Ikea is an international retailing company with the first store created 60 years ago in Sweden. (IKEA, 2018) They offer modern and practical home furniture as well as kitchen appliances and home accessories. Ikea company have 355 stores across 29 countries including 20 stores and 4 collection points in the UK. They created an idea to deliver well designed, good quality and low prices products to as many people as they can. The company strategy turned into 36.3-billion-euro total revenue in 2017, including £1.814 billion total sales in the UK. (IKEA, 2017) The purpose of this essay is to identify the IKEA competitive environment in the UK, based on Porter’s (1979) Five Forces model and analyse the impact of these elements on the organisation. 

Porter’s (1979) Five Forces framework identifies five elements to analyse a competitive position of companies within the industry. Understanding these factors allows companies to form more profitable industry position. (Porter, 1979) These elements are:
1. Threat of entry.
According to Porter (1979), new companies entering the industry may increase the required investments and decrease the profit of existing companies. (Porter, 1979) Ikea is a powerful company with a strong brand identity and large financial recourses. 60 years of experience in the industry allows the company to deliver unique and functional products meeting the customer’s needs. Well-established connections with suppliers allow them to save the cost of production and offer affordable prices. The company can also effectively bring the prices down in terms of gaining competitive advantage. It will be difficult for the new companies entering the industry to compete with IKEA. It requires huge investments and time resources to build relationships with suppliers and distribution channels. Lack of these connections, limited financial resources and no experience increase the barriers to enter the industry. There also strict government regulations (Safelincs Ltd, 2015) that deter many new companies. The high barriers to enter the industry make the threat of entry low.   
2. Threat of substitution. 
“Substitutes are products or services that offer a similar benefit to an industry’s products or services but have a different nature.” (Johnson, 2014, p. 45) Ikea offers a variety of furniture and home accessories at affordable prices as well as innovative design. They also provide restaurants in every IKEA store. (IKEA, 2018) The unique environment allows customers to relax with their families. Hardly any furniture stores in the UK offer low-prices and superior value products as well as extra services. However, there are many furniture stores in the UK attracting customers with their low pricing strategy. Products offered, for example, by Home Bargains, B&M or Argos, provide the substitution for some IKEA goods. There are also companies offering designer furniture and there are local shops delivering the differentiated product, however, they can’t reach the low budget customers. Although there are many substitutes in the UK industry for IKEA goods none of them deliver both: low-prices and unique products. The strategy applied by IKEA, combining low-price and differentiation benefit allows them to keep the competitive advantage and keep the threat of substitution on the moderate level.   
3. Bargaining power of buyers. 
Powerful buyers can demand low prices for products and services which can decrease a company’s profit. (Porter, 2008) Affordable product prices offered by IKEA attracts many individual customers. In 2017 the company reported 57.2 million visits to their UK stores and 175.8 million visits to their online website. (IKEA, 2017)  The company also offers innovation in their products and services, that differentiates them from other retailers. To keep their customers satisfied they offer a range of benefits, for example, free insurance, special prices on selected products and free tea or coffee. (IKEA, 2018) IKEA also invests in renewable energy, send zero waste to landfill and support UK communities like Woodland Trust (IKEA, 2017) that allow them to keep a positive image of the company. Unique products and services benefit customers and create a competitive advantage. A strong brand built by IKEA results in customer's trust. Differentiated products, positive company image and strong brand identity minimalize the risk of customers switching to competitors. A large number of individual customers won’t impact prices as deals offered by IKEA are profitable for both parties. The Ikea customers will not affect the companies profits that indicate the low bargain power of buyers.
  4. Bargaining power of suppliers.
Powerful suppliers may reduce the profitability of companies by raising the prices up or limiting the quality of the products or services. (Porter, 2008) Ikea has many suppliers around the globe. Large orders allow them to maintain the low products prices, as well as allowing suppliers to make a high profit. The company also aims to build long-lasting relationships with suppliers. They work with farmers around the globe to help them solve the cotton farming problems, reduce costs and increase incomes. There are large financial benefits for suppliers offered by IKEA. Also, there are many suppliers offering similar services. Low switching costs allow IKEA to keep their dominant position. The strong relationships with existing suppliers allow IKEA to keep suppliers heavily dependent on the company in terms of their profits. The inferior position of the suppliers disables them to have any impact on IKEA profitability. Based on these factors the bargaining power of suppliers can be assessed as low.  
[bookmark: _GoBack]5. Rivalry between existing competitors.
Although, IKEA provide low prices, unique products and services the competition on the market is high. There are many local shops and discount stores offering furniture. They benefit from accessibility, but their products and services are limited. There are also a few bigger companies in the UK’s furniture industry, for example, Dunelm, The Range and DFS which offer similar products to IKEA. Also, many retailers expand their services in the home section, for example, Next, Primark, Tesco, Asda, or Marks & Spencer. They benefit from regular customers and their loyalty. There is also strong online competition from companies, for example, Amazon who offer a variety of choice and services. Many millennials choose to shop online to save time and effort that put online brands in a strong market position. A saturated market and powerful competitors keep the high level of rivalry in the industry. 


Based on analysed factors there are only two elements having a high impact on IKEA, these are: the rivalry between existing competitors and some threat of substitution. The company’s strategy consisting of low-prices and differentiated benefits allows them to maintain an advantage over competitors. The threat of the other analysed elements was assessed as low which enable the company to develop an attractive and profitable industry position.
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