1) Reading for question 1
Wills Grill 
In January 2017, John Christ needed to make some decisions about his business, Wil’s Grill. Not long ago, his dad had said, “Son, passion has gotten you here;  not  the  money.”  Now,  John  needed  to  focus on “the money”—but which path should he take? He could expand his “street food” business, add a cater-ing business, or do something else. John, who loved to  make  customers  happy  by  serving  them  great healthy local food, recognized that he also needed to do so profitably.BACKGROUNDJohn grew up on a ranch in Cave Creek, AZ, a small community northeast of Phoenix Arizona. His par-ents had food service and restaurant experience, and cooking  and  entertaining  were  an  integral  part  of spending time with them. “By age 10,” John recalled, “I could cook.”As  a  teenager,  John  bussed  tables  at  a  restau-rant where his dad Wil worked. He also spent many mornings with his dad at a clay-bird sport shooting range near Cave Creek. When done, they needed to go elsewhere for lunch, since the range did not offer food or beverages. So, father and son worked out an agreement with the range owner to open a small food booth  on-site,  which  they  named  “Wil’s  Grill.”  On a single grill they cooked burgers, fries, and served beverages. Wil taught his son the nuts and bolts of running  the  business:  obtaining  necessary  permits and licenses, ordering food and supplies, shopping, transportation,  inventorying,  cooking,  cleaning  and most  importantly,  “treating  customers  as  friends.” Hospitality-driven service was a core value. To  celebrate  his  high  school  graduation  in December  2009,  John  went  on  a  30-day  backpack-ing excursion with the National Outdoor Leadership School in Wyoming, where he later recalled, “I honed my leadership skills there and this would serve me well in managing my future business.”In  August  2010  Wil  closed  Wil’s  Grill  when John  enrolled  at  Northern  Arizona  University (NAU),  in  Flagstaff,  about  120  miles  north  of Phoenix.  At  that  time  NAU  enrolled  about  23,000 students.  John  majored  in  Environmental  Studies and also took classes in other areas, driven by “my inquisitive nature to learn as much as I could about the world around me.” At the NAU School of Hotel and  Restaurant  Management  John  learned  about the “clean food” movement—characterized by locally produced, organic foods and sustainable practices.1 Clean food was healthy for both the planet and for people  through  production  of  efficient  amounts  of food, provision of leftovers to local shelters, and min-imization  of  waste  via  biodegradable  products  and recycling practices. On a visit to Costa Rica in 2013, John and another NAU  student,  Karl  Shilhanek,  observed  a  vibrant “street  food”  community.2  The  “chicken  lady,” “kabob guy,” and many other vendors served tasty, locally sourced and ready-to-eat fresh foods to local residents  on  the  street,  in  the  market,  at  a  fair  or other public place. Vendors sold “street food” from a portable stall, cart or food truck. John and Karl were inspired to start their own business, and the flames of Wil’s Grill were reignited when they founded their own Wil’s Grill in Flagstaff, AZ in January 2014.The young men worked hard to get Wil’s Grill off the ground. They wrote a business plan, secured the  required  permits  and  licenses,  and  set  up  as  a general partnership. The two partners each invested $500 to get the business off the ground, and John’s parents provided a $2,000 low-interest loan to help them purchase grilling equipment.“We  earned  our  stripes  in  the  first  year,”  John recalled. “We were hands-on with every aspect of the business.”  Karl  focused  on  business  strategy,  mar-keting,  and  social  media.  He  created  a  website  that included their “clean food” menu, a mobile app, and a social media presence (on Facebook). John focused on operations and food preparation. He established rela-tionships with five local food sources—including John’s parents’  Happy  Mountain  Farms.  John  believed  his relationship with farms and producers “allowed me to have a unique understanding of the local supply chain.”Wil’s Grill was highly portable, and targeted two main markets: (1) NAU students who were tired of chain-based fast food and wanted good, reasonably priced, late night food, and (2) community events, where organizers and customers wanted reasonably priced,  clean,  high-quality  street  food  (in  contrast, many street food vendors served manufacturer pre-pared  and  processed  food).  Operations  included procuring  food,  preparing  main  courses  and  sides, transporting  food  to  venues,  and  hiring  temporary labor  for  serving  and  clean-up.  Wil’s  Grill  leased excess  kitchen  space  in  non-competing  Flagstaff restaurants and bars, for prepping or cooking some food. Once the food was prepared in these locations it was served on tables with warming trays. For out-door events, an event management company assigned Wil’s Grill and other vendors to specific locations for specific hours. Most food (e.g., burgers, vegetables) was prepared on site, in view of customers. Within four months John and Karl were able to pay off the $2,000 loan; since then, they had taken no  further  loans.  The  business  was  not  profitable and they did not pay themselves a salary. John and Karl both worked second jobs to cover basic living expenses  in  2014  and  2015,  and  their  parents  paid their college tuition. John lived a simple lifestyle with minimal financial obligations. They did not invest in a brick-and-mortar operation. Their “office” was as portable as the business.In  May  2014,  Karl  decided  to  relocate  to Bellingham,  WA,  to  be  closer  to  his  family.  The breakup  was  amicable.  John  reestablished  Wil’s Grill  as  a  sole  proprietorship.  Without  his  part-ner,  at  first  John  relied  on  “gut  instinct”  to  run his  business.  Summer  2014  was  tough,  especially interviewing and hiring people. John felt this “was challenging. I didn’t know what I was looking for.” To  hire  temporary  employees  for  street  events  he posted  ads  and  networked  with  local  bar  owners. In June John hired what he referred to as “my first permanent  part-time  employee,  Cody  McCrae,  a Hotel and Restaurant Management student.” Cody had  also  “grown  up  in  the  kitchen.”  On  his  first day  John  gave  him  some  instructions  and  left  for another  commitment.  Working  alone,  Cody  pre-pared sliders and coleslaw and proved himself. John placed a lot of trust in Cody, his first assistant man-ager. Cody flexed his hours and worked as business levels demanded.Preparation  and  cooking  was  fast  paced, whether  in  a  leased  kitchen  or  on  the  grill  at  an event. There were many 18- to 20-hour work days. John believed that he treated his temporary employ-ees fairly, and therefore they were customer focused and  wanted  to  work  for  him  again.  John  also learned that he needed to define routines and flow-chart responsibilities for some job positions, and to calculate staffing based on the estimated number of plates/day to be served.STREETFOODEVENTSStreet  events  involved  lots  of  guess  work,  since both  weather  and  attendance  were  unpredictable. John told a friend, “It’s like rolling the dice to try and guess what food people will want.” During the Flagstaff Pro Rodeo, Wil’s Grill served 425 plates of barbecue  per  day,  whereas  for  most  events,  200  to 300 plates a day was typical. During the Rodeo, one employee quit. John recalled: “Lines formed quickly; everyone came to the booth around lunch time, hun-gry. We performed well—though there’s always room for improvement.” Getting food out quickly was most important,  and  food  quality  was  more  important than presentation or quantity.Customers enjoyed watching food preparation, including the employee chatter. Pricing was custom-ized for each event client (Exhibit 1 includes sample menus), so event revenue varied. A 200 to 300 plate day could gross $2,000 to $3,000, enough to sustain operations.  Ongoing  grill  maintenance  and  food purchases  were  the  main  operating  costs.  Other expenses  included  liability  insurance,  permitting, licensing,  and  payroll.  John  lived  modestly,  paid bills  in  cash,  and  avoided  debt.  He  used  his  per-sonal pick-up truck to transport food, and budgeted for  fixed  costs,  irrespective  of  ebbs  and  flows  of  revenue. He estimated that profit margins averaged 18 percent to 25 percent—good for the street food business.  Exhibit  2  shows  that  revenues  for  2014 through 2016 totaled $129,000.John had “learned on the fly”; he worked hard and  wasn’t  discouraged  by  challenges.  Feelings  he experienced  when  customers  told  him  how  much they enjoyed his street food and his passion for clean food  outweighed  any  discouragement.  Street  food was fun and fast-paced. John loved it. By 2015 Wil’s Grill primarily served Flagstaff, along with Prescott and Sedona to the south, Williams to the west and most of Northern Arizona (with a com-bined population of about 275,000 people).3 Winter weather  limited  the  number  of  street  food  events in  Flagstaff,  given  its  7,000-foot  elevation.  Sedona, Prescott, and the Verde Valley (all within 100 miles of  Flagstaff),  at  lower  elevations,  were  warmer. Collectively, each of these communities held almost 50 events that featured street food. For special events John sometimes traveled as far as Phoenix or Page (both within 150 miles of Flagstaff); he included fuel costs  in  his  pricing.  Phoenix  was  the  12th  largest metropolitan area in the United States with a popula-tion of 4.57 million people and a vibrant street food scene.4 Wil’s Grill had received excellent reviews from local writers, food critics and customers, and was fea-tured in the July 2015 issue of Flagstaff Business News. More food trucks were also appearing on the scene, and some new entrants served healthier fare. John’s promotional marketing budget for 2016 was $2,100, although he believed he should spend $5,000.As for catering, large competitors included Big Foot  BBQ  and  Satchmo’s  (local  barbeque  restau-rants  that  also  offered  catering),  as  well  as  Main Street  Catering  and  Thorneger’s  Catering.  Some competitors  had  been  in  business  for  20  years  or more, and were well-established in the local catering market. Wil’s Grill had the strongest focus on clean food,  and  John  received  referrals  from  caterers  for specialties Wil’s Grill was known for—smoked meats and barbeque.Various studies conducted in the United States indicated a growing interest in “clean food” and this was  beginning  to  influence  some  customers’  food and  beverage  purchase  decisions.  Consideration for  healthy  choices  had  reportedly  increased  from  61  percent  in  2012  to  71  percent  in  2014,  and  in 2015  67  percent  of  respondents  had  given  thought to environmental sustainability, 72 percent had given consideration to how food was produced or farmed, and 26 percent regularly purchased locally sourced items.5 John believed that the demographics and psy-chographics of people in Northern Arizona aligned well with the national clean food movement.THECATERINGMARKETSEGMENTIn  fall  2015,  John  coordinated  with  NAU  market-ing  research  students  on  an  exploratory  survey  to learn more about customer perceptions of the Wil’s Grill  brand,  food  offerings,  the  clean  food  move-ment, and the catering market segment. He realized that  with  just  79  respondents,  the  survey  results were directional at best.6 The survey indicated that  56 percent of respondents were willing to spend at least $11/person on a catered event, of which 24 per-cent were willing to spend about $16/person and 78 percent were willing to spend an additional $1 to $6/person for clean food; 72 percent of respondents had never  heard  of  Wil’s  Grill.  Regarding  the  decision to use a caterer, barbeque beef and pork, Mexican, Italian, Asian, and vegetarian were the most desired catered  event  food  options.  A  caterer’s  reputation, customer reviews, service, food selection and price were critical factors in selecting a caterer, and 63 per-cent indicated that locally sourced food would influ-ence their decision.To  keep  current  on  trends  and  opportunities, John was a voracious reader of food trade journals. One article stated that “farm to fork has been a trend emerging in weddings.”7 Catered events could have margins of up to 40 percent. Catering customers were typically  older,  more  affluent,  and  included  both individuals and businesses. The business model was somewhat more predictable than street food vending, with a predetermined number of guests, food type, pricing, and event specifics. Catering opportunities were  available  year-round  in  the  Northern  Arizona market.Catering  could  be  labor  intensive.  John  esti-mated  that  a  buffet-styled  catered  event  required one staff member for every 30 guests, and a “plated, waited, and served” event would need up to twice as many staff members. New job descriptions and train-ing would need to be developed. John expected that he would need to expand his menu and improve the food  presentation,  based  on  what  clients  wanted. Customers also often asked caterers to provide décor, entertainment, etc.John would need to invest in new kitchen equip-ment, logistics, and a cargo trailer to store, maintain, and transport food. The required investment would increase  if  John  planned  to  cater  multiple  events simultaneously. John realized he’d need to get out of his comfort zone and assume debt to expand into the catering segment. He would have to figure out a way to secure financing.John  estimated  his  annual  catering  marketing expenses  would  be  $7,500.  He  believed  he  would realize  synergies  with  his  existing  street  food  seg-ment  marketing  investment,  but  a  catering  cli-ent  base  would  need  to  be  developed.  John  saw his brand as “Wil’s Grill and not Wil’s Barbeque, offering a wide assortment and variety of foods and flavors off the grill. We can be so much more than barbeque.” In street food, John focused on smoked meats and barbeque because it was easily prepared and  sold  at  a  reasonable  price.  Wil’s  Grill  stood for street food among those who were aware of the brand. His motto “Have grill will travel” reflected that  he  traveled  to  various  street  food  events.  He had never copyrighted this motto, but he had trade-marked the Wil’s Grill name. John developed high-level ballpark estimates for future cash flows and investment associated with the options under consideration for growing the business (see Exhibit 3). He strongly believed that the Wil’s Grill brand was defined by “our reputation among those we’ve served, and those who have heard about us. Our reputation is one of sincerity, transparency, consistency, and quality.”John needed to make a strategic decision: how to move forward with Wil’s Grill and his livelihood.





