w India. With
a promising marker potential in place, several international
brands like Arredo Classic, Art Design Group, BIC
Internadonal, Bizzarri, Cantori, Desirée, Girasole, Gold Line,
Presotto and Reflex were trying to enter the Indian market.
Top domestic companies like Godrej, BP Ergo, Featherlite,
Hanworth, Style Spa, Zuari, Durian and Millennium Lifes tyles
also had a presence in the industry (refer to Table 2 for the top
10 furniture companies in India). The entry of international
brands and changing consumer preferences had led to the
emergence of furniture retailing in India. JKON Marketing
Consultants estimated that with India’s robust econoiny,
a spurt in real estate and housing activity, burgeoning
information technology and services, and the Indian middle
class aspiring to better lifestyles, there would be a further
boom in the Indian furniture industry in the near future,
the demand mainly coming from the merropalitan cities of
the country
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Spurces: Adapted krom T, Palhade, 2013, Top 10 home furniture brands in India, Top 78 Companias in India,
http:#/top1 Dcompaniesinindia.com, 27 May; Prem, 2012, Top 10 home furniture companies in India,
Blogs & U, http:/fhlogsandyon comftop- 10-hame-furniture-companies-in-india, 13 Decernber.

IKEA's entryinto India

Retailing accounted for 34 per cent of Indias GDE The
industry consisted mostly of small shops, with organised retail
stores accounting for only 4 per cent of the industry After
liberalisation in the 1990s, many foreign companies had set
their sights on the Indian market. However, unal 2011, FDI in
multi-brand rerail was forbidden by the Indian Government,
and FDI in single-brand retail was permitted only up to 51 per
cent. In Novernber 2011 the FDI reforms were announced, but
due to opposition from different political parties and activists
they were kept on hold. In January 2012, India allowed 100
per cent FDI in single-brand retail on the condition that the
verailer should mandatoriky source 30 per cent of their goods
from India’s micro, small and medium enterprises (MSMEs).
And 51 per cent FDI was allowed in multi-brand rerailing
in December 2012. After the reforms, in June 2012, IKEA,
which had been rrying for a long time to expand into the
Indian market, applied for permission to invest US$19 billion

{E15 billion or Rs 105 billicn) and set up 25 retail stores in
India in two stages. ™

However, this was not IKEAS first ryst with India. India
had served IKEA as a low-cost sourcing destination since
the 1980s. Every year, the company sourced around US$600
million worth of goods (textiles, rugs, Lighting, ceramics and
carpets) from 70 suppliers and 1450 sub-suppliers in India
In August 2003, when the company was on an expansion
drive, it set up a raw material trading division in India to
ensure better cost managerment. As the yield of cotton {per
hectare} was very low in India {therefore higher priced), IKEA
sourced cotton from Australia and China where yiclds were
much higher. This reduced price pressures on its exporis from
India. The set-up in India was its first trading division to offer
the service of raw material sourcing,

Later, in May 2007, IKEA set up an office in Gurgaon in
northern India to carry out market research and initiate talks
with Indian players for an alliance. IKEA was then planning
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for an Indian debut in 2009 IKEA group president and CEQ
Anders Dahlvig said, “We will be there eventually 'm sure
Ieis a question of how and when. I think it will mostly depend
on things like legislaton and infrastructure development’?
However, there were FDI restrictions and local sourcing
conditions prevailing during those times. IKEA tried to
persuade the Indian Government to ease the FDI rules and
seemed hopeful of a breakchrough in 2008, but the company
failed. The company anticipated that the opening of the
Indian sector would take more time and abandoned its efforts
to set up stores in India with an investment of €300 million.
However, IKEA could not ignore the Indian furniture and
furnishings market. According to some estimates, the market
was Rs 925 billion,® of which only 7 per cent belonged to
organised retail. IKEA made it clear that it would only enter
India when 100 per cent FDI would be allowed.

