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                                                 ABSTRACT 

IKEA is the world’s largest furniture retailer since 2008. It has its world wide 

operations across the continents. Bein gin the furniture industry the 

organization has prove its operational efficiency in furniture industry. This 

case study is all abot the IKEA’s stores operations in Beijing, China, making 

an analysis with the support of Micheal Porter Vakue Chain.  
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INTRODUCTION 

KEA is the world’s largest furniture retailer since 2008 which produced 

modernist and eco-friendly simplicity designed with good quality assurance 

and cheaper price of ready-to-assemble furniture, kitchen appliances and 

home accessories. This largest Sweden furniture retailer was established by 

Ingvar Kamprad in 1943 with the concept of simple, affordable flat-pack 

furniture, designed, distributed and sold in-house. In 1960s, IKEA started its 

expansion to European market such as Denmark, Germany and Norway and 

received positive attention from the customers. In 1998, IKEA started to enter 

China’s market and established the first IKEA’s store in Beijing. Currently, 

IKEA has owned 27 IKEA stores in China (IKEA, n.d.). Table below shows 27 

stores location in China (IKEA, n.d.). 

Table 1: Location of IKEA’s 27 stores in China 

Beijing Siyuanqiao Guangzhou Tianhe Store Shanghai Xuhui 

Beijing Wukesong Experience 

Center 

Hangzhou Store Shenyang Store 

Beijing Xihongmen Harbin Shenzhen Store 

Chengdu Chenghua Store Jinan Store Suzhou Store 

Chengdu Gaoxin Store Nanjing Store Tianjin Dongli Store 

Chongqing Store Nantong Store Wuhan Store 

Dalian Store Ningbo Store Wuxi Store 

Foshan Store Shanghai Baoshan Xi’an Store 

Guangzhou Panyu Store Shanghai Beicai Xuzhou Store 
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Michael Porter’s Five Forces 

 

Figure 1  

Michael Porter’s Five Forces 

Bargaining Power of Suppliers 
 

The bargaining power of suppliers is consisted as low for IKEA China because 

of two factors. Firstly, the industry sector in China is very competitive, there 

are around thousands of manufacturers and suppliers in China’s market, also 

due to IKEA is a very famous brand, they are many suppliers wish to 

cooperate with IKEA. Currently there are around 350 local suppliers 

cooperate with IKEA China, if the current suppliers cannot give the ask price 

from IKEA China, IKEA China can switch to another 700 suppliers in the 

market.  Secondly, since the suppliers in the market do not own a special 

product, service or raw material, it causes almost all the suppliers provide the 

same product within the market. Therefore, IKEA China can easily switch to 

other suppliers to achieve the lowest price as they want. 

Bargaining Power of Buyers 
 

Bargaining power of buyer in China is high. When analysing the buyers’ 

power, it is all about “how easy it is for buyers to drive prices down”. This is 

determined by a number of buyers, number of substitutes, buyer sensitivity 

to price and the cost to the buyer to switch from your brand to another. First, 

the number of buyers in this industry is low as the main consumers group 

focus on 25-35 years old, and the population of age 25-35 is around 23 million 

in China. This group of consumers are married or just married, and they are 

having the needs to purchase or upgrade their furniture. Second, if the 
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number of substitutes is high, the bargaining power of buyer is high. They can 

easily look for better products elsewhere if you failed to fulfil their needs. 

Third, China consumers always expect high quality but low price when 

coming to purchase, this make them become sensitive to the price and forced 

retailers to become more competitive in pricing to attract customers. Last, the 

cost to switch brand is low in this industry because it will not cost you much 

in changing brand.  

Besides, China has now become the world’s largest furniture production base 

and exporter. The total sales of China furniture-manufacturing enterprises are 

RMB905.6 billion. According to information released by the China National 

Furniture Association (CNFA), there are 49 furniture-manufacturing clusters 

in China covering the six regions of the Pearl River Delta (PRD), Yangtze River 

Delta (YRD), Bohai Rim, northeast China, central China and western China. 

 

Figure 2 

Furniture production base  

The market is intensively competitive, and customers have wide choice 

between many firms and manufacturers such as QM, Red Apple, Landbond, 
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QuanU, Hanfeier etc. These factors show the high bargaining power of buyer 

in China. 

Threat of Substitute 
 

IKEA’s threat of substitute is high in China due to three factors. One of the 

factors is the counterfeit issue which is commonly happened in China. There 

are some Chinese local competitors which copied the design and store 

experience of IKEA. For instance, the pirated IKEA, 11 Furniture, copied 

IKEA’s iconic features such as blue and yellow scheme, mock-up rooms, 

miniature pencils, signage and rocking chair design. Even the design of 

cafeteria is similar with IKEA, but the menu features are served in Chinese-

style dishes (Lee, 2011). The pirated IKEA stores sell the furniture in similar 

design but in cheaper price compare to IKEA may become customers’ 

substitution choices.  

In addition, IKEA usually sells modern and western style design of furniture 

which may not fulfill the Chinese market. Most of the elder prefer Chinese 

style furniture rather than IKEA style furniture. Thus, the consumers’ 

preferences can be easily substituted by other furniture style. Moreover, the 

customers’ switching cost is low which may cause they can easily find the 

substitution in the market. There are lots of choices in the market for them to 

choose either western or Chinese style furniture. The e-commerce platform 

also provides various type of furniture with lower price and it may attract the 

customers to switch their preferences.  