2) Reading for question 2

Lola’s Market: Capturing A New Generation
“Before I used to tell them, ‘Put those phones away’  now  I  just  let  it  go,  it  happens  so much.  .  .they  do  not  listen.”1  As  David Ortega, owner of Lola’s Market takes a break from replacing wallpaper and making repairs to his long-standing business in Santa Rosa, California, he sur-veys his store and watches as his millennial employees are fully invested in the tweets2 and hashtags3 that flood their notification screens. David contemplates on  how  he  can  engage  these  employees,  and  even further, how he can engage this generation. David is a  man  rooted  in  tradition  and  he  believes  that  the traditions of good business and good customer ser-vice need to be passed down to the new generation, but  how?  Situated  in  Sonoma  County,  California, Lola’s Market has five locations, each targeting the Latino  consumer,  each  filled  with  generations  of customers who have shopped at their various loca-tions since their doors first opened in Santa Rosa. David is inspired to make changes for his business and knows that engaging the younger generation—the millennials4—will  strengthen  Lola’s  future  business for years to come. David is at risk of losing this new coveted  consumer  base  to  retailers  that  “speak”  tothe millennials in their language—businesses that uti-lize social media and online shopping experiences to appease the tech savvy culture. Regardless of where he stands amongst his competitors, David’s outlook on  the  possibilities  Lola’s  has  is  inspiring  and  will facilitate  Lola’s  capacity  to  gain  this  new  genera-tion:  “Never  say  you  can’t,  you  always  have  to  be positive.”5 With this mindset, it is no surprise that David Ortega has been recognized by the North Bay Business Journal as one of the first honorees of the Latino Business Leadership Awards for outstanding leadership throughout the North Bay.6 With this type of leadership, Lola’s can potentially reposition them-selves as the sought-out center for the Latino millen-nial consumer and workforce.INDUSTRY OVERVIEWWhen  looking  at  the  Supermarket  Industry  as whole—including  markets  who  offer  specialty  ser-vices,  such  as  Lola’s  bakery  and  restaurant—there are  key  success  factors  that  will  give  a  particular organization a competitive advantage. These key fac-tors  include  proximity  to  key  markets,  access  to  a multiskilled and flexible workforce, the ability to con-trol stock on hand, close monitoring of competition, and access to the latest available and most efficient technology and techniques.7 Alongside these key suc-cess factors is evolution with the consumer: the new target consumer amongst industries is the millennial  consumer—the  millennial  generation  interests  mar-keters due to its size and growing market influence.8 This generation is one of the largest generations in history and is about to move into its prime spending years—millennials are positioned to reshape the econ-omy.9  Millennial  consumers  want  to  engage  with brands on social media; about 62 percent of millen-nials say that if a brand engages with them on social networks, they are likely to become a loyal customer and with 87 percent of millennials using between two and three tech devices on a daily basis—brands must stay relevant by appealing to and engaging millenni-als on these tech platforms.10In  2017,  Amazon’s  acquisition  of  Whole Foods, took the online retailer into the brick and mortar  setting  and  Amazon  is  now  driving  down Whole Food’s prices across the board—this is caus-ing  supermarket  competitors  to  raise  the  stakes. Amazon  is  also  implementing  an  additional  ship-ping option utilizing its Prime delivery service for customers who choose to shop with Whole Foods.12 Amazon  is  a  company  that  has  already  created  a strong relationship with the millennial generation, as  a  majority  of  Amazon  Prime  users  are  a  part of this generation (see Exhibit 1). Since millenni-als already have ties with Amazon, which has the strong  online  presence  and  convenience  that  this customer base prefers, it will be even more difficult for smaller, family-owned businesses like Lola’s to attain this consumer base.When  it  comes  to  supermarkets  in  California, specifically the North Bay, there are various competi-tors  who  have  their  own  takes  on  how  to  generate this  technological  change  and  brand  advancement. Sonoma County is one of the most competitive food markets in the country, thanks to an array of strong local and national grocery businesses vying for cus-tomers’ time and money.13 In 2016, one of the largest competitors in the North Bay market, Oliver’s Market expanded its doors and rebranded itself with a more modern appeal and even including the addition of in-store Wi-Fi available to its customers.14 To capture the millennial generation, specifically in the supermarket sector of the retail industry, companies need to take advantage of the latest technology and implement it within in-store and online (if applicable) IT systems, such as their points of sale processing. This will lead to increased productivity and higher profit margins.15LOLA’SSTORYAs a 15-year-old young man working at Perez Family Restaurant in Santa Rosa, California, David Ortega had  vast  aspirations  for  his  future  and  the  future of  his  family.  David  recalls  countlessly  seeing  the bakery  next  door  from  the  restaurant  in  which  he worked and dreaming that one day he would have a business of his own—a business that provided qual-ity  products,  produced  with  the  love  and  attention that the bakery he gazed upon provided. Along with having quality products, David wanted to offer the Latino consumer a taste of home by offering authen-tic Mexican bread and ready-to-eat food. In addition to authentic Mexican food, David paid tribute to his mother Dolores, by naming his dream business after her—from a  cost-effective play on her name,16 Lola’s Market was born.On February 8, 1992, with his mother Dolores and  father  at  his  side,  David  achieved  his  dream. With  the  smell  of  fresh  Pan  Dulce17  in  the  air,  the first Lola’s opened on Dutton Avenue in Santa Rosa. It stood at about 1,000 square Feet, filled with the promise of growing tradition and quality goods and services. Today, Lola’s Market has expanded to five stores; each Lola’s store still has its famous fresh bak-ery and restaurant, as well as a produce department and deli section. Lola’s Market has two locations in Santa Rosa—one in Napa, one in Healdsburg—and its newest location in Petaluma, which opened in 2013. Lola’s  believes  they  can  “compete  with  anybody”18 and with the quality of goods and services they pro-vide, they do have the potential to outgrow and stand ahead of their local competitors. David believes that Lola’s is known for its service, quality meats and pro-duce and the comfort that the markets provide for its Spanish-speaking customers: “Hispanics like to com-municate in their own language, that’s probably why they shop here. Lola’s  Market  is  operated  with  David  Ortega as President; General Manager, Mario Lozano; and Controller,  Carlos  Salvatierra  directly  under  him. His  General  Manager,  Mario  Lozano,  oversaw  the chain’s  POS  Supervisor,  Safety  Coordinator,    and HR Coordinator, as well as all managers at the five store locations. Mario is the eyes and ears of Lola’s on  the  employee  level—he  is  key  to  helping  David understand what the needs are from the employee– management perspective, as well as consumer needs. In  doing  so,  Mario  was  able  to  provide  the  most insight as to what worked within the store structure and  what  ultimately  drove  same-store  sales.  When David  first  opened  Lola’s  his  marketing  tactics included creating promotional flyers that he would place  on  windshields  in  local  church  parking  lots on Sunday mornings. This worked for him initially as  it  did  bring  in  new  Hispanic  customers  looking to enjoying traditional Mexican food after a Sunday service, or buy fresh produce and tortillas20 to cook Sunday dinner for their family.In  2016,  24  years  after  its  first  doors  opened in  Santa  Rosa,  Lola’s  was  performing  overall  at  a  30  percent  gross  margin,  which  was  a  0.7  percent  increase  from  the  previous  year.  Even  with  the improvement in performance, Lola’s was still expe-riencing a decrease in profitability of (0.8 percent). Lola’s decrease in cost of goods sold from 71 percent in 2015 to 70 percent in 2016 demonstrated that Lola’s had  the  potential  to  boost  its  profitability  for  the coming year if it continued to trend with a decrease in its cost of goods sold ratio—as a decrease in this ratio identifies improvements in Lola’s cost controls. The implementation of new technology and possibly new  marketing  methods  that  had  the  potential  to boost Lola’s customer base might also decrease this ratio  and  result  in  an  increase  in  gross  profit  (see Exhibit 2). Along with tactics toward technological improvement, David believes Lola’s commitment to freshness and tradition will continue to boost sales create high levels of customer satisfaction. “People know our commitment to freshness is the key. The secret to stay true to your roots and serve everything fresh.”21 ALTERNATIVES FOR LOLA’SDavid Ortega is a man rooted in tradition and quality, but he is also a creative business man who has plans to remodel Lola’s Dutton Ave location in Santa Rosa. This remodel is intended to fit consumer needs as it  will  offer  a  buffet  style,  self-serve  setting  similar to what is seen at large competitors such as Whole Foods.  With  this  remodel,  Lola’s  will  have  freshly prepared, authentic Mexican food with a breakfast, lunch and dinner menu. Customers can serve them-selves  and  will  be  charged  based  on  the  weight  of their  meal.  David  understands  the  need  to  capture the  interest  of  the  younger  market  base  and  on  a global level the millennial consumer is seeking a fast meal that does not sacrifice health.22 Implementing this self-serve option will offer the young Latino con-sumer the access to authentic meals that are healthy and require little-to-no excess effort on their part. The millennial consumer is already shopping within the specialty food store industry that Lola’s is a part of, accounting for about 37.3 percent of this market (see Exhibit 3) so to differentiate itself with its competi-tors Lola’s can align remodeling with a repositioning effort to be an engaging brand on social networks. Globally millennials are considered to be the “first digital natives”23 and as a consumer they offer the potential of a long-term customer.A company’s strategy rests on its unique activi-ties,24  and  David  Ortega’s  plans  for  remodel  are distinguished from his competitors by their  offering—traditional,  nostalgic,  homemade  food.  What  will further  distinguish  this  strategy  are  the  marketing activities taken to promote the new changes in the store.  Also,  David  is  hoping  that  the  remodels  at Lola’s will set them apart from other Hispanic mar-kets; so that everything is not so jam packed. David sees too many of his competitors put too much out on the floor and it is not shoppable. He understands one  of  the  key  metrics  of  the  industry  is  dollars earned per square foot, and agrees it is better to have a  smaller  space  and  bringing  in  more  money  (the Trader Joe’s model) than to have a large store bring-ing in less money per square foot.Millennials are interested in specialty food stores as  they  have  an  adequate  source  of  living  and  are likely to use a significant share of their income for discretionary  spending.25  Millennials  keep  up  with current health and diet trends; in order to retain this demographic,  Lola’s  must  show  the  consumer  that despite  the  stigma  that  authentic  Mexican  food  is inherently unhealthy, Lola’s offers healthy options—even options for the vegetarian consumer. As leaders, David Ortega and his management team must ensure that  all  the  changes  and  efforts  toward  rebranding are  met  with  support  and  understanding  by  Lola’s employees  at  all  levels.  When  Lola’s  does  launch their new remodeling at their Dutton Ave. location, employees must understand and adhere to the new store dynamic. All new roles and responsibilities that may be placed upon employees needs to be addressed clearly and implemented with proper training.To  tighten  its  fit  and  truly  target  the  millen-nial  Latino  consumer  there  are  some  additional resources  Lola’s  may  need.  Though  there  are employees at Lola’s who are part of the millennial generation, but none of them currently possess the experience  in  social  media  marketing.  No  one  on the  Lola’s  team  has  a  background  in  this  type  of promotional marketing tactic, as the most current marketing  methods  include  monthly  radio  sound bites  and  weekly  flyers  distributed  to  neighbor-hoods near all five store locations. To be strategic in its industry Lola’s must take advantage of the new industry  change  and  utilize  that  to  their   benefit—social media allows for direct access to customers and  direct  access  to  customer  feedback  through applications such as Yelp. Instead of taking on the cost of hiring someone as a social media marketing specialist, Lola’s can create a position for a college intern who would handle social media marketing in exchange for school credit. This type of relationship would give Lola’s access to someone with insights to the platform and accountability for the work he or she is producing. As another alternative, David can implement HootSuite into his stores and train store managers on running this software. HootSuite is  a  free,  easy-to-use  software  that  allows  content management across all social media platforms and using  this  type  of  software  will  create  a  congru-ency and consistency amongst Lola’s social media pages. Consistency amongst the platforms is key as all the content being pushed must be in alignment with  Lola’s  mission  statement  and  company  cul-ture. Overall, utilizing social media can potentially eliminate  the  number  of  flyers  distributed  weekly and  some  excessive  marketing  costs,  while  allow-ing Lola’s to give its customers real-time updates on their new services, products, and promotions.FUTUREDIRECTIONSThe focus on the millennial consumer is exciting as it will bring in a new market; but Lola’s must not forget about its original consumer and employees who are part of the earlier generations. Companywide Lola’s must ensure that the implementation of social media coincides with Lola’s value on quality, customer ser-vice,  and  authentic  Mexican  food.  Only  then  will they  distinguish  themselves  from  every  other  com-pany  marketing  themselves  on  these  platforms.  By implementing social media into their brand dynamic, Lola’s is taking a global risk seen among many busi-ness  situations—  the  potential  loss  of  integrity  a brand  can  face  when  delving  into  those  platforms. The Internet creates an unknown place where users have the option to freely voice their opinions, both good and bad, behind an anonymous mask. If Lola’s is going to place itself in a position to be promoted for the better, it also needs to be prepared to expose itself to the potential of critique and feedback from its customers. If Lola’s actively chooses to listen to the  constructive  criticism  and  reviews  that  its  con-sumers offer, it can positively manipulate the nega-tive side effects and utilize that data to its benefit—as they  are  receiving  up-to-date  consumer  feedback  at no financial cost. Lola’s must focus on keeping its integrity  in  light  of  new  changes  and  challenges  it may face with its coming business efforts.
