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[bookmark: _Toc101467744]Introduction
Managerial economics is the application of economics in an organisation to make decisions based on economic theory. The purpose of this report is to show the market analysis of the company for decision-making purposes. In this report market analysis is shown based on the product of IKEA and the market in which the company is operating. The nature of the industry based on monopoly or oligopoly is discussed to help to get an idea in which market the company is operating effectively. 
[bookmark: _Toc101467745]Description of the organisation
IKEA is a Swedish multinational organisation that tends to design and sell ready assemble furniture. The company was started in 1943 by Ingvar Kamprad and is regarded as the largest furniture retailer industry in the world, since 2008. The company has stores in more than 445 locations. IKEA has a total of 225,000 employees across all its locations and is a recognized furniture retailer, it is recognised for its emphasis on Scandinavian styles (IKEA, 2022). The DIY style adopted by the organisation has made it more successful as it lowered the cost of the furniture compared to other furniture retailers. However, IKEA operates in a very competitive market with its major competitors as Walmart in the United States as well as Galiform in England. IKEA is a monopolistic business organisation and is one of the largest and most profitable business organisations.
[image: ]
Figure 1: Number of employees in IKEA Group Worldwide
(Source: Statista, 2022)
The data shows that the revenue of the organisation as of 2021 is Euro 41.9 billion. The IKEA website has more than 12,000 types of goods and products as well as the organisation is responsible for 1% of the total wood consumption worldwide (Jiang et al. 2018). The Covid-19 pandemic situation has hugely hit the supply chain of the organisation which has led to various negative impacts on the organisational development. The disruption in the supply chain cause shortages in the supply of the goods along with consumption shock. Various environmental initiatives and sustainable development goals have helped the organisation in encouraging brand value and impression. The innovative advertisement and marketing along with the use of the internet and modern technology have helped the organisation to become one of the most popular furniture retail industries in the world.

[bookmark: _Toc101467746]Market analysis
A monopoly means a single company is operating in the market and offers unique products or services to the customers. A monopoly market mainly shows the absence of competition and the entire market is controlled by the specific company operating in it. However, the market that is mainly dominated by small suppliers and huge competition exists is known as the oligopoly market. 
IKEA is operating in a monopolistic market where it has implemented DIY ideology and offers unique furniture and consumes less space. Bresnahan and Reiss (1990) argued that although IKEA is operating in a monopoly market, it still faces huge competition in the furniture retail industry. 
 	In a monopolistic competitive market, there is huge pressure from the rivals and therefore product differentiation and innovation are much more significant within this market. Product differentiation helps in making more profit as it attracts more customers through having high prices of goods and services. IKEA makes its product differentiated from other firms by selling self-assembled goods and furniture. This helps in providing a good product at a much cheaper cost. Furthermore, IKEA sells eco-friendly products which are much more in demand in today’s world (IKEA, 2022). The organisation has a very good customer knowledge which helps in providing an effective customer experience and therefore is considered to be a strength for the growth and development of the organisation. The constant innovation and investment in research and development of the products to decrease the cost of the products is also an important factor for effective customer experience and demand. The reputation of the brand and its market presence has made the organisation one of the leading brands with over 600 million customers worldwide (Jurevicius, 2021). A diversified product which ranges from home appliances to kitchen appliances has helped in building a huge market.
In recent times IKEA has been operating in a monopolistic market where the company competes in terms of quality rather than price. IKEA has gained a strong brand image, which has enabled the company to capture the market in the current days. However, various negative publicity of the organisation has led to the downfall of the impression of the brand. The various issues like inappropriate treatment of the employees as well as inappropriate advertisement have caused negative publicity for the organisation. All of these caused a hamper in providing good services and goods to the customers and thus results in decreasing product quality and overall development of the organisation.
 	Expansion in the market and opening of stores in developing countries has provided a new market and growth in the revenue of IKEA (Etukudoh and Joe, 2019). The company operates in many developing countries like India Malaysia, and Indonesia except China. With the advancement of technology and the increase in the use of the internet and online sales platform. The sale of the organisation has increased up to 17% in the United Kingdom and 4% in the USA. With the increase in the number of visitors to the IKEA website, the chance of growth and development in the business is also quite high. An increase in the rate of competition in the market along with an increase in demand is one of the major threats to the organisation. Many other retail organisations like Tesco and ASDA are using the same methods as IKEA by providing quality goods and products at a lower cost. Therefore causes a threat to IKEA in terms of attaining the market share of the organisation (Jurevicius, 2021).
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Figure 2: Net income of INGKA Group (IKEA) 2009-2021
(Source: Statista, 2022)