In the meantime, IKEA continued with its production and
sourcing in India. In September 2010, the company’s CEQ,
Mikael Ohlsson, visited India to ensure that its suppliers were
not employing young children or forcing people to work in
difficult conditions. IKEA had spent millions of dollars to create
sustainable audit and transparency networks in India. It also
worked in partnership with the United Nations Development
Program and UNICEF cn grassroots development programs
like female empowerment, health awareness, education, water
and sanitation, and industry-based programs that benefited
100 million women and children. Ohlsson also proposed
doubling production in India. Speaking about the possibility
of IKEA setting up its stores in partnership with Indian firms,
Ohlsson said, A joint venture is simply not an option. IKEA
has spent years streamlining costs, making investment money
go further, and cutting out middlemen. As a result, introducing
a foreign partner into the mix now is not something that is
under consideration??

In January 2012, India approved reforms to allow 100 per
cent FDI in single-brand retail. Welcoming the change, an
IKEA spokesperson said, ‘The IKEA Group welcomes the
Indian Government’s decision to allow 100 per cent foreign
direct investment for single brand retailers. We will now over
the next few days look into the details of the decision and
We expect 1 present more information shortly about our
intention to establish retail operaiions. India is a strong and
growing purchase market for IKEA'® Industry experts were
expecting that IKEA might announce its Indian enwy any
time soon. Ohlsson wo welecomed the change but stared
that Tndias requirement that “foreign single-brand retailers’

source 30 per cent of goods from local small and medium-
sized establishments’ came in the way of its proceeding with
its investment. IKEA spokeswoman Josefin Thorell said, Indis
is still a very interesting potential retail market for the IKEA
Group, but we need to understand what the guidelines will
mean for us. We have found that the conditions applied o
local sourcing from [small and mid-size enterprises] mighe
be difficult for us to live up t0* Some other companies
and analysts voiced the same concern. Abhay Gupta, CEO
and founder of Luxury Connect, a retail consuliancy, said,
‘Companies like IKEA and Nike have rajsed concern on the
sourcing clause. Every brand would like to go [if] alone, but
this is a major bottleneck as it is difficult o find expertise
among small vendors, Also, companies will have to go to more
supplicrs so that they arc less than $1 million. This will creare
supply chain inconsistencies’® Arvind Singhal, chairman of
retail consultancy Technopak, also supporied the concern and
said, “This condition [on sourcing] is highly impractical and
illogical. Big brands entering India would naot like to source
from SME players as they cannot match up to the standards of
global retailers. We believe that the government cannot force
this condition on brands wishing to scale up in India’™ But
the Indian Government ruled out any changes in the local
sourcing clause.

On 22 June 2012, Ohlsson met the Indian commerce,
industry and textiles minister, Anand Sharma, at St Petersburg
in Russiza and confirmed his cormpany’s investment and
sourcing plans. IKEA filed its application secking the
Indian Government’s permission to establish 235 stores. The
application also sought permission to engage in import,
export, distribution, marketing and warehousing, and t
have standard IKEA store features like cafés, restaurants, food
marts, nursing homes, childrerk play areas and publicatons
under its brand name. In the first wanche, the company
planned to invest €600 million (Rs 42 billion) in opening 10
stores, followed by the remaining €900 million (Rs 63 billion)
for setting up 15 more stores later® MHowever, stating its
COOCEINS OVEr sourcing norms, the company in its statement
said, “We will source ar least 30 per cent of the purchase
value of products sold in India from our direct and indirect
supply chain comprising Indian smal} industries. In the longer
werm, however, the mandatory sourcing of 30 per cent of the
value of goods sold in India from domestic small industries
remains a challenge’®

IKEAs decision to enter India was met with mixed
reactions. While the backers of the reforms opined that this
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investment would help modernise the country’s infrastructare
and mamuifacturing and supply chain, the critics said char the
entry of such companies would put millions of small-dme
shops out of business, In addition, the country’s GDP growth
was only 53 per cent during the first quarter of 2012, and there
was a widening trade gap with a current account deficit of
4 per cent of GDP, requiring international capital to overcome
the gap. Hence, the pressure on the Indian Government to
implement the econormic reforms announced earlier that year
continued, but this move faced opposition from eritics. Seema
Desai, India analyst for the risk-advisory firm Eurasia Group,
said, Tt doesnt take the pressure off the government. Indiak
balance-of-payments situation requires some more reforms
for foreign-direct-investment flows to strengthen. ™ However,
it was siill not clear as to when India would respond to the
proposal.