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3) Reading for question 3 
AlieExpress: Can it Mount a Global Challenge to Amazon
Amazon  had  just  completed  another  great year  of  growth,  which  included  the  decision to  purchase  Whole  Foods.  There  was  great excitement in the company, as the top leadership and throughout the company celebrated a job extremely well done. All the business magazines and newspa-pers touted Amazon as “the best company ever” and how Amazon dominated the online segment by hav-ing a 40 percent market share in a highly fragmented industry.The  following  week  the  celebration  continued when  the  strategic  management  committee  met  to consider their next acquisitions. A new member of the  team,  Megan  Turner,  who  recently  graduated from college and had worked for Amazon as an intern in  their  innovation  area,  asked  a  question  about  a new  entrant  in  the  online  space  called  Aliexpress. All the focus in the room turned to the newest team member  with  a  look  that  suggested,  “Why  are  you talking about a company that is a gnat compared to Amazon?”The new hire then found herself charged with the task of looking at Aliexpress to see if it really posed a competitive threat in the years ahead. When the meeting broke up, Megan found herself alone while the rest of the team continued to celebrate the best year ever—because the stock price once again hit a new high. Everyone on the  team  participated  in  the  Employee  Stock  Option Plan, which historically had provided employees a very decent rate of return on their share purchases. AMAZON’S COMPANY BACKGROUNDIn July 1994, Jeff Bezos founded the pioneer of elec-tronic  commerce  and  the  biggest  online  merchan-diser in the United States, Amazon, based in Seattle, Washington, as an online bookshop business. According to the early Amazon logo, being the “Earth’s biggest bookstore” was their goal. From 1997 to 2001, Amazon had a successful transition from being an online book-store to being the largest Internet retailer in the world (by  2001),  and  the  largest  Internet  retailer  of  tech products today. Amazon has positioned itself as the world’s  most  customer-centric  company,  which  has become the company culture and goal for their long-term development.From  the  time  Amazon’s  logo  was  created—which began with the letter A and ended with the let-ter S and a smile—Amazon’s purpose “we’re happy to deliver anything, anywhere,” reflected the company’s strategic intent to offer consumers everything from A to Z in its online store. In order to achieve the goal, Amazon had launched an ongoing strategic initiative to  expand  its  product  line-up  and  offer  an  always-increasing range of merchandise to consumers.The strategy of retailing everything from A to Z initially resulted in huge annual losses for Amazon because  of  the  ongoing  need  to  build  and  operate the  ever-bigger  infrastructure  the  company  needed to  execute  its  strategy.  The  company  expanded  its geographic scope by rapidly increasing the number of  warehouse  and  order  fulfillment  locations  and adding  more  products  and  services  to  its  menu  of offerings. Early on, Amazon began expanding its geo-graphic by entering new country markets, such as the United  Kingdom  and  Germany.  By  2018,  Amazon was selling and delivering products and services to consumers all around the world—it was a truly global company.ALIBABA’SCOMPANYBACKGROUNDJack  Ma  was  an  English  teacher  in  China  who founded “Alibaba Group” with a team of 18 people based  in  Hangzhou,  China  in  his  apartment.  It started in 1995 and failed because it was too early to introduce Internet e-commerce to both Chinese consumers and the Chinese government. In 1999, Ma  tried  to  build  a  digital  yellow  page  service  to introduce China to the world in trade, but it also failed  because  he  could  not  obtain  support  from his potential customers. Nonetheless, Jack Ma did not  give  up  because  he  believed  the  Internet  was going to play a big role in economic exchange in the future, although it was not yet accepted in China. In the same year, 1999, he launched the company he  named  Alibaba,  which  received  an  investment from Goldman Sachs for $5 million, and Softbank for $20 million.In  2003,  Alibaba  launched  Taobao,  which  has Business to Business (B2B), Business to Consumer (B2C),  and  Consumer  to  Consumer  (C2C)  sales models via web portals. By starting a business compe-tition with eBay, Taobao improved the company’s vis-ibility in the international media. As a result, Taobao successfully replaced eBay in China’s Internet mar-ket, and finally made eBay withdraw from China.Taobao  offered  services  to  businesses  and  con-sumers to trade on the online store without any fees for three years, which attracted more people to choose Taobao’s  platform  for  transactions.  The  next  move was to go global with Aliexpress and further grow the market value of Alibaba. ALIEXPRESS’SSTRATEGYThe  goal  of  Aliexpress  was  to  make  it  easy  to  do business  anywhere.  Alibaba  started  with  helping middle  and  small-sized  enterprises.  To  help  these enterprises survive, grow and develop, Alibaba soon learned that their main issue was the lack of funds to  develop  sales  channels.  To  address  this  issue, Alibaba  started  to  focus  on  B2B  and  laid  a  solid foundation for this business model. Alibaba became the middleman to provide a platform for sellers and buyers  to  build  connections  to  generate  business activities. It empowered merchants to do the busi-ness by themselves. Taobao  offered  plenty  of  unknown  products directly from small manufacturers. Tmall, however, had more well-known brands, usually sold directly by the brand. These two retail sites generated more opportu-nities for middle and small-sized merchants. Aliexpress is  the  international  version  of  Taobao.  Aliexpress launched in 2010 targeting international consumers in the United States as well as Australia and Russia.By  utilizing  the  market  environment  and resources,  Alibaba  expanded  business  services  to new areas: C2C, software, search engine, auctioning, money transfer, advertising, and logistics. These areas in  general  covered  different  kinds  of  e-commerce services, which meant that Alibaba provided better and more comprehensive support for enterprises. In the  beginning,  Alibaba  offered  free  membership  to gather more merchants to this platform. Today, com-missions and fees have become an essential source of income. The more merchants and consumers who participate  in  this  platform,  the  more  transactions can be made. Alibaba is a platform and does not own any  products.  Merchants  can  sell  products  directly to consumers through Alibaba’s website. In general, Alibaba does not participate in sale processing, but provides a platform and services for merchants and consumers to make transactions.In  2018,  there  were  thousands  of  well-known brand name products and an even greater number of unknown brands on Alibaba and Aliexpress, with an incredible selection and low prices for the same prod-ucts  compared  to  brick-and-mortar  businesses  and the  limited  number  of  online  retail  sites  in  China. Both  Taobao  and  Aliexpress  apps  and  websites were well developed in 2018, and the search engines directed consumers efficiently to the products they were  shopping  for.  In  addition,  Alibaba  developed Alipay, an eWallet service that enabled shoppers to easily  pay  for  their  purchases.  In  2018,  there  were over  110  countries  that  used  Alipay  as  a  payment option. It was popular throughout a big portion of China and Southeast Asia because of its simplicity, convenience, and safety.Before a consumer made a purchase they chatted directly with sellers to know the products better and have  a  quick  response  for  after-sales  services.  There are  a  few  merchants  who  still  charged  for  shipping, but the majority of the products listed on Alibaba were free shipping, even for a small purchase or single item. Aliexpress,  as  the  international  market,  continued Alibaba’s features and provided free shipping around the  world,  but  it  took  longer  to  get  the  products. Consumers were able to track their delivery status.As shown in Exhibit 2, Aliexpress had 5.87 mil-lion app downloads and was the second leading shop-ping app in the Google Play Store worldwide in April 2018. Amazon was fifth with 3.08 million downloads. Aliexpress, as a global retail marketplace, had approx-imately 60 million annual active buyers in the world in  12 months ending March 31, 2017.ALIEXPRESSINRUSSIAWith the facilitating conditions of distance, culture, and good terms of trading between China and Russia, Aliexpress targeted Russia as a good market to start expanding  their  business  internationally.  By  the end of 2014, Aliexpress was the number one online retailer  in  Russia  selling  essentially  Chinese  prod-ucts,  and  enjoying  huge  popularity  among  Russian online consumers who appreciated its low prices and large assortment. The inclusion of additional offers from  Russian  companies  helped  Aliexpress  close gaps in its product range such as heavy home appli-ances that are difficult to deliver from China. Given the  close  proximity  between  Russia  and  China, Aliexpress  announced  a  domestic  one-day  delivery service. At the beginning, the one-day delivery was only  for  smartphones,  notebooks,  and  other  elec-tronic products in 20 cities. For other cities, deliver-ing these products took three days.It is essential that consumers have privacy, secu-rity, and trust when they are making purchases on websites. Based on this premise, factors that affected consumers’  buying  motives  included  customer  ser-vice,  convenience,  price,  shipping  cost,  speed  of delivery,  quality,  wide  range  of  selection,  etc.  Both Amazon and Aliexpress had a huge range of product options and their websites were easy to navigate.SINGLESDAYSingles Day is a made-up holiday, designed by college students  in  China  to  celebrate  being  single  (11/11, a group of ones, like a group of singles). Later, this term  spread  and  became  popular  on  social  media. Today, Singles Day is better known as the grand shop-ping carnival on November 11 in China. This popu-lar 24-hour shopping event was launched in 2009 and has had an impressive growth in one-day sales every year from $10 million in 2009 to $25.3 billion in 2017 (see Exhibit 3). As a comparison, in 2017, Amazon’s Prime Day in July—the biggest sales day for Amazon— generated  an  estimated  $1  billion  sales  revenue  in 30  hours;  Alibaba  achieved  these  sales  in  just  two minutes. AMAZON’SSTRATEGYDiffering  from  Alibaba,  Amazon  adopted  a  self-employed  approach  and  participated  in  every  step of the sale. The most well-known Amazon business model was Fulfillment by Amazon (FBA). Most of the buying and selling process was through Amazon, which  utilized  their  big  networking  and  fulfillment centers to quickly pick, pack, ship, and provide cus-tomer service. Amazon owned its own products, and also  allowed  third-party  sellers  by  collecting  sales commissions. Affiliated merchants either sold prod-ucts by themselves, or they chose to use Amazon’s ful-fillment services. Amazon provided warehouses, and merchants prepared the products. The FBA method attracted merchants in different countries, decreased costs, and provided good delivery services. However, it was not a good option for Alibaba. As the middle-man, Alibaba empowered merchants to process sales by themselves. This was a very different orientation compared to Amazon. The number of merchants on Alibaba  was  huge,  with  most  of  them  from  China. Since there was no guidance for the majority of these merchants to expand businesses out of the country, it was difficult for Alibaba to move forward to the global marketplace as a whole. To maintain good fulfillment centers and warehouses globally, Amazon spent mas-sively to support them which resulted in lower profits.Amazon had a customer service number where you could talk to a representative, or leave a message, but you might wait as long as two days for a response. Compared to Amazon, Aliexpress offered a chat line, which allowed consumers to ask the seller any ques-tions they may have before they actually purchased the products. This made the communication between retailers and consumers easier.With  low  prices  and  wide  selections,  Amazon dominated  the  U.S.  online  shopping  market.  With Amazon  Prime,  members  got  free  two-day  delivery (one-day,  same-day,  and  two-hour  in  some  areas), streaming music, video, and readings from Amazon for  a  $119  annual  membership  fee.  More  than 100  million  people  were  Amazon  Prime  members globally, and nearly half of U.S. households paid for Amazon  Prime  membership.  Even  without  Prime, consumers  could  still  have  free  shipping  for  a  pur-chase  of  $25.  