The innovative furniture styles and the low cost have helped the organisation to get huge recognition within the country as well as through worldwide markets. The adaptation quality of the organisation according to its market structure has helped in gaining popularity and effective brand images, for example in Japan has led to a huge success in the organisation. The development of intercity store locations has also helped the organisation to have a firm hold in the market and thus helped in organisational growth and development.
The growth in the average income of the consumer is one of the leading threats to IKEA as an increase in income leads to people not buying low-cost goods and products which will cause less attraction among people buying products from IKEA.

[bookmark: _Toc101467747]Market structures
IKEA from its inception has been in a monopolistic competitive market structure as its goods that were sold were furniture. Over the years new stores were opened in various parts of the world. The various types of furniture ranging from home to kitchen furnishing became quite popular (Bourny et al. 2020). Furthermore, the low cost of the products has led the business quite successful throughout the world. As there are many similar organisations providing similar products in the market thus IKEA enjoys a monopolistic business organisation and with its constant research and innovation aims at product differentiation and low-cost products (Carlsson, 2019). The Do It Yourself (DIY) scheme of the organisation has made the cost, even more, less as well as provided modern furniture and therefore attracted more and more customers thus creating valued customers worldwide (Bagwell, 2005). There are four major market structures in the economy which are perfect competition, monopoly, oligopoly, and monopolistic competitive market. The perfect competition market is considered to be the ideal type of market in which the consumer, as well as the seller, has full information about the market. In this type of market, there are a large number of producers and consumers competing with each other. Here in this type of market situation homogeneous goods are bought or sold.
Furthermore, the oligopoly market refers to the small number of firms that are interdependent on each other. One of the most important features of an oligopoly market is the interdependence over the decision-making of one firm, as this comprises the whole industry. The high barriers to the entry of the new firms and the exit of the former firms as well as the interdependence of the firms over each other can cause implications for the growth and development of an organisation. The monopoly market refers to the market in which there is a single seller and a large number of buyers. In a monopoly market, the seller sells a unique product and therefore faces no competition in the overall market. In a monopoly market, there are restrictions on entering the market and the organisations tend to be the price makers (OECD, 2015). However, with the passage of time the organisation moves into an oligopoly market as the interdependency over various firms increased with time. As the organisation starts its product differentiation process and increases its range of products from furniture to home appliances and food items. This increases the interdependency among the various firms and therefore leads to the change in the type of firm from a monopolistic competitive market to an oligopoly market. The global furniture industry is one of the fastest-growing industries with a value of over 609.7 billion US dollars in the year 2019. The studies show that Wayfair has the most share over online furniture and is a huge competitor to IKEA. Along with this other competitors includes Bed Bath and Beyond, Walmart, etc (Zhang, 2019). 
[image: Chart: Online Furniture Sales Are Booming | Statista]
Figure 3: Online Furniture sales structure
(Source: Statista, 2019)
Therefore in order to maintain its position in the worldwide market, IKEA launched other products in its business from smartphones, flat-pack houses, rental furniture, solar PV systems, and many more. The previous market structure of IKEA was a monopolistic competitive market as there were many organisations and IKEA only focused on providing stylish furniture at a low cost of price (Hinterhuber and Liozu, 2017). Therefore the innovative style of self-assembling made people more attracted and it was both fashionable as well as cost much lower in comparison to that of other furniture producing firms. However, with the passing of time, the quality starts to decrease as it was not possible to provide a good quality product within a lower amount as well as the competition also increased. Therefore the organisation has to shift from a monopolistic competitive market to an oligopoly market in order to maintain the growth of the organisation as well as to provide good quality goods and products to its customers. Furthermore, the increase in the competition between the organisations also led to a change in the market structure of the organisation. The rise in the average income of the people increases the demand for good quality products and therefore the idea of providing low-cost goods starts to diminish. Therefore in order to cope with the recent trend and good quality products at quality prices is what made the organisation change from a monopolistic competitive market to an oligopoly market in order to sustain itself in the industry.

