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In this report I am going to be looking at the correlation between the company and the external environment that surrounds Ikea, I am going to include the following items in this report:- 
S. W. O. T Analysis 
PESTLE 
Porters’ Five Forces 
2. 0 Findings 
2. 1 The business and its external environment 
This is a brief insight into IKEA history, IKEA was founded in 1943 by Ingvar Kampard in Smaland, Sweden. Since then, the IKEA Group has grown to be the largest global furniture retailer, in addition to establishing IKEA as one of the most recognisable and iconic consumer brands. IKEA specialises in contemporary Scandinavian furniture designs, incorporating light, bright colours and natural textiles and materials, such as pine wood from sustainable forests. IKEA distinguishes itself from other furniture manufacturers by providing complete solutions for modern lifestyles and contemporary designs. This strategy has enabled the company to firmly establish itself as a unique consumer experience, with approximately 300 retail stores in over 35 countries around the world. In FY 2009, IKEA plans to open a further 26 new stores globally (IKEA company website, 2009). 
In 2008, the company reported total turnover of €22. 5 billion, a y-o-y increase of 8. 7% from 2007 (IKEA company website, 2009). However, in April 2009, the company announced a very small rise in revenue growth associated with the weak global economic conditions. Revenue growth was up to approximately 3% from 10% the previous year (franchisor. ikea. com) please see appendix 1. 1 
2. 2 PESTEL Analysis 
Political factors 
The IKEA Group has most of its stores located in Europe, with 177 stores located in the European Union (EU) (IKEA company website, 2009). The EU contributes approximately 50% to global furniture production, valued at €82 billion (European Commission, 2009). 
The EU is the largest trading partner with Russia, accounting for over 50% of Russia’s total trade turnover in 2008 (European Commission, 2009). EU and Russian relations are currently focused on the current WTO accession negotiations and a new agreement to replace the current Partnership and Co-operation agreement, in addition to the enforcement of the EU-Russia Common Economic Space (CES). These bilateral agreements between the EU and Russia, in addition to Russia’s accession to the WTO, are likely to strengthen trade between the 2 economic blocks. 
In the UK, IKEA supports all the governmental policies that surround the environmental issues at this given time, due to the greener approach the government want everyone to have. 
They are also known to be supporting all current government policies regarding the environment. 
Within the UK, the amount of VAT is set to rise to 17. 5% this will bring a small decrease in sales for IKEA. 
Economic factors 
The US is the largest market and importer of retail furniture, representing approximately 25% of global furniture consumption. However, with the current weak economic conditions, declining property prices and rising unemployment; consumer spending has declined significantly. Therefore, demand for furniture has declined significantly over the previous 2 years (wordfurnitureonline. com, 2008., Gulfnews, 2008). 
The economic stimulus packages announced by the US and other European nations are likely to provide some support for consumer spending. In addition, record low levels of interest, particularly in the US (0. 25%) and the UK (0. 5%), are likely to support economic recovery in these regions (BBC News, 2008). 
IKEA is known for their cheap prices, for sometimes the same sort of look as you would get from a high end stores such as Barker and Stonehouse, this attracts lots of different types of classes into the IKEA stores. 
They will also be subject to corporation tax on all the profits that they receive, the profits will be more than the regularity amount of £1, 500, 000 pounds so they have to pay the highest rate of corporation tax which is 28% for every pound that is profit. 
Social factors 
Consumer preference for furniture is primarily based on a desire to achieve a particular lifestyle. However, important factors include comfort, usability, durability and cost (Oztop et al., 2009). 
Like most other retail markets, the furniture industry is impacted by global social trends, which currently include an increasing aging population, economic migration, increasing urbanisation and the decline of the traditional family unit. For example, there is greater consumer demand for second master bedrooms used as either guest rooms or for visiting family members (Furniture Today, 2008). 
IKEA mainly attract people that are wanting a sustainable life, this is because most of the products that IKEA make are made from recyclable materials. And most of the time they are made using as little wood and other materials as possible. 
They also have an online shopping facility which enables people who may not have time or transport to visit an IKEA store, to buy the products they want in the comfort of their own home. 
Almost all of the IKEA stores have a cafe and food services which the customers are able to buy refreshments when they are shopping, which increases the amount of time that they will spend in the shops. 
Technological factors 
The major technological advance that has helped IKEA become the market leader in the Furniture market is that everything they sell has been made available in a flat pack form. This includes everything from bedroom furniture to houses. 
The use of wireless LAN (WLAN) and an effective IT infrastructure to process inventories and customer purchases is essential for efficient operations and to reduce costs. 
The use of sophisticated computer software to aid the design and development of furniture designs is an essential element of the retail furniture industry. Computer Aided Design (CAD) and other 3D tools are required to transfer the initial design concepts to high quality products which can be easily assembled at home by consumers (EU Commission, 2008). 
They also use sophisticated computer software to manufacture the furniture to have the same properties, for example a solid wood chair would normally be stronger than one that has been created using some other materials. They use cardboard in between layers of hardwoods so that they use less hardwood. 
Environmental factors 
With an increasing number of furniture producing regions outsourcing their raw material and production requirements to developing economies; such as Brazil, China and Indonesia, there is greater consumer awareness of environmental issues. These include the use of sustainable forest plantations, waste from packaging, pollution from the production process and the environmental impact of transport and distribution (European Commission, 2008). 
Furthermore, there are other social and environmental factors impacting the furniture industry, such as the use of toxic chemicals used in the production process. These include fire retardants and compounds used to harvest raw material, such as cotton. These are not only toxic to the end users, such as consumers, but also impact the local communities and environments (politicalaffairs. net. 2007). 