Since  the  majority  of  products  were fulfilled  by  Amazon,  Amazon  was  always  reliable. Customer Service took less time to satisfy customers, and items shipped from Amazon could be returned within 30 days of receipt in most cases. In addition, Amazon’s  website  and  app  were  easy-to-use,  which provided a fluent shopping process.For  Amazon,  its  quick,  high-efficiency,  on-time delivery and price were their main strategic focuses. Amazon Prime offered an option for those consumers who needed speedy shipping to pay for this service, with a promised two-day delivery or less. Aliexpress had the same low-price strategy as Amazon, but it was less expensive than Amazon and there was no sales tax. At the same time, Aliexpress offered free shipping for  everything,  even  for  consumers  who  purchased only one-dollar items. However, the shipping time was much longer than Amazon, typically 15 to 40 days.Some would say that there were sellers of coun-terfeit merchandise on Aliexpress and the customer service experience for returns and refunds was not satisfactory. Some merchandise going to rural areas was  stolen  or  misplaced  in  transit,  which  affected efforts of Aliexpress to make inroads in other coun-tries such as India.RETAILONLINEMARKETThe retail market had shifted rapidly from brick and mortar to online because of price, convenience, and somewhat easy return capability.Walmart  entered  the  online  market  with  the acquisition of Jet, and other retail operators moved rapidly into their own online markets or contracted with  Amazon  to  provide  the  mechanism  to  handle their fulfillment. Shopping malls became less popu-lar as online shopping grew. Google announced they, too, were entering the competitive arena in a big way.Substitutes for online segments such as grocery, clothing,  automobiles,  etc.,  were  still  attracting  the customer who wanted to have the hold and feel abil-ity.  However,  the  online  segment  made  it  easier  to shop for groceries with the use of Amazon’s Echo smart  speaker.  With  the  growth  of  smart  devices such  as  the  Smart  Speaker  and  Smart  Device,  the purchase  decision  for  online  got  easier.  With  both face and voice recognition, the buying decision was as simple as saying, “Alexa, buy my favorite coffee.”Both  Alibaba  and  Amazon  built  their  own mobile  apps  to  allow  consumers  to  complete  purchasing. Alibaba started using new biometrics to  handle  purchase  confirmations,  such  as  “Smile  to  pay,”  which  used  facial  recognition  technology to  confirm  the  online  purchase.  Gross  consumer spending  on  mobile  apps  in  2017  in  America  was $17.5 billion U.S. In 2022, consumers are projected to spend over $34 billion on mobile apps.While  technically  it  was  not  difficult  to  enter the  online  segment,  the  time  to  build  a  brand  and a system to take on an Amazon was formidable. An exception was Etsy that sold crafts and showed great growth until Amazon quickly countered by starting a new online operator named Handmade.Suppliers of goods to be sold were not in a good bargaining position because Amazon could control both price and quantity due to their strong bargain-ing  power.  Technology  suppliers  suffered  the  same with Amazon’s in-house technology group.Exhibit  4  provides  the  financial  comparison of  Amazon  and  Alibaba.  Alibaba  does  not  publish financials for its Aliexpress business unit.THEFUTUREOFTHEONLINEINDUSTRYAccording  to  recent  statistics  from  the  U.S. Department  of  Commerce,  total  e-commerce  sales for 2017 increased 16 percent from 2016. E-commerce sales increased to 8.9 percent of total sales in 2017, compared to 8.0 percent in 2016. The online indus-try has had good growth years. High-speed Internet technology development along with the “Internet of Everything”  rapidly  changed  the  buying  model  for the  consumer.  In  the  future  the  smart  refrigerator will be automatically purchasing groceries as needed.Compared  with  traditional  retail,  one  of  the advantages  of  electronic  commerce  based  on  the Internet is to obtain big data, which is used to ana-lyze  the  customer’s  purchasing  power,  purchasing behavior, and other relevant customer data. After  researching  the  growth  of  Amazon  and Alibaba  and  its  subsidiary  Aliexpress,  Megan  was ready  to  make  her  recommendations  with  sound justifications  on  what  strategic  position  Amazon should  make  to  counteract  Aliexpress’s  inroads  to the Amazon market

4) Reading for question 4
Ikea's International Marketing Strategy in China
In August 2017, Angela Zhu, country retail manager of IKEA China, said the IKEA Group planned to open  three  new  stores  in  China  in  the  financial year  2018–19,  enhancing  its  distribution  networks and e-commerce presence in the mainland. IKEA’s store  expansion  plans  followed  announcements  of its strong financial results in China. For the period September  1,  2016,  to  August  10,  2017,  IKEA China’s sales revenue increased by 14 percent on a year-on-year basis, amounting to ¥313.2 billion ($1.98 billion).4 Despite its growth in sales in China, IKEA continued  to  grapple  with  a  number  of  challenges while  doing  business  in  the  country.  For  instance, in  October  2017,  it  was  forced  to  pull  a  television ad from the airwaves in China and issue an apology after it attracted accusations of insensitivity toward single  women.  The  episode  left  industry  observers wondering  whether  the  company  had  been  able  to understand the Chinese culture at all.5IKEA, globally known for its low prices and inno-vatively designed furniture, was successful in project-ing itself as an aspirational Western brand in China. After learning from its initial failure in the country, IKEA  adopted  some  new  strategies  that  helped  it build  its  business  in  China.  Despite  concerns  over the country’s financial crisis and sluggish economy, China maintained the fastest growth momentum as a leading purchaser of IKEA products and the Swedish furniture  giant  projected  an  ambitious  plan  for  its business in the country by 2020.IKEA, however, faced criticism for its inability to tap the potential of the Chinese market through aggressive  business  plans  unlike  its  competitors. Though  IKEA  was  striving  to  make  its  products affordable to the average Chinese consumer through its prices cuts, some customers still preferred small commodities  wholesalers,  where  prices  were  even lower than those of IKEA. Some industry observ-ers  were  of  the  view  that  the  Swedish  furnishing retailer  would  have  to  incorporate  basic  changes in its brand positioning to suit the local customers, instead of relying on price cuts alone.In June 2016, IKEA came under fire from the Chinese regulators for its clumsy handling of a prod-uct recall. Critics questioned the implementation of the company’s safety standards that differed across countries. Earlier, the “no food, no seat” policy6 of the  company  sparked  a  spirited  debate  in  China’s social media about the plight of older citizens who had little to do and nowhere to go. In July 2016, bow-ing  to  pressure  from  safety  advocates,  the  Swedish furnishing  retailer  recalled  more  than  1.7  million chests of drawers in China.7 IKEA continued to be embroiled in controversies in China in 2017 with its television ad before it was pulled by the company.IKEA  defended  its  slow  market  expansion strategy  in  China,  saying  that  its  intention  was  to first  establish  a  solid  customer  base  in  the  coun-try.  However,  as  of  early  2018,  analysts  wondered whether the Swedish furniture retailer would be able to grow its stores in China from 24 in the fiscal 2017 to 34 in 2020 as planned by the company. The onus was on Angela and the marketing team to make this happen by appealing to the Chinese customers and increasing IKEA’s customer base in the country.ABOUTIKEAFounded  in  1943  by  Ingvar  Kamprad,  the  IKEA Group was a Sweden-based home furnishing manu-facturer  and  retailer  owned  by  Stichting  INGKA Foundation8 and controlled by the Kamprad family. Guided by the vision to create a better everyday life for the many people,9 Kamprad applied his innovative idea to offer home furnishing products of good func-tion and design at affordable prices. But the company also  looked  beyond  home  furnishing.  IKEA  was  a value-driven company with a passion for life at home. The  furniture  giant  had  a  unique  organizational structure,  integrating  a  large  number  of  companies as  franchisees  operating  under  the  IKEA  trade-marks.  As  of  August  2017,  IKEA  stores  worldwide were  owned  by  11  franchisees,  of  which  the  IKEA Group was the biggest with 355 stores.10 IKEA found franchising the best way to expand its business based on the IKEA Concept, to keep the concept together and to maintain an entrepreneurial spirit. All IKEA stores  operated  under  franchise  agreements  with Inter IKEA Systems B.V.,11 the owner of the IKEA Concept,  including  the  IKEA  trademarks.  IKEA franchisees implemented the IKEA Concept by mar-keting and selling the IKEA product range.From  its  humble  beginnings  as  a  small  gen-eral retail store, IKEA had expanded its operations to  become  the  world’s  largest  furniture  retailer with 355 stores in 29 countries and employed over 149,000 employees by the end of fiscal year 2017.12 IKEA  pioneered  in  selling  flat-pack  design  and ready-to- assemble  furniture,  appliances,  and  home accessories  across  the  world.  A  typical  IKEA  store offered  approximately  9,500  products13  across  the IKEA  range  worldwide  that  were  Scandinavian  in style. Every year, the company renewed its range of products,  launching  approximately  2,500  new  prod-ucts designed by its in-house and contracted designers.Most of the IKEA stores included restaurants serv-ing traditional Swedish food. However, in some coun-tries, a few varieties of the local cuisine and beverages were  served  alongside  the  Swedish  staples.  Another important  feature  of  the  IKEA  stores  was  Småland (Swedish for Small Lands), where parents could drop off their children at a gate to the playground, and pick 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 avail of dis-counts on a special range of IKEA products.IKEA  grew  its  balance  sheet  size  from €41.88 billion ($49.18 billion) in 2011 to €52.94 billion ($62.17 billion) in 2017 (see Exhibit 1).14 In fiscal 2017, IKEA’s  total  retail  sales  grew  by  3.5  percent  in  euro and  3.8  percent  adjusted  for  currency  impact  com-pared to the previous year, amounting to €34.1 billion ($40.05  billion).15 During the period, IKEA welcomed 817 million customers to its stores and there were more than  2.1  billion  visits  to  IKEA.com.16  Together  with the rental income from the shopping center business (IKEA Centers), total revenue for IKEA in fiscal 2017 reached €36.3  billion ($42.63 billion), up 1.7 percent from the previous year (see Exhibit 2).In May 2017, IKEA named Jesper Brodin, head of IKEA of Sweden, as CEO after Peter Agnefjall, the then global CEO of IKEA, decided to step down. Expansion  in  Asia  and  the  IKEA  online  offering were to be Brodin’s focus area.GLOBALSTRATEGYATIKEAIKEA entered the global market with its standardized products strategy. It had its own global strategy of open-ing  stores  and  operating  in  new  markets  around  the world. The furnishing retailer worked to find an effec-tive combination of standardization, low cost, technol-ogy, and quality for its products in the market. However, its standardized product strategy also took into account culturally  sensitive  factors  emerging  out  of  divergent consumer tastes and preferences in different markets.Started with the business idea “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,”17  IKEA  maintained  quality  at  afford-able  prices  for  its  customers  through  optimizing  its entire value chain. The IKEA Concept guided the way in which the products were designed, transported, sold, and assembled. IKEA had the competitive advantage of extensive customer knowledge and its best practices to benefit from that knowledge enabled it to become one of the most beloved companies worldwide. Its spa-cious store environment provided a complete shopping destination for the consumers. IKEA’s unique business model and strong brand positioning enabled the com-pany to attain a strong position in the highly fragmented home furnishings market in the countries it operated in. As shown in Exhibit 3, IKEA ranked fifth in the world with a brand value of about $18.94 billion among the world’s leading 20 most valuable retail brands in 2017. Exhibit 4 shows that in February 2018 Brand Finance ranked IKEA eighth among retail’s most valuable brand with a brand value of $24 billion.18 Armed with its rich international experience, IKEA embarked on a major expansion drive into the Far East, including China, with the ambition of achieving a dominant market position in these emerging markets.FORAYINTOCHINAThe boom in the Chinese furniture market was driven by  growth  in  China’s  housing  market,  the  steadily developing economy, and research and development in  furniture  manufacture  and  design.  According  to the  Ken  Research  Private  Limited19  report  in  2016, China’s furniture market would grow at a considerable Compound Annual Growth Rate (CAGR) rate, reach-ing $86.6 billion by 2020.20 The furniture industry in China was known for its good quality and affordably priced furniture products, which were made leverag-ing on the low-cost skilled workforce. After decades of  development  in  the  furniture  industry,  China emerged as the world’s largest furniture producer as well  as  exporter.  