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[bookmark: _Toc165058163]The Circular and Linear Economy.

The circular economy is a ‘system where materials never become waste and nature is regenerated” (Ellen MacArthur Foundation, 2024). In the circular economy, is based on three principles, eliminate waste and pollution, circulate products and materials and regenerate nature. Within the circular economy materials and products are continuously moving throughout the processes such as maintenance, reuse, refurbishment, remanufacture, recycling and composting. 

Walter Stahel is considered to be the father of the circular economy. He argues that ‘a circular economy would turn goods that are at the end of their service life into resources for others, closing loops in industrial ecosystems and minimizing waste’ (Stahel, 2016).

[image: What is a circular economy? | Ellen MacArthur Foundation]
Image 1 – The circular economy model. (Ellen MacArthur Foundation, 2024)

The linear economy model has been around for centuries, it is based on a desire to produce products and offer services at the lowest price for the consumer. A linear economy is a system where customers by a product, use it and then throw it away. The term linear ‘refers to the straight progression that a product can follow, with a beginning, a middle and an end. There is no thought along the line regarding recycling or reuse’ (Knight, 2023). 

[image: The linear economy-The 'take, make and ...]
Image 2 – The Linear Economy (Wautelet, 2018).

While both models are used to produce products, there are significant differences. The approach of both models varies, as previously discussed linear follows the ‘take-make-waste’ approach while the circular economy follows the 4R’s ‘reduce, reuse, recycle and recover’. They both differ on how value is created and maintained through their business, the linear economy has short term revenues in mind, they focus on profitability by mass production and the lowest price possible to create demand. While the circular model focuses on a long term vision that considers sustainability throughout the entire life of the product. By creating product updates, repair, and regeneration they can achieve a longer life cycle (Contec, 2022). 

The industrial revolution set the tone for the linear economy. It was the first time that goods where able to be mass produced, and many businesses and organisations believed that raw materials and energy were limitless. However, with the rise in global development the environmental effects on the planet became clear. The process is depleting natural resources, contributing significantly to pollution, and exacerbating climate change and air quality issues (Rome Business School, 2023). 

In a circular economy waste becomes the new raw material. Being able to reuse a product time and time again, repairing a broken product or creating something new if it becomes unusable eliminates the need to continue to use the little raw materials that there are left on the planet, reduces the CO2 emissions, and improves the environment. This type of model also can stimulate innovation, new business activity and employment (Government of the Netherlands, 2023). 

The sharing economy refers to the sharing of goods or resources by consumers. It can be separated into four categories, recirculation of goods, increased utilization of durable assets, exchange of services and sharing productive assets (You Matter, 2019). The model has been around for some time, libraries loaning books, multiple businesses sharing a working space and new businesses such as AirBnB are some examples. Sharing their products or services to be used instead of them lying dormant allows them to be used to their full potential. However, use of these services or products can be dependent on memberships or peer to peer interaction. 

The circular economy is primarily about how the products are manufactured, reused, or recycled into new products. The sharing economy is focused on how those products can be used and looked after during their lifespan. An example of both models working together is a customer purchasing a product from a supplier using the circular economy model, if that product then needs repairing, being able to rent or loan a tool from a ‘library’ or the manufacturing company to repair can extended the life span of the product. Similarly, the if the tool becomes damaged or no longer fit for purpose the manufacturers can recycle into another product that can be used within the business. Those examples show how the circular and sharing economy models can work together. 

The sharing economy’s growth is linked to the development of the internet and technology. Technology has made it easier for people with unwanted goods or services to find people who need them. It has become a the ‘fuel’ for the growth of the sharing economy. By giving consumers access over ownership of products it forces the manufacturers to create a longer lasting and more efficient product that are able to be repaired and reused over time. 
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For this investigation I will be investigating Ikea and how they have taken the model of a circular economy and implemented it into their organisation. ‘The circular economy is one of three focus areas in IKEA’s sustainability strategy, People and Planet Positive (Ellen MacArthur Foundation, 2024).

[bookmark: _Toc165058165]Brief history of IKEA
IKEA was founded by Ingvar Kamprad in 1943, when he was only seventeen years old. Fr4om his home in Smaland in Sweden he sold products such as pens and wallets. Once he completed school he was given a small sum of money from his father which he used to start up the company, and in 1948 he began selling furniture. The focus of the company was to provide the best price but not at the expense of the quality. The business plan included shipping the products directly from the factory, but in 1953, IKEA adopted to supply ‘flatpack furniture’ in order to keep their delivery and manufacturing costs down. 

[bookmark: _Toc165058166]Credentials of IKEA.
IKEA’s driving force is to offer products at a low price and good quality. They work on a design that has five dimensions, price, quality, function, form, and sustainability. This concept of democratic design was launched officially in 1995 at the Milan Furniture Fair and since then had been the tool that they use to develop and evaluate products (IKEA, 2024).

Ikea have been working in partnership with the World Wild Fund for over twenty years to ‘protect and responsibly manage natural resources and improve livelihoods around the world, as well as take a holistic approach to biodiversity, climate change, forest landscapes, water stewardship and cotton’ (IKEA, 2023).

