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The methodology used in this report to analyse and evaluate Ikea’s business environment and internal capabilities will be a mixed-method approach using PESTLE, Porter’s five and SWOT. Together they provide an in depth and reliable analysis of Ikea’s strategic position.
The PESTLE Analysis was developed by Harvard Business School Professor Franci J Aguilar. This framework will evaluate the micro-environmental factors such as Political, Economic, Social, Technological, Legal, and Environmental factors. PESTLE is used for strategic planning, risk management and decision-making, Pestle helps organisations take advantage of future opportunities and adjust to macro changes by considering how external changes impact their goals and objectives (Trivedi, & Bhatt. 2022).
The Porters Five Forces model was created by Michael E, Porter, (1979). It explains that the Porters Five Forces approach that consists of threat of new entrants, bargaining power of suppliers, bargaining power of buyers, threat of substitutes and industry rivalry. The Porters Five Forces model will assists Ikea in understanding their market’s power dynamics and how to create a competitive advantage.
The SWOT Analysis provides a balanced internal and external perspective by identifying Ikea’s Strengths, Weaknesses, Opportunities, and Threats (Helms, & Nixon. 2010).
Due to their extensive academic use and adaptability to strategic decision-making in global companies, these models are ideal. 

In 1943 a 17-year-old boy named Ingvar Kamprad set up a one-man mail-order company (now known as Ikea) in Smaland, a small farming village in Sweden. Ingvar Kamprad was able to do this by collaborating with the local milk van to transport goods to the nearby train station (King & Goteman. 2003). 
In the 1970’s Ikea entered what they like to call “the Great Expansion” by expanding across Europe, North America and Australia. By the end of the 1980’s Ikea had gone global, reaching Saudi Arabia, USA, and the United Kingdom (Ikea Museum. 2025). As of 2025 Ikea has 422 stores globally (Latterly.org, 2025).
Ikea started off with furniture ready-made, which made shipping expensive due to the size and the weight. Ikea’s flat-pack innovation came about when Gillis Lundgren could not fit a table into his car for a photoshoot and removed the legs to make it fit. This revolutionised how Ikea made and shipped its products at a much lower price (Ikea, 2025).
Ikea’s vision is to have a positive impact on the world by not just providing durable, affordable and sustainable furniture to millions of homes without breaking the bank, but to have a positive impact on how to help their customers live more sustainably while also positively impacting the communities where they source their raw materials.
Ikea’s sustainability mission “People & Planet Positive” is their long-term plan to improve both the environment and society. Its primary goals are to promote sustainable living, promote circularity and climate positivity, and maintaining equality and fairness across its value chain (IKEA Sustainability Strategy, 2023).

[bookmark: _Toc216358564]External Environment Analysis 

PESTLE Analysis
Political 
International relations- Ikea operates in over 50 countries making it highly exposed to tariffs on imports. Ikea may be impacted by political ties such as the potential U.S tariffs on imports from China. This threatens Ikea’s ability to keep operating under their low-cost business model. China and other Asian countries supply about 30% of Ikea’s products (Reid, 2024).
EU Sustainability Regulations – establishing new standards for product design, substantial reporting requirements, and mandatory due diligence on the EU market. In general Ikea supports these rules and is co-ordinating their existing sustainability plan, “People & Planet Positive” with EU objectives, especially the transition to circular economy (Dorenbosch, 2025).
Economic: 
Inflation – Ikea was greatly hit by global inflation and rising supply chain costs which resulted in higher operating expenses and early price increases effecting Ikea’s low-price model. However, Ikea has since made major investments to reduce prices to uphold its core value of affordability and mitigate declining customer confidence (Ikea Retail, 2024).
Social: 
Eco-conscious consumers – according to (Alves, 2020) people in India are becoming more interested in sustainable products, 67% of respondents said they will consider sustainability when making future purchases. This implies that Ikea would need to exercise caution when acquiring the wood and other natural resources needed to manufacture the products.