Simultaneously,  the  strong  growth of  the  domestic  furniture  market  was  bolstered  by an increase in purchasing power among the Chinese customers. The national economic growth raised the living standard of a large section of the Chinese who were willing to pay more for household decorations. China’s rapid development over the years resulted in a growing middle class, especially in the urban areas. “As people’s lives are changing, their home furnishing focus is shifting from basic functions to looking for better things. So today there is a need for inspiration as to what bet-ter looks like,” quipped Licca Li, Communication & Interior Design Manager, IKEA Retail China.21Moreover, China had seen a huge rush in home-ownership  between  1999  and  200622  as  Chinese authorities  abolished  state-allocated  housing  and subsidized rentals. Since many apartments were typi-cally empty shells and sold semi-furnished, the mar-ket for home furnishing flourished in China.In August 2017, the retail trade revenue of fur-niture  in  China  amounted  to  about  ¥24.41  billion ($3.69 billion), showing a growth trend with a little fluctuation during the last six months of the period from August 2016 to August 2017 To cater to the growing demand in the Chinese furniture market, IKEA entered China in 1998, open-ing  its  first  store  in  Shanghai,  followed  by  one  in Beijing in 1999.23 Unlike its stores elsewhere in the world, IKEA continued to expand its Chinese stores cautiously by IKEA standards. After a slow start, it stepped up its expansion in China. In the fiscal 2017, IKEA was operating 24 stores in China and its stores attracted more than 90 million visitors, up 11  percent over  the  previous  year.24  IKEA  world-wide  sales increased in 26 out of 29 markets for the same period, with China remaining one of its fastest-growing mar-kets, together with Portugal and Poland.25 By the end of fiscal 2017, rental income for the shopping center business at IKEA grew by 10.8 percent compared to the previous year,26 with Centers China27 witnessing the  strongest  growth  supported  by  increased  visita-tion and tenant sales. At the same time, China was one of IKEA’s five largest retail markets in the world based on sales value (see Exhibit 6).IKEA’SINITIALFAILUREInitially, it was not all smooth going for IKEA in the Chinese furnishing market. Its conservative approach to market entry meant IKEA took at least five years to understand the Chinese customers before starting its first full-scale standard IKEA store in Shanghai in 2003,  replacing  the  original  outlet.28  Earlier,  IKEA applied  its  distinct  organizational  culture  and  retail business strategies in its Chinese stores, wherein the core  concept  of  company  showrooms,  flat-packed products, and do-it-yourself (DIY) assembly concepts remained  intact.  In  an  attempt  to  differentiate  itself in  the  Chinese  furnishing  market,  IKEA  offered  its customers a wide range of options to suit their pref-erences and living requirements. While Chinese cus-tomers gradually started appreciating the experience provided  by  IKEA,  the  company  soon  realized  that many shoppers just preferred to visit the stores rather than make any purchase. Though the number of visi-tors to IKEA’s China stores increased and sales grew by 50 percent between 2004 and 2005, with a turnover of approximately $120 million,29 the business failed to make a profit, making the stores loss-making units in the entire IKEA Group. The continuous losses warned IKEA that the challenges for the company in China were complicated and demanding.While  IKEA  succeeded  in  implementing  its strategy  worldwide,  the  furnishing  retailer  was  con-fronted  with  some  peculiar  problems  in  China.  Its initial implementation of global strategies including the pricing, product, promotion, and service strategy failed to fit the Chinese market due to the low pur-chasing power of the average Chinese consumers and their cultural paradigms. Criticizing IKEA’s furniture as “shaky” and of low quality, Fang Shan, a director with China Central Television (CCTV) International, said, “IKEA lingers between the low-end market and the middle-end market. Many [people] visit IKEA just for the purpose of observing the layout of its sample rooms and get some fresh ideas about home furnishing and decora-tion. However, few of us buy things there.” 30IKEA  in  China  faced  a  difficulty  in  setting prices  at  a  level  that  would  satisfy  both  customers and  the  company.  One  of  the  main  challenges  for the company was that its prices were higher than the average in China. Known globally for its affordable and stylish furniture, it faced price issues in China because Western products were seen as aspirational in Asian markets. Despite its popularity in the United States, IKEA failed to get immediate recognition as a famous brand in China. The company strategy of providing  “affordable”  furniture  created  confusion among Chinese consumers who perceived it a fairly exclusive,  Western  retailer.  The  consumers  viewed IKEA  as  innovative  and  not  traditional.  For  exam-ple, square tables instead of round tables and many of the colors used were a departure from tradition for the Chinese. IKEA had a tough time attracting Chinese customers, who felt that the Nordic brand was a luxury that was out of their reach. Moreover, Chinese customers were unwilling to spend more on furniture as they felt it to be secondary compared to the  more  visible  status  offered  by  Western  brands such as Haagen-Dazs ice cream and Starbucks coffee or brands of cars and watches.31Like in other markets, IKEA operated in China with its eco-friendly initiatives. But its early decision to charge for plastic bags, asking suppliers for green products, and increasing the use of renewable energy in its stores proved difficult to implement in China as the price-sensitive Chinese customers hesitated to pay extra to support the company’s eco-friendly measures. Further, a majority of suppliers in China lacked the necessary technologies to provide green products as per IKEA standards. Though the Chinese customers gradually accepted the environment-friendly concept and cost-cutting efforts of IKEA, many still disliked the fact that the company did not provide a free home delivery and installation service. The company faced difficulties in implementing its self-service and DIY culture in China because of the availability of cheap labor. Customers in China preferred IKEA’s assembly services more than customers in other countries.When IKEA entered China, it faced stiff competi-tion as there were more than 100,000 domestic fur-niture manufacturers in China.32 The product catalog of IKEA failed to work as a marketing tool in China because of its imitation by the local competitors who offered similar products at lower prices. Ulf Smedberg, marketing manager of IKEA China, remarked, “The more popular IKEA becomes, the more competition we have.  Of  course  healthy  competition  is  good—it  makes home furnishings more popular. But it’s bad that increas-ingly more companies copy our products.” 33IKEA also faced a challenge from government regulations such as heavy import taxes and bureau-cracy  during  the  early  stages  of  its  operations  in China as it lacked indigenous raw materials and pro-duction centers.TASTINGSUCCESSINCHINAAfter years of struggling, the Swedish furniture giant finally made a mark in the Chinese furniture market in  2011.  The  company  made  numerous  changes  in its strategies and took more than 12 years to become profitable  in  China.34  In  2011,  Mikael  Ohlssen,  the then CEO of IKEA, acknowledged that sales in China were growing faster than at the company as a whole.35 In 2011, a Forbes article noted: “In the last fifteen years, home ownership has gone from practically zero to about 70  percent.  However,  many  people  have  little  sense  of how to furnish or decorate a home. They are very eager to learn from the West. This is one of the reasons that IKEA is very popular in China. Their Western-style showrooms provide  model  bedrooms,  dining  rooms,  and  family rooms showing how to furnish them.” 36 The successful strategies  helped  the  retailer  to  increase  its  sales  by 17 percent in 2013,37 making China one of the com-pany’s fastest growing markets in the world. As shown in Exhibit 7, China continued maintaining the fastest growth  momentum  as  a  leading  purchaser  of  IKEA products for six consecutive years (2012 to 2017), fol-lowed by Poland, Italy, Sweden, and Lithuania.Target Market SegmentationThough  Chinese  customers  had  greater  exposure  to Western trends and lifestyle through globalization, the trend  was  not  necessarily  prevalent  across  all  demo-graphics within China. IKEA, therefore, made a mas-sive  change  in  its  strategy  of  targeting  different  age groups in the Chinese market. IKEA noticed that its high prices discouraged many price-sensitive consum-ers  in  China.  It  therefore  decided  to  shift  its  target  audience to urban professionals—people aged between 25 and 35 who got relatively higher salaries, were better educated, and had a better understanding of Western culture and design styles. This generation, born under China’s One Child Policy38 and informally known as “little emperors,”39 were characterized as being impul-sive  and  easily  influenced.  “IKEA  is  ready  to  provide state-of-the-art products for those who enjoy life. In Beijing, we define the middle class as drinking Starbucks coffee and buying IKEA furniture,” 40 said Chang Yang, human resources manager of IKEA China. This major strategy change helped IKEA to project itself as an aspirational Western brand and increase its customer base. Female customers formed IKEA’s main target group and they comprised  65  percent  of  all  customers  in  China.41 According to IKEA, women stood for change in China and  were  interested  in  home  furnishing  and  actu-ally  made  purchasing  decisions.  However,  to  attract the young low to middle income family groups in the Chinese market, IKEA tried to keep its costs between manufacturers and customers down.Brand PositioningIKEA  was  credited  with  creating  and  maintaining its quality and brand image in the Chinese market. According to The New York Times, Chinese consum-ers preferred to go out of their way and spend extra to purchase IKEA products, considering their superior-ity to Chinese brands. Though IKEA’s global model was  more  or  less  replicated  in  China,  there  were certain nuances in its China model that made it dif-ferent from the West. IKEA focused on its brand mes-sages to create this positioning in the people’s minds. According  to  Charles  Sampson,  CEO  of  Saatchi  & Saatchi42 China, “Many Chinese consumers follow an ‘all or nothing’ approach to interior design. If they want to redesign their living room they will either completely redo everything or do nothing. IKEA wanted to convey that change can be easy, and that it is okay to make small changes, step-by-step.” 43ADAPTINGTOCULTURE ANDMARKETIKEA  learned  that  doing  business  in  an  emerging market like China was a different ball game and it adapted itself to suit the Chinese culture. It strove to customize its offerings keeping in mind the Chinese culture, tradition, and customer preferences. It pre-sented  a  strong  brand  image  in  China  by  adapting the name “Yi Jia” to suit the Chinese language which meant “comfortable homes, home furniture.”44 While IKEA’s Chinese stores replicated the blue and yellow Swedish  flag  color  scheme,  the  company  attracted Chinese customers by adding Chinese features like the  color  red,  which  was  popular  in  the  country, in its products. The Swedish furniture retailer took advantage  of  the  Chinese  cultural  appreciation  for the shopping experience over their actual purchase of goods. According to Ad Age,45 “Ikea China is an experience, not just a place to shop, and that’s some-thing consumers are looking for.”46While IKEA offered basically the same products in its Chinese stores as in any of its global stores, the interior design of its stores in China was different. IKEA positioned itself in China as a company with a  unique  competence  in  the  context  of  interior design. It redesigned the layout of the store, home solutions  offered,  and  presentation  of  products  in keeping with the needs of customers who preferred small (adapted to their comparatively smaller apart-ment) and user-friendly furniture. “In order for IKEA to lead with home furnishing, we need to stay tuned to the changes in people’s life. This is our inspiration for creating new solutions, which will support our custom-ers to realize their needs and dreams,” 47 said Licca Li. The company focused on its basic message of assist-ing customers with interior design instead of selling individual products at low prices.IKEA  included  many  models  and  resources  in its stores to guide customers in furnishing and deco-rating their homes. Store layouts in China reflected the typical sizes of Chinese apartments. Room set-ting in the stores seemed relevant to the Chinese way of living with sizes of rooms and kitchens that were realistic by China standards. IKEA’s Shanghai stores rearranged their room settings several times a year due to frequent visits to these stores by customers. The  IKEA  stores  in  China  looked  like  showrooms that  included  model  bedrooms,  dining  rooms,  and family rooms to demonstrate how to furnish them.Since many Chinese people lived in small apart-ments  with  balconies  and  the  customers  required functional,  modular  furniture  solutions  for  their homes, IKEA added model sets and special balcony sections in its Chinese stores. It provided smart solu-tions  for  optimal  use  of  balcony  space  and  storage to make their lives easier. Speaking on the furniture requirement of Chinese consumers, Angela said, “For example in China we have many balconies, so we offer more balcony furniture. And in China every house has a hallway leading to the living room, so we also have more solutions for hallways.” 48 The Chinese were inclined to spend most on their living rooms, the heart of the home where many of them entertained their guests. The company realized the importance of living rooms for  the  Chinese  and  offered  more  living  room  fur-niture  and  decorations  at  its  stores.  