[bookmark: _Toc101467748]Impact of different market structures

The company operates in a monopoly industry, which has enabled the company to gain a competitive advantage in the current days by setting a low pricing strategy. It enables the company to gain profit margin and offer high quality wooden adjustable products. However, the increase in the rate of competition and the increase in online furniture sales has caused severe damage to the growth and sales of the organisation. As IKEA’s major aim was to provide goods at a low cost. (Hultman et al. 2017) Therefore, the increase in the income of the people and the increase in the use of online marketing systems have caused downward growth in the net income rate of the organisation. Along with this, the Covid-19 pandemic has also caused a huge impact on the overall market of the furniture industry. As the supply chain was badly hampered. This leads to a shortage of raw materials as well as the inability to provide effective services to the customers. The innovation process has a direct impact on productivity as well as unit cost and therefore has a huge impact on the company (Lim and Lee, 2019). The restrictions on the movement of the people also caused huge implications over the downward curve of the organisational net income rate as well. Therefore other than the change in the market structure, there have been several other impacts that have led to a low-income rate for IKEA in the past years. However, the worldwide demand for furniture is expected to grow in the near future. This can have a positive impact on the overall furniture industry as well as IKEA. Other than furniture there are several other products that are now launched by IKEA like smartphones and food products. This has caused a huge impact on the organisation as well as on the different firms on which IKEA is interdependent.
The change in the market structure from a monopolistic competitive market to an oligopoly market while looking at the graphs of the revenue shows a promising future for the organisation. Thus it can be said that the change in the market structure can be more optimal while refereeing to the future trend of the furniture as well as retail industries.

[bookmark: _Toc101467749]Impact of government intervention
Government intervention is good to some extent as it helps in reducing discrimination in the business. Furthermore, government intervention can lead to competition in the market as well as increase economic efficiency. However, a rise in taxes can create a negative impact on the profit maximization of the companies which can lead to a lack of innovation and research among the companies. This can also affect the supply and demand of the goods and thus can cause severe damage to the whole industry (Zamora, 2016). Furthermore, the political choices of an organisation can also cause a serious impact on the growth and development of the organisation. Therefore it is important to have a balance in the intervention by the government as well as the political parties in order to provide an effective market structure that is beneficial for both the industry as well as the common people. It is important to maintain an equilibrium and balance between the demand and supply otherwise increase or lack in a single commodity can give rise to an economic imbalance within the market. Government intervention sometimes leads to surpluses and shortages of the products and services affecting the revenue of the organisation and IKEA might face a loss. 
Limited government intervention is ideal to maintain an effective economic structure.

[bookmark: _Toc101467750]Conclusion 
Based on the above discussion it can be concluded that IKEA being the largest furniture industry worldwide requires to make changes in market structure in order to remain in the industry. From its inception, the organisation uses a monopolistic competitive market structure as there were many other similar companies in the furniture industry. The innovative marketing system and low-cost product, as well as the self-assembling system, have made it attractive among the customers which result in its growth. However, with the increase in its rivals and competitors, IKEA has to move towards an oligopoly market. The impact of different market structures, as well as government intervention, also has caused positive as well as negative outcomes in the organisation’s growth. 