Legal factors 
Most major furniture manufacturers have to abide by a number of legal factors in multiple operating regions. These include both international and regional legal obligations. As the EU is a major market for retail furniture, there are a number of EU legal rulings in terms of product safety laws, carbon emission standards, environmental obligations and employee working conditions (The Daily Mail, 2009). 
In addition, protectionist laws in regional markets, such as India and China, include legal rulings associated with the protection of intellectual property and import tariffs, which generate significant barriers for some of the major western furniture manufacturers (ChinaStakes, 2009). 
2. 3 Porter’s 5 Forces Analysis 
I am going to use this diagram as a model for the Porters Five Forces. 
The possibility of new entry 
As the furniture and household industry comprises established brands with significant consumer loyalty, there are considerable entry barriers for new entrants. Hence, the likelihood of new brands entering the market and securing significant market share is relatively low. However, although this may be the case for the global market, regional entrants may find it easier to enter the market by differentiating products based on a greater focus on regional consumer trends and tastes, e. g. Pottery Barn in the US (Furniture Today, 2008). 
In general, there are significant entry barriers for new entrants, such as high costs for stores, sourcing of raw materials, regional protectionist policies, intense competition, marketing and governmental policies. 
The purchasing power of buyers 
The current weak global economic conditions means consumer confidence and spending is significantly lower relative to historical levels. However, for some furniture retail companies, this may actually be a marketing advantage and differentiating factor between peers, as affordable high quality products are an actual benefit for a company during times of economic recession (World Furniture Online, 2008). 
Historical low levels of interest rates and consumer credit means some consumers are making significant savings on mortgage repayments, allowing more cash to be spent on home improvements, such as furniture acquisitions. 
The power of suppliers 
The major raw material used by most furniture manufacturers is timber. Since the timber industry is exposed to multiple external factors, the prevailing condition of end markets and demand will dictate the price of timber. Furthermore, apart from end markets, general changes in macroeconomic conditions can impact the timber industry. 
However, a unique feature of the timber industry is its ability to sustain periods of general economic downturns and lower demand, as most trees used for timber can be left to grow until they are harvested. This allows for significant flexibility in lead times (wikinvest, 2009). 
Therefore, the major supplier to the furniture industry; the global timber markets, have some powers to determine and maintain prices. However, most furniture manufacturers may hedge their timber costs by purchasing timber futures (wikinvest, 2009). 
Competitive Rivalry 
Competition in the retail furniture and lifestyle market is relatively intense, with a number of major companies offering products with similar design and styling cues (Small Business Notes, 2009). 
In some markets, the global economic downturn has resulted in some smaller furniture retailers going bankrupt, such as MFI in the UK (MFI Group company website, 2009). 
The threat of substitutes 
As furniture is an essential household consumer item, there is little or no threat to retail furniture demand in terms of substitutes. However, the threat of substituting wood and timber as the major raw material may impact the future of the industry, particularly if resources are not managed in a sustainable manner. 
2. 4 SWOT Analysis 
Strengths 
IKEA has a significant consumer loyalty, with a well established globally recognised brand name. The company is recognised for affordable high quality products incorporating contemporary designs, with a strong consumer following from young couples or those with children (Speigel Online, 2009). 
The company has a wide geographical presence and plans to expand its operations in the major regional economies. 
IKEA sources low cost raw materials and has low operating costs. 
The focus of IKEA’s operation is to provide the consumer with the opportunity to buy quality products at low prices. 
IKEA also uses specialist marketing techniques and expertise to gain a market advantage. 
IKEA is well known for being able to reach an ideal balance between function, quality, design and also price. 
IKEA use key performance indicators (KPI) to assess the progress of it vision statement and long term goals. 
Weaknesses 
IKEA has a global presence, which exposes the company to regional economic trends and stretches the company’s distribution channels. 
The company has major markets in the US and Asia, exposing the company to significant currency exchange rate fluctuations (Fredberg et al, 2008). 
Opportunities 
With consumer preference for ethically derived products and fair trade policies, the company can capitalise on its strategy of using sustainable forest plantations to source its wood and social welfare programs in developing nations. 
China represents a significant market for IKEA, particularly with the preference of Chinese consumers for major western brand names. 
Trends in the current financial climate may result in consumers trading down from more expensive stores for example Barker and Stonehouse, John Lewis. 
There’s also a growing demand for low priced products with the current financial climate. 
They have the opportunity to reduce their carbon footprint. 
Threats 
The company is exposed to regional players who specialise on regional consumer tastes and offer more competitive pricing. For example, Pottery Barn in the US market. 
In some third world markets, such as India, the local laws and standards on private ownership in the retail sector introduce significant entry barriers to emerging markets. In addition, the company’s products are imitated and unlawfully copied, providing cheap alternatives for similar looking products (kerelanext. com, 2009). 
3. 0 Conclusion 
Although IKEA is likely to experience a significant decline in revenue growth in FY 2009, the company’s strategy of expanding its store network, particularly in the emerging markets of Russia and China, is expected to offset the decline in consumer spending, associated with the current weak global economic conditions, over the long term. However, the company is significantly exposed to global currency exchange rate fluctuations, considering its reliance on the US and other emerging markets outside of the EU. 
The company’s strong brand loyalty and reputation for providing affordable high quality products will appeal to most consumers during the current period of relatively low consumer spending levels. In addition, the company’s policies of sourcing its raw materials from sustainable sources, its drive on reducing its carbon footprint, social and welfare obligations will appeal to many ethically conscious consumers in major western markets. 
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