The  emerging demand for IKEA’s bedroom furnishing solutions in Shanghai helped the company to target its products from being the least popular purchases to high vol-ume sales. But the kitchen was usually small and con-sidered secondary in Chinese home furnishing.IKEA had to make a considerable effort to adapt its  products  to  the  local  tastes  and  demands.  For instance, its products included those that reflected the cultural and traditional essence of the Chinese like chopsticks, woks with lids and a cleaver, a special set  of  tea  cups,  and  small  beds.  But,  subsequently, the company switched to selling standard-sized beds (200cm) from its earlier China beds (190cm), which were shorter in size.49 According to Smedberg, “In terms  of  housing,  the  average  square  meters  per  per-son in China has been increasing considerably. Until recently, apartments averaged 40 m2; now Beijing and Shanghai apartments average 80 m2. This means sev-eral  things:  Chinese  residents  need  more  furnishings and, because consumers are buying more gadgets, they need  more  storage  containers  and  facilities.  It  also means  IKEA  needs  to  keep  its  home-life  study  up-to-date because change happens so fast.” 50 In contrast to IKEA stores in Europe, which were located relatively far out in the suburbs, IKEA established its Chinese outlets on the outskirt of the city, connected by pub-lic  transportation  lines  because  only  20  percent  of visitors  in  Shanghai  had  cars.51  It  maintained  taxi lanes and offered home delivery as well as assembly services  for  its  customers  at  a  nominal  fee  (home delivery short haul for ¥50 ($7.56) and assembly one piece ¥40 ($6.05).52IKEA  redesigned  its  organizational  structure and  competencies  in  China  to  fit  in  with  strategic partners  within  its  networks.  The  company  decen-tralized  most  of  its  functions  including  HR  and stores  management  in  China.  It  preferred  a  differ-ent  investment  method  of  operating  its  business with joint ventures and strategic alliances due to the country  specific  environment.  It  entered  Chinese cities  such  as  Shanghai  and  Beijing  through  joint ventures.  IKEA  believed  that  a  joint  venture  could replace its franchise concept and help in increasing cultural sensitivity and operational controls through the establishment of strategic partnerships. The later expansion was through wholly-owned subsidiaries.MULTICHANNELRETAILINGIn addition to strengthening its presence in tier-1 cit-ies,53  IKEA  expanded  into  tier-2  cities  in  China  to get  a  balanced  portfolio.  The  company  focused  on “the many people”54 in the country’s growing urban population.  Looking  into  the  demand  of  the  grow-ing  middle  class  for  living  space  in  Chinese  mega-cities, IKEA redesigned its plans to serve their living room requirements with smart solutions. In August 2016, IKEA forayed into the e-commerce business in China, its first online sales attempt in the Asia-Pacific region, as part of its multichannel retailing strategy. The e-commerce business aimed to help the company in  addressing  the  oversaturation  problem  of  IKEA stores located in tier-1 and tier-2 cities. IKEA believed that  e-commerce  would  be  its  tool  to  reach  more Chinese customers from smaller cities. According to Lu Zhenwang, an Internet expert and chief executive of  Wanqing  Consultancy  in  Shanghai,  “There  aren’t any  IKEA  physical  stores  in  third-  and  fourth-tier  cit-ies though the demand is emerging, so it’s essential for IKEA to launch e-commerce services and to serve those places easily in the future. It would be convenient to set up  some  pickup  and  order  points  in  smaller   cities.” 55 According  to  Angela,  the  e-commerce  services  of IKEA  improved  interactions  with  consumers  and helped the company to better understand their con-sumption patterns.In  March  2017,  IKEA  opened  its  first  pickup and  order  outlet  in  Beijing.  These  outlets  (3,000 square meters) were much smaller than the typical stores which were 30,000 to 40,000 square meters in size. “Chinese customers are very fond of shopping in a shopping center, with quick and easy access to get in and get out. . . . Buying is no longer the sole purpose when visiting a shopping center. Consumption can be spontaneous,” said Angela.56PRICINGSTRATEGYThe  key  strategy  for  IKEA  was  delivering  Swedish quality at prices the Chinese could afford. The fact that product prices were a major concern for Chinese customers forced IKEA to reconsider its market ori-entation  to  solve  this  price  problem.  According  to Angela,  “When  we  came  to  market,  we  realised  that our prices had been too expensive. It took years for us to  continuously  reduce  our  retail  prices,  to  really  let many people afford them.” 57 The company observed that China was not ready to implement environment-friendly  practices,  which  involved  higher  prices. IKEA,  therefore,  skipped  its  emphasis  on  being green or creating stylish furniture in China to stick to low prices and remain in business. As an adjustment to the local market conditions, IKEA started selling only middle-range price products. During the early period of its products being duplicated by local com-petitors, IKEA insisted on not spending time, money, and energy on hunting for the copycats, preferring to focus instead on implementing its criteria of good design, functionality, and low prices in China.To make prices more affordable for the consum-ers, IKEA adjusted its pricing strategy in China at different  periods.  According  to  Tom  Doctoroff,  an expert on Chinese consumer psychology and author of  “What  Chinese  Want’,  the  recent  spike  in  Ikea’s popularity is mostly due to a dramatic change in pric-ing strategy.” 58 Since 2000, IKEA had been lowering its prices in China by more than 60 percent59 and encouraging people to try out its products and make themselves at home. In 2002, IKEA’s overall prices in  China  decreased  by  12  percent,  as  a  result  of which a sofa priced at ¥2,999 ($453.29) in 1999 was sold for ¥995 ($150.39) in 2003.60 After prices were lowered by about 10 percent, sales in IKEA’s Chinese stores  increased  35  percent  in  2003  and  grew  50 percent in the first three months of 2004 alone.61 In 2006, the home furnishing retailer launched a new strategy called “The Lowest Price in Beijing,”62 that offered the lowest price for more than 120 kinds of goods in China. According to the strategy, the price for IKEA products was about 20 percent lower than those  prevailing  in  other  home  furnishing  stores. IKEA’s  luxury,  fashionable  design,  and  reliability made Chinese consumers feel that the product was worth the price they paid. Even by increasingly stock-ing Chinese stores with China-made products, IKEA slashed the prices of some items as low as 70 percent below the prices in IKEA stores outside China.63 In 2009, IKEA China lowered the prices of more than 500  products  by  20  to  30  percent.64  According  to Linda Xu, Public Relation Manager of IKEA China, “IKEA is striving to make its goods affordable to the average Chinese people and change people’s perception that IKEA is white-collar privilege.” 65IKEA planned to reduce prices further in China, supported  by  mass  production  and  by  cutting  sup-ply chain costs. The firm located its first production center at Nantong, a city near the Yangtze River that had numerous resources, and near Shanghai, where IKEA had its biggest warehouse. It tied up with local suppliers for the collection of raw materials and man-ufactured  around  80  percent  of  the  goods  domes-tically,66  with  the  result  that  it  was  able  to  avoid high import taxes and shipping costs. While China contributed about 30 percent of IKEA’s global col-lection, about 65 percent of the volume sales in the country came from local sourcing.67 Localization of production and distribution allowed IKEA to reduce logistic costs and lower its prices in China by an aver-age of 50 percent across the stores between 2000 and 2012.68  Domestic  production  helped  the  company to promote and sell what it had in the store rather than promoting products that were advertised in the catalog. The company also saved on repair costs by inspecting local quality closer to manufacturing.EDUCATINGCUSTOMERSIn China, IKEA provided knowledge about home fur-nishing  to  its  customers,  many  of  who  were  brand new to home ownership. This not only helped people to understand how IKEA products worked and could add value to their life, but also attracted them to its stores. The company showed its customers how much furniture and kitchen gadgetry could be fitted into a typically  small-sized  Chinese  apartment,  while  still making it appear spacious. Mette Hay, co-founder of HAY,69 told Dezeen,70 “I just heard that IKEA is doing these evenings where people can come and get educated in how to decorate or design your home.” 71To prepare the Chinese consumer for the IKEA store  experience,  the  furnishing  retailer  published catalogs and brochures, posted in-store instructions and design advice, and operated a detailed website. The  IKEA  catalog,  distributed  in  the  store  and  in some  of  the  primary  markets,  was  the  key  promo-tional tool for the company. However, in China, there was more of a reliance on small brochures because of their availability several times during the year. IKEA used Chinese social media and Sina Weibo to target the urban youth. IKEA Family, introduced in China in 2007, provided its members the latest offers and information about products. The company sponsored brief television shows where viewers were offered les-sons in home decorating. Themes in IKEA’s multi-media campaign were the same as everywhere in the world but with the Chinese twist (be different, break tradition). The company also took Chinese journal-ists to Sweden and Almhult where they were taught about IKEA and the roots of the company.SOCIALVENUETo  expand  its  business  in  China,  the  Swedish  fur-niture  giant  designed  its  shopping  malls  and  prod-ucts  as  social  venues.  Many  treated  IKEA  not  just a  home  furnishing  depot,  but  as  a  furniture-filled theme park where they could spend hours touching and feeling the products. According to a reporter of China Network Television (CNTV), “In China, going to IKEA means far more than just going shopping for  furniture. It’s an experience that often lasts all day.” 72 The overall shopping experience in China was slightly different  from  that  in  Europe  or  the  United  States since the Chinese consumers not only used the shop to purchase their necessities but also for entertain-ment. Doctoroff observed that “Chinese people tend to take a more recreational approach to consumption. Shopping  in  China  is  far  more  about  the  experience itself than it is in the West.” 73 In addition to finding good prices, Chinese customers wanted to feel com-fortable, understood, valued, and appreciated. Even more importantly, IKEA believed that shopping was an entertainment for its customers.At  the  beginning,  Chinese  consumers  visited IKEA  stores  to  socialize  in  a  pleasant  environment instead of shopping. IKEA opened extra furniture dis-play rooms in its stores, welcoming customers to nap on the furniture in a bid to get shoppers to stay longer in the store. The company believed that these people would  at  least  get  to  know  the  quality  of  their  pur-chase. According to Xu, “We welcome anyone to visit our stores—today’s visitor could very well be tomorrow’s cus-tomer.” 74 In 2015, a spokeswoman for IKEA China said the company encouraged Chinese customers to touch and try products. As a result, people napping comfort-ably and children playing with sample toys in the chil-dren’s section were common sights at the stores. The IKEA cafeterias in China became a popular destina-tion for elderly Chinese to hold matchmaking sessions over free coffee and spend time with one another.CHALLENGESDespite  its  long  presence  in  China,  the  furniture giant  faced  criticism  for  being  too  conservative  in developing the home products sector. IKEA opened new stores at a slower rate in China than other for-eign retailers such as Wal-Mart Stores, Inc.,75 which expanded rapidly throughout China. Though IKEA claimed that it attracted Chinese consumers on the price front, it was still not well recognized by Chinese consumers,  some  industry  observers  remarked. According  to  Cai  Xun,  a  white-collar  worker  from Shanghai, “I think the design and idea promoted in Ikea is good, but I can get similar products from a Chinese store or online at much cheaper prices. Why should I go to Ikea?” 76 Some analysts questioned whether IKEA could sustain its strategy of cutting prices in China as the company plunged into China’s secondary cities with lower incomes and higher demand for bargains.Analysts  observed  that  IKEA  faced  some  prob-lems in its efforts to create a customer-friendly shop-ping environment in its Chinese stores. Managers at the IKEA location in Shanghai complained that some elderly visitors went on group blind dates and settled themselves down in the cafeteria without ordering any-thing. Some people often made themselves at home on the sample beds and sofas, while some even fell asleep with  their  shoes  on,  they  said.  Customers  lamented that most IKEA stores were crowded with rude and loud people who cared little about public decency.In April 2015, a Beijing IKEA store introduced a new rule banning customers from sleeping on furni-ture display rooms and stretching out on sofas after pictures  of  people  sleeping  in  showroom  beds  in  a Beijing shop went viral. The ban followed complaints by the customers that they could not sample the fur-niture  as  people  were  sleeping  on  it.  