Technological: 
E- commerce growth – according to Ikea (2023), financial year statistics online sales increased by 19%, remote sales increased by 24% and click and collect purchases increased by 48% in the UK.
Hybrid Retail Model – Ikea’s hybrid strategy, which is backed by strict management control systems, ensures that digital platforms are seamlessly connected with physical locations resulting in a consistent experience for customers (Chaussee, & Foray, 2018).
Legal:  
Product safety – All markets require Ikea to adhere to strict product safety regulations. This follows laws like the EU General Product Safety Directive (2001/95/EC), especially when it comes to electronics, toys and furniture for children demanding strict labelling, testing, and compliance protocols to guarantee consumer safety. Ikea is required by these frameworks to establish strong safety inspection and quality control procedures throughout their global supply chain (European Parliament & Council, 2001). 
Environmental: 
Carbon footprint – Ikea has committed to becoming climate positive by 2030. They are committed to lowering greenhouse gas emissions beyond what their value chain produces. In line with their People & Planet Positive strategy, this entails investments in renewable energy, electrification of delivery fleets, and sustainable sourcing strategies (Pagitsas, 2022).  
Waste reduction – to reduce emissions, Ikea promotes flat-pack efficiency, recycling and the resale of used furniture. “Buy Back & Resell” and other circular economy strategies increase product lifecycles and prevent waste with a goal to only use renewable and recycled materials by 2030 (IKEA UK & Ireland, 2022).


Porter’s Five Forces Analysis
Competitive Rivalry 
Ikea faces highly competitive rivalry in the global furniture sector. Competitors offer similar products at different prices and range from local shops to international organisations. Ikea’s designs are easily imitated by competitors due to their simplicity and cost effectiveness (Threat). While budget conscious customers create competitive prices. Competition is relentless because existing rivals spend a lot on marketing to attract customers, and new rivals can enter the market easily. (Threat). Ikea addresses this with economies of scale, brand reputation, and global presence, supported by innovation in design, sustainability and customer experience. Their strong supply chain efficiency provides competitive pricing, enabling Ikea to keep its edge despite severe competition (Hivelr, 2023).
Threat of New Entrants
The threat of new entrants in the furniture industry is modest and increasing, mainly due to the rise of e-commerce-based furniture companies, which lowers the usual entry barriers such as physical store expenses and large networks of distribution (THREAT) (Kostecka, & Kopczewska, 2023). Without the necessity for physical locations, small internet-based businesses can create websites and sell furniture straight to customers. For example, companies like Made.com (UK) and Article 2025 (US) joined the industry by promoting direct-to-consumer delivery, fashionable designs, and online-only sales (City Index, 2022). By providing alternatives to Ikea’s business model, these newcomers heighten competition.
Bargaining Power of Suppliers
According to Hivelr Business Review, (2023) supplier power is relatively low (Opportunity). Ikea purchases raw materials (wood, metal and fabrics) from many suppliers around the world. According to research, Ikea’s global sourcing approach lowers dependency on single suppliers. Han, (2022) states that having many suppliers develops internal competition, which allows Ikea to purchase materials at a reduced cost, and allows flexibility as a structural safeguard against disruptions caused by individual suppliers (Opportunity). However, there are risks: supplier influence may increase due to sustainability rules, concerns about deforestation, and rising raw material costs (Threat). According to scholarly research, IKEA's supply chain has issues due to changes in raw material prices and environmental restrictions (Threat) (Mensah et al., 2025). Ikea mitigates this by making investments in vertical integration (owning forests, recycling programs), these are important tactics for Ikea (Opportunity) (Ingka., 2025).
Buyer Power
Buyer power is a big challenge for Ikea because furniture shoppers care a lot about price and can easily switch to other stores (Threat) (Kagan., 2025). Studies show that when people buy non-essential items like furniture, they are very price conscious and often choose cheaper alternatives if they are available (Threat) (Bednarik., & Pakainé Kováts, 2010). Online comparison sites boost price-based comparison and buyer power by increasing transparency (Threat) (Grewal et al., 2017). Research on home furnishing industry reveals that buyers often consider several physical and online stores before making a purchase, which increases buyer influence (Threat) (Hubner, et al., 2016). Ikea keeps customers coming back with loyalty programmes such as Ikea Family and eco-friendly schemes such as furniture buy-backs. These initiatives make it harder for shoppers to switch to other stores and attract customers that care about sustainability (Opportunity) (Medium., 2023).
      Threat of Substitutes 
The second-hand furniture market is a threat to Ikea as it is a good alternative since many buyers opt for second hand furniture to cut costs, save money and reduce waste (Threat) (Rodrigues., & et al., 2023). Platforms like Facebook Marketplace, eBay and Gumtree makes it easy for people to buy furniture at a much lower cost locally (Threat) (Chamnankit., et al., 2023). This increases the threat of substitutes for Ikea. Additionally, sustainability minded consumers increasingly prefer reused, or upcycled furniture as a way to reduce environmental impact, further shifting demand towards the second-hand market and away from new furniture purchases (Threat) (Yawar., & Kuula. 2021). That being said, to mitigate this Ikea launched circular and second-hand services such as Ikea Buy-Back & Resell, free repairs or spare parts, recycling drop-off points and sustainability-focused loyalty rewards (opportunity) (Grant., 2025) (Reul., 2025).
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SWOT Analysis
Strengths
Strong brand reputation & Global recognition
Efficient supply chain & Flat-pack logistics
Organisational culture &standardised procedures
Sustainability & circular economy initiatives
Economies of scale & global presence
Ikea’s strong brand name and global reputation are its main advantages. These factors encourage consumer loyalty and repeat business, which adds to Ikea’s uniqueness and competitive edge. Although the flat-pack approach can be copied, Ikea’s scale and organisational structure make imitation challenging, its effective supply chain, when paired with flat-pack logistics, lowers shipping and manufacturing costs. Ikea’s organisational culture, which highlights sustainability, innovation, and cost-consciousness, influences every aspect of their operations, ensuring consistent worldwide delivery and aiding strategic efforts. Programmes for sustainability and circular economy, such as “buy back &resell” and sourcing of renewable materials, increases brand value and draw in environmentally conscious consumers, providing a unique competitive advantage in the furniture industry. Lastly Ikea’s economies of scale and global reach with their 422 stores worldwide provide cost advantages, a wide market reach, and brand familiarity, strengthening their overall competitive position.





