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[bookmark: _Toc111497233]Company Description
	This paper is constructed to apply the theoretical knowledge of market structure and concentration in understanding practical scenarios. In order to do so, the company IKEA has been chosen, which is operating in the retail furniture industry. Founded in the year 1943 in Sweden, the company presently has a global presence and its operational domain is spread to ready-to-assemble furniture, kitchen appliances and home accessories. Initially, this company was holding a good share in the market but eventually since 2008, its global reach has expanded to the highest (Sund et al. 2020). Their products are diversified into several areas but for the sake of this analysis, modern design pieces of furniture are getting selected. This company has expertise also in the segment of interior design which can be labelled as minimalist styling. In order to compete with other brands and gain an upper hand in the industry, this company has selected the marketing strategies of cost control and lower prices. Additionally, product differentiation is another valuable strategy that gets followed by this firm.
	Currently, the global presence of this company is comprised of several countries like Europe, the Middle East, North Africa, East Asia, India, Southeast Asia, Oceania, North America and South America. If the total number of IKEA store outlets is to be compared then as of the 2022 data, this company has 473 stores in a total of 64 markets (ikea 2022). In 2021, the revenue of this company was calculated to be 40 billion euros. The revenue accumulation by this company is consistently on the rise despite a low pricing strategy. The reason behind this is, that the company with its Scandinavian styling furniture and easy-to-assemble home appliances has increased its global sales over the past decades. Just during the covid-19 pandemic, 2020 people were not in the need of new furniture and this company experienced a decline in its sales, which decreased its revenue accumulation to 39.6 billion euros (statista 2022).
[bookmark: _Toc111497234]Market Structure Analysis
IKEA is known as the giant retail furniture chain not only in Sweden but also in the global market (Burt et al. 2021). In fact, market share data has depicted that in several global markets this company owns higher share than it does in its host country. Due to this reason, the market structure of this firm faces several debates. In the study of economics, market structure refers to the competition level of the industry. Typically, the market structure and competition are divided into two parts, namely perfect competition and imperfect competition (Kroft et al. 2020). As the name suggests, perfect competition is a market structure where the operations are perfectly constructed with a huge base of both consumers and producers. Along with it, this Market has no barriers to entering and all the participants have perfect information about the homogeneous products getting sold. On the other hand, in imperfect competition, the information is imperfect as well as the number of operating firms. Imperfect competition is sub-segregated into monopoly, oligopoly and monopolistic. As per looking at the structure of the furniture retail industry where IKEA operates, it can be labelled as imperfect competition because the participant numbers are countable (Poletti and Wright 2020). However, as mentioned there are several debates on the exact structure and this is the reason all the imperfect market structure needs illustration. In a monopoly market, there is only one firm which provides unique goods and services and the consumers have to accept the price as it is. In monopolistic market competition, the number of firms is many that sell slightly differentiated products. The barriers to entry in this market are not much and the firms singlehandedly cannot take a decision, but every firm has its own market power which earns them supernormal profit. Finally, comes the oligopolistic market structure in which there are a few countable numbers of firms who sell slightly differentiated products and every firm has a considerably large amount of market share. In this specific market structure, the competition is not on profit or revenue accumulation. Rather, the firms are more focused on the market concentration and their shares.
Retail industry and specifically furniture retail can never be a monopoly market. However, a group of marketing experts argued that any retail industry is considered an oligopolistic competition (Naimi-Sadigh Chaharsooghi and Mozafari 2021). It is true that all of the characteristics of oligopolistic competition align with IKEA and the furniture industry, there is only one difference. That is, the barriers to entry in the furniture industry are relatively low. The capital required to enter this market is not much and anyone can enter the market and promote their product with a suitable marketing strategy. The difference between IKEA and other firms is it has a higher reach and its products are of better quality which the company has promoted through marketing campaigns. Thus, the furniture store market where IKEA is operating is a monopolistic competition and each firm earns a supernormal profit and the market power is divided between them (Nozharov 2019). There are a large number of firms that have acquired the main market shares and all of them sell slightly differentiated retail furniture commodities and the barriers to entry are fewer. This market structure can be well explained through the help of data graphs and tables.


(statista 2022)
	The data on the Sweden furniture retail market retrieved from the year 2021 has shown that in Sweden, JYSK AB holds the highest market share and IKEA has 5% share which makes it one of the leading firms (statista 2022). Furthermore, IKEA also operates under Ingka Services AB and hence it has a significant market share under this company (7%) also. The above pie chart shows the monopolistic market structure and concentration in the Sweden furniture industry as per the shares each company holds. Most importantly, the total number of furniture enterprises operating there is 2319 (tmf.se 2021). Hence, it can be said that this market follows a monopolistic structure and the concentration is on the lower side.