Overcoming regulatory and potitical roadblocks

In July 2012, IKEA sought 2 10-year window (instead of one
vear} to comply with the sourcing rules. IKEA also expressed
concerns that if it procured from MSMEs (firms with a total
investment less than US$L million), they would scon grow
and become large set-ups, Then the company would have 1o
find other MSMEs, which would affect its produce qualicy
and supply chain set-up. There was speculation in the media
that the sourcing clause might be relaxed. On the other hand,
industry experts announced that India had laid out a welcome
mat for single-brand retailing, but only theoretcslly and
that 2 compromise solution had to be found. Saloni Nangia,
president of Technopak, said, ‘Keeping in mind IKEAS stature,
I'm sure the povernment will work out something. Meeting
the 3¢ per cent sourcing target will take time — IKEA just
wants some latirude’¥!

In September 2012, the Indian Government tweaked
its sourcing clause. It changed ‘mandarory sourcing from
MSMEs to “preferably from MSMEs' and said that foreign
firms expecting a relaxation in the 30 per cent procurement
norms would have to set up a manufacturing facility i India.
After these reforms, the government asked IKEA to revise and
resubmit its application. On 8 October 2012, IKEA submirtted
the final paperwork to start retail operadons in India. The
company, in its application, also gave the assurance that the
old furniture collected from Indian customers in exchange
for new ones would not be resold in the market but donared
to needy families or third-party small businesses through
charitable organisations. Ohlsson said, ‘Once our application

is approved we will develop a solid plan for the establishment
of IKE A stores for many years to come, generating investments
and new employment. At the same time, we will continue to
increase our sourcing in India from both existing and new
suppliers building on long-term relations and shared values'®

A day after ir fled the application, IKEA appointed
Juvencio Maeztn as its country manager for India, with a
responsibility to find the right real estate and hire talent for its
India foray The outskirts of Indian metropolitan cities such
as Delhi, Mumbai, Bangalere, Hyderabad and Chennai were
expected to be its store locations. Maezeu said that the Indian
market was different in terms of its varled tastes: ‘So we have
1o slightly tweak our model with designs and pricing, keeping
in mind the Indian consumers and the dynamics of the retail
industry here'®

On 20 November 2012, Indias Foreign Investment
Promotion Board (FIPB) approved IKEAS propesal wo start
operations in India. However, it imposed the following
conditions: IKEA should not operate food and beverage
outlets within the store; it should not sell 18 categories of
items (of the 30 initially applied categories) like gift items,
home and office products, appatel, leather products, fabrics,
textile goods, haoks, toys, travel and lifestyle items, and
consumer elecronics; and it should not sell any products that
it did not brand, including second-hand furniture. Citing the
reason for the conditons, a government spokesperson sald
that according to the norms, a single-brand rerailer could
not be a marketplace wich such a wide range of products and
could not sell food items.

Citing the restrictions, some analysts thought that the
company mighe have to change its business model. Ankur
Bisen, vice-president (retail and consumer preducts) at
Technopak, said, IKEA i3 known to open “big-box” stores
{more than 200 000 square feet] with a standardised design. So
far, they have not tweaked the model anywhere in the world.
But India is such a strong pull, they will not mind opening
stores without food courts'® Other industry experts said
that a restriction on so many categories was not a good idea.
Harminder Sahni, managing director of Wazir Advisors, said,
Home improvement is stll the bread and burter for IKEA.
The home furnishing category is all about experience. People
do not mind travelling extra to buy IKEA products’® The
company also announced that all its product categories were
sold across stores in 44 countries and it was not demanding
anything extra from India. Replying to the governments
concerns about in-house cafés, the company mentioned that
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as the stores would be located on the outskirts of the city, there
would not be any displacement of small food retailers. The
company wrote 10 the Department of Industrial Policy and
Fromotion, staung that to keep the IKEA expericnce’ intact,
the company must be allowed to operate its global model.