Weaknesses
Complex global logistics
Self-assembly requirement
Limited product customisation
Perceived quality concerns
Dependence on key markets
Despite its strengths, Ikea has internal weaknesses that may limit their performance. The organisation is at risk of disruptions, growing expenses, and rising inflation due to their complex worldwide logistics and supply chain connections. Customers maybe discouraged by the need for self-assembly products. Longterm brand recognition maybe impacted by some customers mindset that Ikea’s products are not as durable as more expensive competitors. Additionally strong reliance on important European markets makes Ikea more prone to regional economic fluctuations and changes in regulations, highlighting the need for operational resilience and diversification. 
Opportunities
Expansion in e-commerce & Hybrid retail
Circular design & sustainability focus
Emerging market expansion
Smart home & technological innovation
Strategic partnerships & co-creation
Ikea can improve their market position through a number of external opportunities. Ikea is able to increase their digital reach and incorporate seamless online-offline customer experiences due to the rapid development of ecommerce and hybrid retail models. Global expansion and revenue growth are made possible by emerging markets in Asia, Latin America, and Africa. Opportunities to improve circular economy programs, sustainable material sourcing, and eco-friendly product lines are created by rising customer demand for sustainable goods. Additionally, IKEA may stand out from rivals while promoting sustainability and consumer involvement through technical advancements like smart home integration and partnerships with designers or tech companies.