[bookmark: _Toc101467751]Reference
Bagwell, K. (2005) The Economic Analysis of Advertising. Columbia University Discussion Papers No. : 0506-01
Bourny, D., Mirza, D. and Turcu, C., 2020. The Culture-Promotion Effect of Multinationals on Trade: the IKEA case (No. 2794). Orleans Economics Laboratory/Laboratoire d'Economie d'Orleans (LEO), University of Orleans.
Carlsson, M., 2019. Strategic sourcing and category management: Lessons learned at IKEA. Kogan Page Publishers.
IKEA (2022).  Sustainability – caring for people and the planet. [online] Available at: https://about.ikea.com/en/sustainability [Accessed 25 April 2022]
Etukudoh, B. and Joe, E.J.D., 2019. IKEA's challenges and opportunities in Asia. Authorea Preprints.
IKEA (2022).  About us. [online] Available at : https://about.ikea.com/en/about-us [Accessed 27 April 2022]
Bresnahan, T.F. and Reiss, P.C., 1990. Entry in monopoly market. The Review of Economic Studies, 57(4), pp.531-553.
Hinterhuber, A. and Liozu, S.M., 2017. Is innovation in pricing your next source of competitive advantage? 1. In Innovation in pricing (pp. 11-27). Routledge.
Hultman, J., Johansson, U., Wispeler, A. and Wolf, L., 2017. Exploring store format development and its influence on store image and store clientele–the case of IKEA’s development of an inner-city store format. The International Review of Retail, Distribution and Consumer Research, 27(3), pp.227-240.
Jurevicius, O. (2021). IKEA SWOT Analysis - SM Insight. Strategic Management Insight. [online] Available at: https://strategicmanagementinsight.com/swot-analyses/ikea-swot-analysis/. [Accessed 30 April 2022]
Jiang, Y., Jia, F. and Gong, Y., 2018. IKEA: global sourcing and the sustainable leather initiative. International Food and Agribusiness Management Review, 21(5), pp.627-640.
Lim, J. and Lee, K., 2019. Employment effect of innovation under different market structures: Findings from Korean manufacturing firms. Technological Forecasting and Social Change, 146, pp.606-615.
OECD (2015) GENERAL ASSESSMENT OF THE MACROECONOMIC SITUATION. OECD Economic Outlook Volume 2015/1
Statista.com (2019) Online Furniture Sales Are Booming. [online] Available at:   https://www.statista.com/chart/14771/e-commerce-sales-of-furniture/  [Accessed  5 May 2022]
Statista.com (2022) Net income of INGKA Group (IKEA) worldwide from 2009 to 2021 [online] Available at: https://www.statista.com/statistics/241806/gross-income-of-ikea-worldwide/ [Accessed 7 May 2022]
Statista.com (2022) Number of employees of the IKEA Group worldwide from 2013 to 2021. [online] Available at: https://www.statista.com/statistics/241825/number-of-employees-of-the-ikea-group-worldwide-by-function/ [Accessed 7 May 2022]
Zamora, E.A., 2016. Value chain analysis: A brief review. Asian Journal of Innovation and Policy, 5(2), pp.116-128.
Zhang, R., 2019. Consumer Behavior toward Decorative Home Textiles in the US Market. North Carolina State University.




1

image3.jpeg
Online Furniture Sales Are Booming

Estimated e-commerce sales of furniture, homewares and home decor in 2019*
China il

United States 2= e s44.5b
Japan o N $15.7b

South Korea ‘o; [N $8.6b

2 ==
UK Si= I $7.8b - - —
Germany B SRS $7.4b

France i Il I $4.3b T H g

Canada I+ |l $2.4b Worldwide online furniture sales are expected

$79.2b

India == Ml $2.0b to grow at an average annual growth rate of

10.0% between 2019 and 2023, resulting in a
Brazil @2l $1.1b market volume of $289.3 billion in 2023.
Spain &= | $0.9b

Selected countries

*incl. furniture, kitchen and bathroom accessories, kitchens, glass ceramics
@@®®@  &porcelain, antiques, decoration, lamps, lights and bulbs,

@statistacharts  Source: Statista Digital Market Outlook statista®




image1.png
20

0

B

2013 2017 2020





image2.png
4,200

3512
3317 3329

2000 2010 2011 2012 2013 2014 2015

2017 2018

2020 2021