On 22 January 2013, FIPB cleared IKEAS business proposal
and permitted it to sell non-furniture items and run cafés in
India. While FIPB permitted food and beverages to be sold
at IKEAs in-store restaurants/cafés, it restricted the retailing
of any food item off the shelf in any other part of the store. It
also said that IKEA could not use its global procurement of
products to satisfy the Indian demand of mandatery sourcing
(30 per cent} from the country. However, India had given a five-
year window (from the time of the company’ inital launch in
the country) to fully comply with the sourcing requirements.
Other conditions included the restriction of e-commerce sales
and used furniture sales. After FIPB's clearance, the proposal
was put before the Cabinet Commirtee on Economic Affairs
(CCEA) for final approval as the FIPB had the audchority to
take 2 decision only on invesiments less than Rs 12 billion.
On 2 May 2013, CCEA approved IKEA% investment proposal.
Maeztu added, “We feel very welcome in India. This is a big
step Lo our journey w apen IKEA stores in India' ¥

Working with suppliers
After the company got the approval to set up its stores in India,
IKEA spokesperson Yiva Magnusson said, ‘It will be another
four w five years before Indians can purchase the company’s
icomic flat-pack furnicure’¥ TKEAS planned investment was
untl then the largest by a foreign retailer in India IKEA
spokesperson Josefin Thorell said, “The Swedish rerailer’s
presence in India will, in a major way, help improve availability
of high-quality, }ow-price products, increase sourcing of
goods from India, and increase the competitiveness of Indian
enterprise through access to global designs, technologies, skill
development and global best practices’ But the promoter of
a Ludhiana-headquartered home furnishing unit {an ex-IKEA
supplier) was not o enthusiastic about [KEAS entry; TKEA
engages in predarory trade practices. In the first vear, they offer
excellent margins. In subsequent years, the margins reduce to
a level that turns a unit into an unprofitable venture’ ¥

After the approval of its application by the CCEA, Ohlsson,
while commenting on the development, said, ‘This is a very
positive development. JKEA already sources products from the
country and will continue to increase our scurcing in India
from both existing and new suppliers, building on long-term

relations and shared values’® India had been IKEAS sourcing
destinadon for textiles and carpets for a long time. However,
the company was interested in further linking up with Indian
suppliers in the plastcs, steel, lighting and narural fibre
categories as well Analysts said that this investment by TKEA
had corne at a time when the Indian furnitare marlket lacked
big brands and was sure to shake things up for the benefit of
the Indian consumer®

IKEA already had 70 suppliers and 1450 sub-suppliers
in India, After the company got cearance from the cabiner,
it invited all irs suppliers to its Gurgaon office and discussed
its plans for the future. It focused its discussion on growth
and doubling its seutcing from Indian suppliers. In response
1o these developments, IKEA% Indian suppliers began gearing
up o face the sudden surge in order volumes. For instance, ¥
Ashok Ram Kumar, managing director of Asian Fabricx, said,
“We certainly need more people when there’s a sudden increase
in order volumes. To beat labour shortage, automation is being
focused on'* Some change in the processes was also raken up
by the suppliers. For instance, earlier, 80 per cent of the yarn
was dyed before weaving into fabric, but now, to reduce costs,
most of the weaving was done without the yarn being dyed.