	Following is the global reach of this company which shows outside of its domestic border the company has a higher reach, which means not only in Sweden the company has a high hold on the market but also in the international market the firm despite being a monopolist has its high hold in several regions (statista 2022). This means there might be several local shops that sell furniture but IKEA and its products can be well differentiated from its competitors.

(statista 2022)
[bookmark: _Toc111497235]Different Market Structure
	Sometimes it is witnessed that the market structure of the industry changes over time. Due to lessened competition, some firms leave the market and the market concentration increases. Or some other times due to new firms entering in the market the competition starts to tilt more towards perfect competition. In the analysis of economics with the evidence of empirical data, this change can be witnessed. Now the debate is whether the same occurred in the retail furniture industry where IKEA operates. In the study of economics and market structure, it is often argued that an oligopolistic industry can turn into a monopolistic industry when new entrants overcome the entry barriers (Suripto, Wulandari and Abasimi 2022). Then, from a monopolistic competition, the industry turns into perfect competition. Presently, the furniture market operates as a monopolistic market and if its operation is linked with the theoretical underpinning then it can be said that it is not likely that perfect competition can turn into a monopolistic competition. It is true that exceptions are there, but the furniture market is not such an exception. Hence, the debate here is surrounded that if the furniture industry was once an oligopoly or not and if IKEA was operational in a different market structure when it first emerged.
	As mentioned above, IKEA started its journey in the year 1943 and within a few years, it became successful in its operational dynamics as well as became a threat to its competitors (Mishra, Raj and Karuna 2019). Back then there was a lesser number of firms in this industry. More specifically, previously most of the furniture stores were local stores that were not in the leading competition league with the major firms. During 1950 the major companies back then partook in seasonal furniture exhibitions. IKEA to gain upper hand in the market started to partake in these exhibitions and decreased the price to a lower level. This created a competitive edge between the leading companies. It was basically the market penetration strategy of IKEA to sell high-quality products at a lower price. Thus, the other companies started price war and IKEA was boycotted (ikeamuseum n.d.). Since then, this company stood out and despite all the obstacles successfully created its dominance globally. From this discussion, it can be understood that for other firms to boycott IKEA altogether, the total number of firms were ought to be less. This creates the debate on whether it was an oligopolistic market or not. However, back then also the number of major firms would have been less but the total number of operating units was huge that sold slightly differentiated products and anyone could enter the market with the capital requirement. Thus, the market structure was still monopolistic. However, the difference between the present and past market structure is in market concentration. Previously, there were a lesser number of firms in the industry and thus the difference in the market structure was that the Swedish furniture market operated with a much higher market concentration. As the number of firms was less each existing firm used to enjoy higher market shares than the present, which means the competitiveness was lesser compared to the present condition (Crouzet and Eberly 2019).
	There is no clear indication that the market structure was different for IKEA. More specifically, there is no evidence if the furniture market was an oligopoly or not. However, in order to be oligopolistic, the concentration was supposed to be higher which if pieces of evidence are compared was true for IKEA. Still, as mentioned above, the differentiation is done in terms of market barriers. In the past also the barriers to entry into the furniture industry were not much because local stores were also able to set up their businesses (Abu et al. 2019). Although it is true those stores were not in prime competition with the leading firms, the competitiveness was lower and the HHI index which calculated the market concentration was higher than now. Moreover, due to e-retailing development over the years, more firms could enter the market through the merchant platforms and the concentration lessened and the monopolistic market became more open. At present, it can be said that the market is in the process of becoming a perfect competition. Experts are arguing that in the future the competitiveness in the industry will further accelerate.
[bookmark: _Toc111497236]Nature of the industry in which the firm operates
[bookmark: _Toc111321303][bookmark: _Toc111497237]Optimality of IKEA in a different market concentration
It is very much debatable if operating in a more concentrated market was more optimal for IKEA or not. Typically, in the theoretical underpinning of economics, the optimal situation is when the market structure turns towards a more perfectly competitive one. Hence, the debate is on the optimality of IKEA when previously despite being a monopolistic firm it had a higher concentration in the market as well as high dominance over the other firms through product differentiation. Furthermore, being a globally successful brand, the company can sell eco-friendly and sustainable products at a lower price than its competitors (Miller and Smith 2021). Market reports signify that IKEA has created a market effect in its operational dynamics. In the regions where this firm is operational, the labour wages are higher compared to other major furniture firms and the product prices are lower compared to other retail entities as already mentioned. Using these two prime market accumulation strategies the firm acquired a higher hold in the market. Thus, it can be said that the lesser the number of firms and the higher the concentration, IKEA gains the upper hand in reducing the prices as there is not much competition.