Threats
Intense industry competition
Economic instability & inflation
Supply chain vulnerabilities
Threat from substitutes & second-hand market
Regulatory & environmental pressures
IKEA's competitive edge could be challenged by several external concerns. Pricing and innovation initiatives are under pressure from fierce competition from local and international furniture merchants. IKEA's low-cost business model is under pressure from rising supply chain costs, inflation, and economic volatility. Operational risks and compliance costs are increased by environmental laws, supply chain interruptions, and geopolitical unrest. Furthermore, there may be less demand for new products due to the expanding market for old furniture and consumer preferences for repurposed or upcycled goods. IKEA uses environmental initiatives, loyalty programs, and circular economy programs to lessen some of these risks, but ongoing adaption is necessary to keep market leadership.










VIRO Analysis
Value
Ikea’s value is based on its ability to provide affordable, practical, and modern furniture. Its value offer is strengthened by the flat-pack approach, which lowers costs and increases product accessibility for a large consumer base (Zhang., 2024).


Rarity
In the furniture industry, circular product innovation is uncommon. Ikea stands ahead of their rivals and attracts environmentally conscious customers thanks to their investments in recycling, buy-back programmes, and sustainable materials (Pei et al., 2024).
Imitability
While Ikea’s flat-pack model is creative, it is also easy to replicate. Aspects of Ikea’s logistics and design can easily be imitated by their rivals (Zhang., 2024); however, the size of Ikea’s organization and their established reputation make imitation harder (Walid Al Saad., & Alzoubi., 2023).

Organisation
Ikea’s competitive edge is further strengthened by their excellent organisational, culture and procedures (Alzoubi et al., 2023). Ikea’s standards for sustainability, innovation, and cost-consciousness are ingrained in all aspects of their operations, allowing for the consistent delivery of initiatives globally (Ikea., 2025). 
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Balancing the expectations of various stakeholders is essential to Ikea’s success (Alzoubi., & et al. 2023). Stakeholders can be mapped out using Mendelow’s Matrix based on their degree of interest and power, which aids in determining how they effect the company’s sustainability strategy (Freeman. N.D.).
High Power/High Interest: Regulators and Investors
Investors and regulators have high power and interest because they uphold labour and environmental laws, therefore regulators have a great deal of influence. They have a strong interest in sustainability, especially when it comes to topics like carbon emissions, deforestation, and circular economy principles (Gong et al., 2025). This quadrant also includes investors, who prioritise environmental, social, and governance (ESG) performance while demanding financial returns (Yoo et al., 2025). In order to please these organisations, Ikea must continue to be transparent and compliant, making sure sustainability programmes meet investor expectations as well as legal obligations (Yoo et al., 2025).
High Interest/Low Power: Customers and Employees.
Customers and employees have low power and high interest. Consumers are very interested in sustainability, and there is a rising market for environmentally friendly products as well as ethical company behaviour (Reppmann et al., 2025). However, because they largely impact Ikea through bulk buying, their individual influence is reduced. Employees are motivated by Ikea’s vision and working culture and also show a significant interest in sustainability. Employees participate through innovation, co-creation, and integrating sustainability into their day-to-day operations, even though their official influence is lower than that of investors and regulators (Vasconcelos et al., 2025).
Stakeholder Engagement
Ikea uses transparency and co-creation to actively include stakeholders, initiatives like buy-back programmes and circular product design shows customers that Ikea is dedicated to environmental concerns (Ikea., 2025). Employees can shape sustainability practices by receiving training and taking part in creative projects. Clear communication of the progress towards climate goals, compliance measures, and thorough sustainability reporting engage investors and regulators (Ikea., 2025). This framework maintains Ikea’s long-term strategy is in line with their stakeholders’ expectations and builds confidence (Cheng et al., 2025).
Critical Reflection 
Although the research is limited by model limitations and data gaps, it provides insightful information about Ikea’s strategic approach. PESTLE, Porter’s Five Forces, SWOT and VIRO are examples of frameworks that simplify complicated business realities and may overlook regional differences or rapidly changing circumstances in the market. Predictive accuracy is further limited by restricted access to real-time consumer and financial data. Reflecting on this process, I have learned how important it is to combine several analytical methods in order to develop comprehensive understanding of strategy. The exercise also highlighted how sustainability, innovation, and stakeholder involvement are crucial factors for long-term resilience and competitive success rather than just theoretical benefits.
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