Apart from these benefits, analysts expecied that TKEAS
eniry would have a great impact on the indusay as a whole,
They expected that big-box retail formats, which would be
focated on the ourskirts of big cides, would be introduced and
gain popularity with other retailers in India. An increase in the
competition between big-box furniture retailers that had little
or no differentation and a pardal or total wipe-out of the low-
cost imported furniture market was also expected. However,
retailers or brands that maintained sharp differentiaton
in their products and services were expected to survive the
competition. IKEA, since its founding, had played on the
price sensitivity of the customer and low-cost furniture. The
company’s website stated, “We design the price tag first and
then develop the product to suit that price’ ¥ According o
Thorell, Product developers and designers work directly with
suppliers to ensure that creating the low prices starts on the
factory floor’#

Challenges

IKEA lobhied hard with the Indian polideos and bureaucrats
to overcome the initial hurdles and cbtained permission ©
open its stores in the counery with ite global model intact.
However, this was only one part of the problem; the company
was expected 10 face more challenges after its entry.
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A major challenge for the company in establishing its
stores was the availability of retail space and irs cost. IKEA
stores in India were unlikely to be smaller thar 350000 square
feet. Some of irs biggest stores around the world had an area
of 606000 square feet. The accommodation of such a huge
area in any mall in India was highly unlikely. Moreover, any
IKEA store had 6-8 unloading bays and 300-400-foot-long
customer vehicle loading bays, with 20-foot-high ceilings.®
IKEAS 2006 initiative of 100 per cent renewable energy usage
required its stores to be supplied with either wind power
or energy from solar panels. Irs stores in Germany, France,
Sweden and at 40 more places used either power from their
own wind turbines or from solar panels. The possibility of
Indian real estate developers meeting such stringent energy
requirements was also doubtful. IKEA planned w open nine
stores in seven years — two stores each in the National Capiral
Region {NCR), Mumbai and Bangalore, and one store each at
Chennai, Hyderabad and Pune. Therefore, with the existing
space constraints, analysts said that it was more likely for IKEA
to opt for standalone suburban stores. ‘In India, the cost of real
estate is high, retail space availability is an issue and overall
store efficiency is a hig challenge. They can't cut and paste their
global model here. They have to develop [an) India-specific
strategy’, said Durta of Third Eyesight® Other industry
players thought that theugh IKEA might opt for suburban
locations, it would be difficult to obtain such large chunks of
Jand and the price would also be high. D K. Jairath, deputy
managing director of Style Spa, pointed oue, ‘This kind of
land wact will only be available on the city outskirts and IKEA
will have 1o join hands with land parcel owmers if it is keen to
acquire such large land parcels for its use’¥ Experts said that
land acquisien through public auction through government
or individual owners would turm out to be a greater challenge
for the company in acquiring such huge chunks of land.

IKEA had started its hiring activities and vendor
negotiatuons to begin its operatons in India, However, the
organised Indian players - including Landmark’s Home
Centre, Hindware’s Evok, Future Groups Home Town, Godre;
Interio, K. K. Bitla% Style Spa, and others — claimed that they
did not feel threatened by the entry of the ulma big-box
retailer. Anil 5. Mathur, COO of Godrej Interio, said, ‘There
will be initial euphoria on IKEAS entry into India. However,
they will have to work hard on getring market share in India’
Jairath added, “There is no collision course with 1IKEA. It will
definitely add competiton to the market as IKEA is an ultra
big-box retailer. If it is to survive in India, it will have o play

on the volume merrics. Real estate costs are highly prohibitive
and they will have to create products suited for the Indian
climate and style,*

Apart from these two main challenges, IKEA was likely
to face many others. As the stores were likely 1o be located
in rthe suburban areas of big cities and customers had o
rravel long distances to make purchases from IKEA, AT
Kearney’s Mukherjee sajd that the company might have 1o
face last-mile supply chain issues (from IKEA store to home
mansportaton). People in Western countries have large cars,
houses and parking lots where folded and packed furnirure
could be accommodated, but Indians have compact cars and
homes which would make it difficult for the consumers to
stock and wansport their products. Moreover, low levels of car
ownership and a patchy road network would make it harder
for consumers to shop at IKEA and the company might feel
the need ro locate their stores nearer to urban centres, which
in turn would increase its set-itp costs and render real estate
acquisition more difficule. Aparcfrom thar, IKEAS DIY concept
might be a hit globally, but people in India prefer readymade
furniture or getring it made by their carpenters, Moreover,
Indians expect shop assistants to guide them around the store
and the Jack of such staff would come as a shock 1o them.
Vivele Iyer, a 38-year-old lawyer from south Delhi, said, Td go
with my driver and he could be doing the loading and carrying
I'suppose Then I could get someone in to build it all. But [the]
point of a shop 15 that someone will be doing that for you, isnt
" Analysts thought that IKEAS DIY model might suffer if
faced with such consumer behaviour.