(inter.ikea 2021)
	The above diagram shows the retail saes of IKEA from the year 2016 to 2021 (inter.ikea 2021). This report belongs to the Inter IKEA group which is a franchise business that assembled several other companies under the parental wing of IKEA. As per these statistics, the sales are consistently increasing at a higher rate. However, this paper argues that the previous market concentration was better for this company because only the parental company with a limited number of resources brought major changes into the market. If the brand’s history is witnessed then it can be said that the success and growth in the previous period were much higher compared to the present and although currently, this company is thriving from the global perspective, the growth occurred during the past (about.ikea n.d.). Hence, the past market concentration where the competitiveness was less was more optimal for IKEA. Finally, it is also said from the contextual background of economics that the more a monopolistic competition moves towards a perfect competition with lessened concentration, the more it has a chance of acquiring normal profit rather than supernormal profits.
[bookmark: _Toc111321304][bookmark: _Toc111497238]Government intervention
When the assessing factor is focused on whether the government intervention in a market, that is determinedly monopolistic then the situation needs to be analysed from the society’s perspective. In the study of economics, it is argued that the driving forces of demand and supply bring a market to its optimal situation. However, there are several instances when the factors are not sufficient and the driving forces cannot bring in the optimal solution for every participant and the government has to intervene to bring in social welfare (Cohen and Cavoli 2019). For instance, in the example of this report, IKEA is preferring a situation where the competitiveness in the market is lower and the concentration is higher. Situations like this can be categorized as the exploitation of market power by the bigger firms in the monopolistic market because, in monopolistic competition, supply-demand does not determine the final prices, rather firms are the price determinant. In a typical monopolistic market where IKEA operates, product differentiation is done by advertisement on quality (Moghavvemi, Lee and Lee 2018). Hence, the demand is inelastic for these commodities. If one firm increases the price the demand will be switched to the second-best alternatives. Similarly, when a firm decreases the price, the market demand will be tilted to that firm only. In a contextual background as such government intervention is essential. The main agenda here is to promote competition in the market and maximize total welfare (Producer Surplus + Consumer Surplus) because while lowering the price, the producers lose on their surpluses or their market dominance decreases the consumers’ surpluses. Another essential part of government intervention is in the areas of allocative efficiency and production efficiency (Asghar et al. 2018). As the names suggest, allocative efficiency is the situation when the market is at efficiency and all the goods and services are optimally distributed among the consumers. This happens when the price is equal to MC. On the other hand, productive efficiency is a situation where the firms in the market can produce the highest number of products with available resources. Both of these situations are not present in monopolistic market competition (as P > MC) and hence the government can intervene to bring in the same. In monopolistic competition, the government can initiate antitrust laws to increase the competition and tilt the market more towards perfect competition. Hence, this report suggests that to discourage the sense of optimality for companies like IKEA during high monopolistic concentration, government intervention will be required on a higher level.
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Global Market Share of IKEA
market share	
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Retail Sales of IKEA (in billion Euros)
Retail Sales (in billion Euros)	2016	2017	2018	2019	2020	2021	36.4	38.299999999999997	38.799999999999997	41.3	39.6	41.9	Years
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Market concentration in SWEDEN FURNITURE INDUSTRY




















JYSK AB	Ellos AB	Ingka Services AB	Home Furnishing Nordic AB	Kinnarps AB	Mio Forsaljning AB	Royal Desing Group AB	Nobia Production AB	BRO Mobler Aktiebolag	IKEA Industry AB	Ballingslov	ITX Sverige	Aktiebolaget Gyllensvaans	Hilding Anders Sweden AB	Vedum KOK och Bad Aktiebolag	SOVA AB	Flokk AB	Elfa Sweden Aktiebolag	Kinnarps Sverige Forsaljning AB	Salijisten Akyiebolag	4459	2500	1912	1855	1803	1576	1354	1285	1269	1215	1056	981	869	802	765	749	654	623	594	504	