The  Shanghai IKEA store too issued instructions to disallow non-paying visitors from trying out products after getting complaints from paying customers. “The situation has adversely affected the dining experience and security of most of our customers. It is having a negative implication for our canteen’s operation. From today, the restaurant will only be for people who purchase their food first,” 77 the store said in a notice posted at the entrance of the IKEA Shanghai Restaurant. To discourage senior citizens  from  occupying  canteen  seats  for  extended periods, IKEA imposed a strict “no food, no seating” rule.78  However,  despite  the  ban,  customers  contin-ued to snooze in the display rooms much to the ire of some customers, and IKEA staff members found it difficult to implement the no-nap policy.In  late  June  2016,  IKEA  stirred  up  a  big  con-troversy after announcing a massive recall in North America of its dressers, which had crushed six chil-dren to death but not including China. It was accused of  double  standards  and  of  discriminating  against Chinese customers. Finally, IKEA extended a recall of its 1.7 million MALM chests or dressers, manufac-tured from 1999 to 2016, in China following pressure from regulators.79 When the issue resurfaced again in 2017, IKEA again excluded China saying that it would not recall the product but customers in China could ask for a full refund.80In October 2017, IKEA apologized for a televi-sion commercial in China and pulled it from the air after  it  provoked  a  backlash  in  the  Chinese  social media  with  some  viewers  calling  it  ‘sexist.’81  The 30-second advertisement showed a mother scolding her daughter for not “bringing home a boyfriend”82 to  meet  her  parents.  Weibo  users  objected  to  the scene  in  the  advertisement,  saying  it  discriminated against  young  unmarried  women  in  China  and accused  IKEA  of  supporting  the  cultural  discrimi-nation  against  such  women  in  China.  Some  critics in China said the TV ad lacked the kind of cultural awareness for which IKEA was known and the deep research it relied on to adapt its Scandinavian prod-ucts to other cultures. However, IKEA said, “This TV ad tried to show how IKEA can help customers easily and affordably convert a typical living room into a place of celebration. The purpose was to encourage customers to celebrate moments in everyday life.” 83THEROADAHEADAngela had the big responsibility of setting the future growth direction for IKEA China. After graduating from Eastern China Normal University, she worked in  the  purchasing  department  of  Metro  shopping mall  in  China  for  two  years,  before  becoming  the first Chinese staff in IKEA Retail China in 1996. She went on to become the first Chinese store manager in 2005, and Country President in 2013.84Getting  it  right  in  emerging  markets  like  China was a key factor in IKEA’s plan of hitting $55 billion in  global  sales  by  2020.85  With  the  rapidly-growing Chinese  economy  in  which  more  people  were  join-ing the ranks of the middle class and the increasing Chinese middle class moving into bigger apartments, IKEA’s creative home furnishing ideas fascinated the younger generation and offered profound scope for the company  to  grow,  analysts  said.  Michael  Silverstein, a  senior  partner  at  Boston  Consulting  Group,86  in his projections, said China’s burgeoning middle class would  triple  their  spending  to  $6  trillion  by  2020.87 Forecasting  the  future  growth  possibilities  of  IKEA in China, Agnefjall said in 2015, “What we see is that many people in China appreciate the IKEA offer and we are making it more accessible to them through new stores. And the middle class will continue to grow, I’m pretty con-fident about that, so we have a positive view on China.” 88Notwithstanding China’s downgraded credit rat-ing by Moody’s Investor Service89 and S&P Global Ratings90 in 2017 over dangerous growth in debt and China’s preferential conditions for domestic firms, IKEA intended to expedite its pace of expansion in China to increase the number of stores in the coun-try  to  34  by  2020.91  Going  forward,  Angela  said IKEA  would  enhance  its  distribution  network  and was  likely  to  work  with  a  third  party  e-commerce platform to make its online services nationwide in the coming years. Analysts anticipated that as long as  IKEA  devised  the  right  strategy  to  penetrate China’s  rapidly-growing  e-commerce  market,  its future  would  be  bright.  But,  amid  growing  contro-versies and risks of the country’s financial turmoil, would IKEA be able to expand its customer base in China? Going forward, what are the implications for its marketing strategy?

5) Reading to answer question 5
TJX Companies: It's Strategy in Off Price Home Accessories and Apparel Retailing
[bookmark: _GoBack]In February 2018, TJX Companies, Inc., the world’s largest  off-price  home  accessories  and  apparel retailer, completed 42 years of operations with sev-eral enviable milestones: the company had edged up to number 85 on the Fortune 500, surpassed $35 billion in  sales,  and  opened  its  4,000th  store,  guided  by  a highly effective global strategy. Sales had grown over eight percent and comparable store sales increased 2 percent in fiscal year 2018. In the company’s 42-year history,  it  had  experienced  an  annual  decline  in comparable store sales in only one year. The strong earnings trend enabled TJX to increase its per share dividends for fiscal 2019 by 20 percent, which made 21 consecutive years of dividend increases.Ernie Herrman, the President and CEO of TJX, looked back at his first year in charge of the huge, inter-national  off-price  retailer  with  great  satisfaction.  As the TJX Companies moved into fiscal 2019, President Herrman pondered how to keep the company on the same upward trajectory. Although the TJX Companies had one small chain that was primarily e-commerce, and its brick-and-mortar chains had e-commerce capa-bilities, in a world ostensibly focused on e-commerce, TJX  had  been  very  successful  concentrating  on  its brick-and-mortar chains. Given TJX’s steadily increas-ing sales and profits in its present structure, should the company divert part of its attention and resources, and  attempt  to  boost  its  internet  sales?  Also,  given the outstanding sales growth driven by opening new stores worldwide, should the company stay the course, or would concentration on certain geographical loca-tions produce more sales and profits? TJX: AN OVERVIEWTJX  traced  its  origin  to  the  Feldberg  cousins  who opened  their  Zayre  (Yiddish  for  “very  good”)  dis-count store in Hyannis, Massachusetts in 1956. Over the years, Zayre purchased a women’s clothing chain, opened  Chadwick’s  of  Boston,  launched  a  mem-bership  warehouse  club,  and  a  home  improvement chain.  The  first  T.J.  Maxx  opened  in  Auburn,  MA in  1977,  offering  off-price  upscale  family  apparel. In 1987, the Zayre’s off-price chains were organized as  the  TJX  Companies,  Inc.,  which  were  operated as a subsidiary of Zayre. Also in 1987, TJX had an IPO, with Zayre retaining 83 percent ownership. In 1989, Zayre divested its warehouse club division, and acquired minority ownership in TJX companies that had been publically traded. Zayre merged with TJX and then adopted the name of its former subsidiary.In  1990,  TJX  acquired  Winners  Apparel  Ltd,  a Canadian  chain  similar  to  T.J.  Maxx,  and  this  chain became Canada’s largest off-price stores. Two years later, in  1992,  HomeGoods,  offering  home  fashions  from around the world, was launched in the United States. TJX ventured overseas in 1994 and opened T.K. Maxx in the United Kingdom (UK) and Ireland. Over time, T.K. Maxx became the only major brick-and-mortar off-price retailer of home fashions and apparel in Europe. In 1995, TJX acquired the 496 store Marshalls chain, which was the second largest off-price retailer of brand-name family apparel in the United States. TJX launched an off-price concept, named A.J. Wright,  in  1998,  which  was  similar  to  Marshalls and  T.J.  Maxx.  A.J.  Wright  targeted  moderate-income families. In 2001, TJX opened HomeSense in Canada, which was the first off-price home fash-ion  chain  in  Canada.  HomeSense  was  similar  to HomeGoods in the United States and offered a wide selection  of  off-price  home  fashions.  TJX  acquired Bob’s  Stores  in  2003,  which  was  a  value-oriented, casual family apparel and footwear retailer, located in  the  Northeastern  United  States.  In  2007,  T.K. Maxx opened stores in Germany, introducing the off-price concept to that country.In  2008,  TJX  sold  Bob’s  Stores  to  private equity  firms  and  opened  the  first  HomeSense stores in the UK. The expansion into Europe con-tinued  in  2009  when  T.K.  Maxx  opened  stores in Poland. Also in 2009, T.K. Maxx launched its e-commerce site, tkmaxx.com in the UK. TJX con-solidated  its  A.J.  Wright  division,  converting  91 stores  to  Marshalls,  HomeGoods,  or  T.J.  Maxx. Marshalls  was  launched  in  Canada  in  2011  and in  2012  TJX  acquired  a  U.S.  off-price  Internet retailer,  Sierra  Trading  Post.  T.J.  Maxx  launched its e-commerce site, tjmaxx.com, in 2013. The fol-lowing year, Sierra Trading Post opened two brick-and-mortar  stores  to  bring  its  off-price  outdoor apparel to more consumers.TJX  continued  its  international  expansion  in 2015, acquiring an Australian off-price retail chain, Trade  Secret,  and  opening  stores  in  Austria  and the  Netherlands  under  the  T.K.  Maxx  brand.  The Australian  Trade  Secret  stores  were  converted  to T.K.  Maxx  stores  in  2017.  HomeSense  expanded into  Europe  and  opened  stores  in  Ireland.  Moving into fiscal year 2019, TJX had over 4,000 stores in nine countries— the United States, The Netherlands, United  Kingdom,  Germany,  Republic  of  Ireland, Austria, Poland, Australia, and Canada.TJX’SSTRATEGICVISIONANDMANAGEMENTFOCUSTJX’s mission was:Our  mission  is  to  deliver  great  value  to  our  custom-ers every day. We do this by offering a rapidly changing assortment  of  quality,  fashionable,  brand  name,  and designer merchandise generally 20 percent to 60 below full-price retailers’ (including department, specialty, and major online retailers) regular prices on comparable merchandise.1TJX  management  believed  that  the  company had one of the most flexible business models in the world, and that the great flexibility had enabled the company  to  succeed  through  the  many  economic and  retail  situations  over  the  years.  There  were  no walls  between  departments  in  TJX  stores—stores could expand and contract merchandise areas for fast response to market trends and changes in customer preferences. TJX had rapid inventory turnover, which enabled  the  company  to  buy  close  to  need,  having visibility into current fashion and pricing trends. The company sourced its merchandise from around the world from a group of over 20,000 vendors in over 100 countries. TJX was an industry leader in innova-tion: the company relentlessly tested new ideas, try-ing to find the current fashions and top brands, and leveraging information from their global worldwide purchasing  network.  Also,  the  company  was  finan-cially strong, which gave it the ability to invest in the growth of its business. These key success factors gave TJX management confidence in the company’s abil-ity to achieve corporate goals for global growth.TJX’s  management  was  focused  on  increasing market share, while simultaneously delivering profit-able stock growth to its shareholders. Management had  several  initiatives  underway  in  2018  to  attract consumers to the TJX stores and grow its customer base  in  the  United  States  and  internationally.  TJX expected  total  sales  and  comparable  store  sales growth in fiscal year 2019 similar to prior years.TJX’s management believed that their pursuit of their goals for global growth would be sustained by the company’s major strengths: •  World-class buying organization •  Global supply chain and distribution network •  Leveraging the global presence •  One of the most flexible retail business models in the worldThe  company’s  earnings  per  share  estimates reflected the significant benefit from U.S. tax reform as well as continued increases in wages and expected investments  to  support  company  growth.  President Herrman and his management team were passionate about surpassing corporate goals. TJM’SSTOCKPERFORMANCETJX had its IPO on August 4, 1989, and the stock began a steady uptrend of growth that continued into mid-2018. Stock prices from July 2013 to July 2018 are shown in Exhibit 1.TJX stock showed significant strength: a $10,000 investment in TJX at $16.15 on July 14, 2008, would have returned 573.71 percent and yielded an ending investment of $67,351.07, at $95.36 on July 11, 2018, 10 years later (assuming dividend reinvestment).Following  a  very  strong  fourth  quarter,  with  24 percent stock price growth, TJX announced a divi-dend increase of 25 percent ($.39) and announced plans to repurchase $2.5 to 3.0 billion of TJX stock. The  stock  reached  its  historic  high  of  $96.82  on  June 20, 2018. TJXBUSINESSESTJX  operated  four  primary  business  segments, Marmaxx  and  HomeGoods  (U.S.),  TJX  Canada, TJX International, and one Internet retailer, Sierra Trading Post. The company believed that it had the opportunity to expand their retail chains around the world by increasing their store base of 4,000 by more than 2,000 stores, or about 50 percent, to 6,100 stores long term. This reflected the potential the company saw with its existing chains in the current countries alone. In 2018, TJX planned an increase of approxi-mately 240 new stores, about 6 percent store growth.U.S. SegmentsMarmaxx The  T.J.  