[t was felt that IKEAs anti-corruption policy might
prove to be ancther hindrance w its growth in India. For
instance, in Russia, the company could open only 14 stores
in 12 years because of this policy According 1o Transparency
Internatonals Corruption Percepiions Index, and the World
Bank’s Ease of Doing Business reports, India ranked 95th and
132nd respectively™ which indicated that IKEA might face
difficulties with the Indian bureaucratic set-up. However,
analysts suggested that the success or failure of the company
lay in the hands of the next generation of customers, whose
recepdon of the company’s products was unpredictable.

L.ooking ahead

According to Technopak, the highly fragmented Indian
furniture market was expected to grow from UJS$10 billion in
2009 to US$15 billion by 20145 Bur the working of IKEAS
core concept, the DIY madel, in India remained a question.
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However, IKEA still felt that its prospects were bright in the
country and that it was ready to tweak its model 1o win over
the Indian consumers, It was tweaking its product range
and showrooms and adding services to accommodate a
new culture. In places where people lived in smaller roorus,
it modelled its showrooms smaller, Ohlsson said, ‘Most
people dont realty know and can hardly imagine that we visit
thousands of homes round every store in the world every year,
We sit down in the kitchen and talk to them ... That’ the way
we try to learn and understand. “What are you annoyed with?
What are your frustrations? What would you like to have?
How much can you afford? What are your alternatives?™
In developed markets, IKEA was positioned as a low-priced
product, but in emerging markets like India, it planned to
target its products at the growing middle class that aspired w©
an international lifestyle.

In India, the company planned to open 10 stores by 2023
and 15 more in the next phase. The company might also
take into consideration consumers’ concerns. As Ridhila
Mandavia, a preschool teacher in Mumbai, said, Tm not
sure if I will want to travel to the end of the dty to buy their
furniture. Plus | have heard about how you are encouraged o
pack your fumiture up and then take it home and set it up
yourself, and that is not something we Indians are used to.
So if they can change that model and help pack and deliver
furnitare at no exwra cost, it may work.® In India, should
IKEA consider building larger stores closer wo customers’
homes like it did in China? Should it do away with the DIY
concept altogether in India?

Country manager Maeztu also  acknowledged the
challenge that store locations posed in [ndia. As the whole
investment was made from internal accruals, Maeztu said,
A ideal location for us would be 10 acres [of] space [it could
be between 5 and 15 acres], close to a highway with good
visibility so it is not 3 kilometres inside and with public
transport infrastructure. When 1 talk of public transport, in
India it has to be metro connectivity because you can have
a bus stop and if you are struck in the wraffic for two hours
then you are not properly accessible. We are looking w cater
to the real middle class in India. We will never compromise
on a good location, So even if it takes five years w locate a
place it is no problem. The furure is much more important
for us than 1-2 years. My job or my salary does not depend on
how quickly I open stores, We try to do it right on a long-term
basis. We don't depend on banks or on investors and we don't

need to show [quick tesuls] to our investors or banks'®

As of July 2013, with the approval from the Indian
Government on opening its stores in fndia, the company was
busy understanding the Indian culture w inroduce the best
possible and workable IKEA model in the country It had
hired a consulting and market research company to map the
demographics and economic parameters of consumers in the
top 10 cities. Maeztu personally visited about 20 families in
the Delhi region, Mumbai and Bangalore. The question was,
could IKEA tweak its globally successful business model to
suit the requirements of India without breaking the model?
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