IKEA have an ambition to ‘become a circular business built on renewable energy and regenerative resources by 2030’ (IKEA, 2020). To achieve this goal, they have a clear approach, make more from less and enable the company to reduce their waste and become more efficient. They are adapting their existing business model to by following the four pillars of sustainability reduce, reuse, recycle and recover.  They have set themselves a set of goals to achieve their ambition. Those goals are;
· ‘To enable our customers to acquire, care for, and pass on products in circular ways.
· To design every product from the very beginning to be reused, refurbished, remanufactured, and finally recycled.
· To only use renewable and recyclable materials.
· To advocate, collaborate and form business partnerships to promote a circular economy.’
(IKEA, 2024)

The company have been working towards becoming a circular business for many years. Some of the initiatives they have introduced include;
· Developing circular design principles on every product they sell, with aims set out that every item they produce will be a circular product by 2030.
· Offer the option to purchase spare part and fittings to enable the reuse of their products. 
· Collecting their packaging materials and reusing as well as upcycling into more valuable products.
· Replaced all wooden pallets with paper pallets for shipments, and cutting their CO2 emissions as there is now no need to return the empty wooden pallets. 
· Working with other organisations to advance the circular economy movement. 
(IKEA, 2020).

In 2020, IKEA took one step further to become a circular business by opening their first second hand pop up store in Sweden. Within the store they sell furniture and home furnishing accessories that for one reason or another are unwanted or damaged. Staff at the store will repair or refresh the products enabling them to be purchased and to be given a second chance at a new home rather than being sent to landfill. The pop up store is a part of IKEA’s plan to develop their circular business model to continue to make their business profitable in the future. These pop up stores also allow IKEA to test their theories on their sustainable initiatives before implementing them into their stores. 

In 2021, IKEA in the United Kingdom launched their ‘buy back’ service. Originally set to be launched in 2020 but held up due to the coronavirus pandemic, allows IKEA customers to sell their old furniture back to the company for up to £250 in IKEA vouchers. It is part of the companies promise to become a ‘fully circular and climate positive business by 2030’ (Ng, 2021). The items purchased by IKEA as part of the scheme are then resold at IKEA’s Circular Hubs, and online through the platform Gumtree at lower prices. They have also launched a new trial in four stores in the UK, ‘Pre-Loved Labels’. These labels can be added to the products purchased through the buy back service, which allows the new customers to see the history of the product. Research carried out by IKEA, shows that there is a large demand for second hand furniture. 32% of customers say they would purchase to extend the lifecycle of the product and 35% like the option of the ‘pre loved label’ (Ng, 2021).
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[bookmark: _Toc165058168]Challenges facing IKEA.
Like many other companies trying to implement a circular economy model, there are challenges that IKEA can or are currently facing. Transitions towards a circular economy require a large investment and changes in all areas in the business. Many customers are attracted to the linear model, in large part to the overall price. Linear models supply the market demand, they produce products quickly and at a high volume which overall can give customers a lower price. Many consumers would prefer to buy a cheaper product, and it also comes down to routine. People are creatures of habit, research shows that ‘52% of customers go out of their way to purchase from brands that they are loyal to’ (Gandhi, 2024). Customers are relucent to change, in order to persuade them to change to a circular business, education on new products before their release is paramount. Organisations need to create a balance between what they are trying to achieve and how they intended on achieving it. 
[bookmark: _Toc165058169]SWOT Analysis.
Below is a SWOT analysis created from the research conducted into IKEA. 
	STRENGTHS
	WEAKNESSES

	· Strong global brand 
· Strong concept offering wide range of well designed, functional products at low prices.
· Democratic design.
· Increasing use of renewable materials.
· Sourcing materials close to supply chain.

	· Size of business could be difficult to control standards.
· Need for low cost products, needs to be balanced against quality.
· High operating expenses. 
· Low focus on customised products.
· Store locations limited. 

	OPPORTUNTIES
	THREATS

	· Growing demand for ‘greener’ products.
· Growing demand for lower cost products. 
· Expansion into other markets.
· Further investment in sustainability
	· Increasing competition from other brands.
· Changes in consumer preferences.
· Supply chain issues.
· Logistical disruptions.



[bookmark: _Toc165058170]Priority of challenges.
[bookmark: _Toc165058171]Growing demand for lower cost products.
People are redefining how they use their homes. They are now not only somewhere we relax at the end of the day. They have become workplaces, schools, and even childcare facilities, and in turn people are looking for affordable products to furnish them. They are now becoming multifunctional spaces; certain areas need to coexist with the traditional home. Being able to use furniture to organise and keep a home tidy is paramount.  
[bookmark: _Toc165058172]Supply chain issues.
Like many other companies since the Covid 19 pandemic, there have been many issues with supply chains. To enable IKEA to continue to supply the customers with products, creating a risk management plan with a realistic contingency plan in place to deal with any issues they can’t control they could possibly reduce the impact on the company. Also, if possible having a backup of inventory, a buffer, could be another option. However, this will come at a cost of warehouse storage, but it would allow the company to meet demand without raising prices. 
[bookmark: _Toc165058173]Increasing competition from other brands.
There has been an increase in competition for IKEA from brands such as Argos, B&Q and John Lewis. All these companies supply similar products to IKEA and some offer competitive pricing, however IKEA’s approach to design, manufacturing and distribution allows it to continue to maintain low costs and continually pass those savings onto the customers. If they continue to follow their plan putting an emphasis on affordability, sustainability, and design they can continue to be a leader withing their industry. 






[bookmark: _Toc165053789][bookmark: _Toc165058174]Conclusion

The circular economy is a model of production and consumption that is based on three principles, eliminate waste and pollution, circulate products and materials and regenerate nature.  Using this model businesses are focusing on resource efficiency and reducing waste and can tackle environmental issues while providing economic benefits to their customers. 
By 2030, they are aiming to only be using renewable and recycled materials and to reduce their total climate footprint by an average of 70% per product (IKEA, 2024). If IKEA can continue on the path they are on within the circular economy they could become a leader within the circular business development movement. 
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