Maxx  and  Marshalls  chains (“Marmaxx”) were collectively the largest off-price TJXBUSINESSESTJX  operated  four  primary  business  segments, Marmaxx  and  HomeGoods  (U.S.),  TJX  Canada, TJX International, and one Internet retailer, Sierra Trading Post. The company believed that it had the opportunity to expand their retail chains around the world by increasing their store base of 4,000 by more than 2,000 stores, or about 50 percent, to 6,100 stores long term. This reflected the potential the company saw with its existing chains in the current countries alone. In 2018, TJX planned an increase of approxi-mately 240 new stores, about 6 percent store growth.U.S. SegmentsMarmaxx The  T.J.  Maxx  and  Marshalls  chains (“Marmaxx”) were collectively the largest off-price retailers in the United States, with a total of 2,285 stores. T.J. Maxx was founded in 1976 and Marmaxx acquired Marshalls in 1995. Both chains sold family apparel,  home  fashions  (e.g.,  home  basics,  accent furniture,  lamps,  rugs,  etc.),  and  other  merchan-dise. The primary difference between T.J. Maxx and Marshalls  was  their  product  assortment:  a  larger assortment  of  fine  jewelry  and  accessories  and  a designer  section  called  The  Runway  at  T.J.  Maxx, and a full line of footwear, a broader men’s offer-ing, and a juniors’ department named The Cube at Marshalls. The intent of the differentiated shopping experience at the two stores was to encourage cus-tomers to shop both chains. T.J. Maxx’s  e-commerce website, tjmaxx.com, was launched in 2013.Sierra Trading Post Sierra Trading Post was an off-price Internet retailer of brand name, quality outdoor gear,  family  apparel  and  footwear,  sporting  goods, and home fashions. Sierra Trading Post launched its e-commerce site, sierratradingpost.com, in 1998 and operated 27 retail stores in the United States.Marmaxx  was  the  largest  and  most  profitable of TJX’s divisions, and the company saw significant growth ahead for the division. Marmaxx’s continued comparable store sales and traffic increases in many different retail and economic environments gave TJX confidence  in  the  division’s  continued  growth  (see Exhibit 2). Also, new stores continued to reach their targets  and,  overall,  to  generate  attractive  returns. Marmaxx  had  a  1  percent  comparable  store  sales increase in 2017, which met the low end of the com-pany’s  expectations,  despite  a  significant  negative impact of severe weather during the year. Marmaxx was  focused  on  driving  customer  traffic  and  com-parable  sales  increases,  and  had  a  long-term  target of  3,000  stores  that  reflected  TJX’s  determination and  perceived  ability  to  further  penetrate  existing  U.S. markets.HomeGoods The  HomeGoods  segment  was  intro-duced in 1992, and became the leading off-price home fashions  retailer  in  the  United  States.  HomeGoods offered  an  extensive  assortment  of  home  fashions, including  furniture,  rugs,  lighting,  decorative  acces-sories,  tabletop  and  cookware,  as  well  as  expanded pet, kids, and gourmet food departments through its 667 stores. In 2017, HomeSense was launched in the United  States  with  four  stores.  HomeSense  comple-mented HomeGoods by offering a differentiated mix and expanded departments, including furniture, light-ing and rugs, as well as new departments, such as a gen-eral store and an entertaining marketplace.The  Homegoods  division  celebrated  its  25th anniversary in 2017, with 4 percent comparable store sales growth, primarily driven by customer traffic (see Exhibit  3).  Also,  it  launched  HomeSense  in  2017. The company expected significant future growth for HomeGoods and HomeSense, because it believed that the U.S. market was underpenetrated. At HomeGoods, the long-term plan was to expand to 1,000 stores, over 300 more than in 2017. The company was confident in  their  plan  because  of  HomeGoods’  long  history of  good  performance,  and  there  were  65  top  mar-kets with a T.J. Maxx or Marshalls that did not have a HomeGoods. The first four HomeSense four stores were  opened  in  2017  to  an  overwhelmingly  positive customer response. TJX planned to continue opening HomeSense stores in their larger HomeGoods markets to encourage customers to shop both stores. Based on response to the first four stores, the company believed it could expand the Home Sense brand to about 400 U.S. stores over the long term. Foreign SegmentsTJX  Canada Acquired  in  1990,  TJX  Canada operated  the  HomeSense,  Winners,  and  Marshalls chains in Canada. Winners was the leading off-price apparel and home fashions retailer in Canada. The merchandise in Winners’ 264 Canadian stores was comparable  to  T.J.  Maxx,  with  select  stores  offer-ing  fine  jewelry,  and  “The  Runway,”  which  was  a designer section. The HomeSense chain was opened in  2001,  and  introduced  the  off-price  home  fash-ions concept to Canada. HomeSense had 117 stores with  a  merchandise  mix  of  home  fashions  similar to HomeGoods in the United States. The Canadian Marshalls  was  launched  in  2011  and  operated  73 stores in Canada in 2017. The Canadian Marshalls stores  offered  an  expanded  footwear  department and  “The  Cube”  juniors’  department,  similar  to Marshalls in the United States, differentiating them from Winners stores.The  three  Canadian  chains  had  a  comparable store  sales  increase  of  5  percent  in  2017,  with  all three  chains  having  strong  results  and  increases  in customer  traffic  (see  Exhibit  4).  The  TJX  Canada division had grown into the largest off-price apparel and  home  fashions  retailer  in  Canada.  Due  to  the division’s  strong  results  and  growth  forecast,  TJX increased  the  long-term  store  potential  of  TJX Canada by 100 stores to 600 total stores.TJX  International TJX  International  segment operated the T.K. Maxx and HomeSense chains in Europe, and the T.K. Maxx chain in Australia. T.K. Maxx was launched in 1994, and introduced off-price retail to Europe. T.K. Maxx was the only major brick-and-mortar  off-price  retailer  of  apparel  and  home fashions in Europe. T.K. Maxx operated 540 stores in the UK, Ireland, Germany, Poland, Austria, and the  Netherlands,  offering  a  merchandise  mix  simi-lar to T.J. Maxx through its stores and e-commerce website for the UK, tkmaxx.com. TJK International brought  the  off-price  home  fashions  concept  to Europe in 2008, opening HomeSense in the UK. In fiscal year 2018, two HomeSense stores were opened in  Ireland.  HomeSense’s  55  stores  offered  a  home fashions  merchandise  mix  similar  to  HomeGoods in  the  United  States  and  HomeSense  in  Canada. Trade Secret in Australia was acquired in fiscal year 2016  and  rebranded  T.K.  Maxx  during  fiscal  2018. The merchandise offered at Trade Secret’s 38 stores was comparable to T.J. Maxx.TJX International’s (T.K. Maxx and HomeSense—Europe, and T.K. Maxx—Australia), comparable store sales increased by 2 percent in 2017, consistent with company  plans  and  expectations  (see  Exhibit  5). TJX was satisfied with the gains in customer traffic and believed that the division gained market share. The company was confident of significant long-term opportunity  and  believed  that  the  division  had  the potential to grow TJX International to 1,100 stores in just the countries in which they were located.T.K. Maxx and HomeSense were the only major brick-and-mortar,  off-price  retailers  of  clothing  and home fashions in Europe and they planned to con-tinue  capitalizing  on  their  first-mover  advantages. They were also focusing on growing tkmaxx.com in the UK. In 2017, T.K. Maxx introduced “Click and Collect” in the UK, which allowed online shoppers to pick up their purchases in the stores.TJX bought the Australian off-price retailer Trade Secret  in  2015  and,  in  2017,  converted  those  stores to T.K. Maxx—Australia. In its first year of operation (2017) the division surpassed sales projections. THETJXCOMPANIESINC’SFINANCIALPERFORMANCEINFISCALYEARTJX  had  enjoyed  impressive  revenue  growth  from approximately $31 billion in fiscal year 2016 to nearly $35.9 billion in fiscal 2018. The company’s consoli-dated statements of income for fiscal 2016 through fiscal 2018 is provided in Exhibit 6. Its consolidated balance sheets for fiscal years 2017 and 2018 are pre-sented in Exhibit 7.STOREGROWTHA  central  part  of  TJX’s  global  growth  strategy focus was the addition of new stores to expand its business,  and  the  primary  growth  strategies  were increasing  customer  traffic  and  comparable  store sales, and growing the global store base. The com-pany was confident that their value concept could work  in  any  country  in  which  consumers  wanted great fashion and top brands at great-value prices. In the United States, the company saw meaningful growth potential for Marmaxx, which had been the largest and most profitable division. Marmaxx had shown  continued  comparable  store  sales  and  traf-fic increases in many different retail and economic environments, and TJX management believed there was long-term potential to grow the Marmaxx divi-sion  to  3,000  stores,  which  was  over  700  more stores than at the end of fiscal 2018. In 2018, the company planned to open about 65 new T.J. Maxx and Marshalls stores.TJX believed that there was a large opportunity for  growth  at  HomeGoods  and  HomeSense  in  the United States, both of which were underpenetrated in  the  U.S.  home  market.  The  company  believed that  its  ability  to  leverage  its  global  teams,  and  its infrastructure and operational expertise were major reasons to be confident in continuing to open stores successfully  around  the  world.  TJX’s  management believed that the company had a huge opportunity to gain market share around the world.The number of stores and store growth for the four major segments in the last two fiscal years, and growth estimates for fiscal 2019 and long-term store growth potential of these segments in their current geographic locations are presented in Exhibit 8.Exhibit 9 presents the relative contributions of the several TJX locations the TJX Companies’ gross corporate revenues.WINDFALLFROMTHETAXCUTSANDJOBSACTOFOn December 22, 2017, President Trump signed the Tax Cuts and Jobs Act of 2017, which amended the Internal  Revenue  Code  and,  among  other  things, reduced  corporate  tax  rates.  This  legislation  ben-efited TJX in 2017, and the company believed that their business would continue to benefit from the tax reform, primarily due to lower U.S. corporate income tax  rates.  The  company  used  part  of  the  expected cash benefit to make investments in its employees’ communities. Eligible, non-bonus plan employees in each of TJX’s divisions worldwide were given a one-time  discretionary  bonus,  and  the  company  made incremental contributions to its defined contribution plans around the world for eligible participants.In the United States, TJX planned enhanced vaca-tion benefits for certain employees and introduced paid parental leave. In 2017, the company made sizable con-tributions to its charitable foundations and planned to use the tax reduction windfall to significantly increase its  charitable  giving.  Also,  the  company  planned  to increase its shareholder distribution programs.In  addition  to  the  expected  cash  benefit  due to U.S. tax reform, TJX planned to repatriate over $1  billion  from  Canada  back  to  the  United  States. Consequently, the company was able to increase its per-share  dividend  and  planned  a  substantial  share buyback program. In addition, the tax reform benefit enabled  TJX  to  move  forward  investments  in  store growth, technology, and employee training.TJX’SPERFORMANCEINFISCALYEARTJX’s  first  quarter  fiscal  2019  net  income  was $716.4  million,  or  $1.13  per  share,  compared  to $536.3 million and $0.82 per share in the same periodduring  2017.  The  increase  in  net  income  per  share exceeded  expectations  helped  drive  the  company’s per share price higher. Sales increased year-over-year by 12 percent in Q1 fiscal year 2019, reaching $8.7 billion.  The  increased  revenue  was  largely  due  to increased store traffic and increased comparable store sales in the four large divisions.The strong first quarter fiscal 2019 performance led  to  the  company  increasing  its  upper-end  fiscal 2019 adjusted EPS guidance by $.02. The company’s new  expectation  for  adjusted  diluted  earnings  per share (which excludes the benefit from the 2017 Tax Cuts and Jobs Act) was in the $4.04 to $4.10 range. This guidance was a 5 percent to 6 percent increase over the prior year’s adjusted $3.85, which excluded $.17 net benefit due to the 2017 Tax Cuts and Jobs Act, a benefit of approximately $.11 from the extra week in the company’s fiscal year 2018 calendar, and a $.10 impairment charge related to Sierra Trading Post from GAAP EPS of $4.04. This guidance also assumed that wage increases would negatively impact EPS  growth  by  two  percent.  The  outlook  for  EPS continued to be based upon estimated consolidated comparable  store  sales  growth  of  1  to  2  percent. Continued  focus  on  the  effective  execution  of  its strategy  gave  TJX  management  and  investors  good reason to believe its competitive advantage could be sustained in the near term.
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