Threat of Market Entry 

The threat of market entry is high. The required initial capital is not very high, 

so many people are able to entry in. The amount of furniture enterprises in 

China with annual sales over 20 million Chinese Yuan or 12 million Ringgit 

Malaysia in 2015 is 5,290 (Intelligence Research, 2017) and in 2018 is 6,300 

(Askci Corporation, 2019). In other words, it has increased 1000 or 19% in the 

past three years.  And from 2006 to 2017, the average growth rate is about 17% 

(FX168, 2018) and as the estimation, the growth rate of this market is about 

10% per year in the future (Chinabaogao, 2018). The market is with great 

potential which would attract investors to intensify competition. 

Competitor Rivalry 
 

The competitor rivalry of Ikea in China is high. As IKEA has been late when 

they entered the China’s market, so by the time they enter China market, there 
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already had been numerous numbers of competitor in China, which included 

small retailer, and both local and foreign furniture manufacturers. For 

example, B&G, a British DIY furniture manufacturer that has several stores in 

China and Hola, a brand from Taiwan. Both manufacturers have been 

regarded as the rival of IKEA in the furniture industry of China. Local retailers 

which exist in China can easily imitate IKEA’s concept and design. Apart from 

this, IKEA also encounters threat from online and e-commerce platform 

competitor. Taobao (Chinese Online Shopping Website) in China has 

provided similar products with similar quality but lower price. Thus, the 

competition of IKEA among the furniture industry is high, as IKEA need to 

act to compete with the competitors in terms of pricing and advertising.  

Table 2: Micheal Porter Value chain Analysis  

Micheal Porter Value chain Analysis – summary  

Bargaining 

power of 

customers 

High 

• Competitive is intense 

• Wide choice of alternative options (曲美，红苹果，

韩菲尔，全友，联邦, 嘉宜美) 

• Low switching cost 

Bargaining 

power of 

suppliers 

Low 

• Sector is very competitive in China 

• Thousands of manufacturers/suppliers in China’s 

market → Switch to other supplier 

• Famous brand → Many suppliers wish to 

cooperate with IKEA 

Threat of market 

entry  

High 

• The required initial capital is not very high 

(Companies: 2015 = 5290; 2018 = 6300)  

• Market with great potential attracts investors to 

intensify competitions 

 (Average growth rate: 2006~2017 ≈ 17%; estimation of 

2018~2022 ≈ 10%)  

Threat of 

substitutes 

High 

• Piracy of IKEA's furniture from local competitors 

• Modern and western style designed furniture 

• Infancy IKEA online store 
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Intensity of 

rivalry 

High 

• Numerous of small retailers, foreign or local 

furniture manufacturers.  

• B&G (British DIY furniture manufacturer), Hola 

(Taiwan) 

• Taobao (E-commerce platform and 

online competitor)  

• Have price competition and advertising battles. 

 

SUGGESTIONS 

Based on the analysis from the Michael Porter’s Five Forces, we suggest China 

IKEA to have a horizontal integration with Lianjia. Lianjia is a property agent 

company which provided the business including rental, new-housing, 

second-hand housing and overseas real estate. One of the online property 

portals, ke.com which under Lianjia, positioning in a technology-driven 

quality residential service platform. They have the technology of virtual 

reality (VR) service experience in room viewing, room touring and 

introducing. The advantage of VR service experience is customers can have 

house viewing everywhere and anytime (Wikipedia, 2018).  

When IKEA has the horizontal integration with Lianjia, the furniture for the 

showhouse can be provided by IKEA as one of the attractive selling points to 

young customers. If the customers are satisfying with the impressive 

decoration and magnificent design, they can directly buy the property with 

the full furniture set.  

Table 3: Advantages and disadvantages of horizontal integration 

Advantages of Horizontal 

Integration 

Disadvantages of Horizontal Integration 

Increase Customer Base Wrong Synergies 

Reduced Competition Reduced Flexibility 

Increase differentiation   
 

The advantages of horizontal integration included increase customer base. By 

integrating horizontally gives IKEA with a broader access to different 

unreached markets, which may result in an increase in demand of their 

furniture product. Besides, it reduced competition imperceptibly. The 

combination of IKEA and Lianjia can consolidate the market by causing fewer 

companies operating in the industry and less intense competition. And yet, 
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the showhouse services did not provided by other furniture companies so far. 

Moreover, the horizontal integration between IKEA and Lianjian can 

increased differentiation as the combined company can offer more product or 

service features. For example, people will discern the IKEA’s furniture easily 

with other furniture brands when IKEA launched furnitures in the Lianjia’s 

property showhouse. 

The disadvantages of horizontal integration included wrong synergies and 

reduced flexibility. Wrong synergies occur when both companies failed to 

materialize the anticipated gain because they do not focus adequately on 

creating corporate synergy before the integration, which resulting value 

destroyed as the expected synergies failed to materialize. The other 

disadvantages of this strategy may result in reduced flexibility. This is 

because IKEA and Lianjian are classified as large organizations, large 

organizations are often hard to manage, and they are less flexible in 

introducing innovations to the market. 

CONCLUSION 

Based on the Michael Porter’s Five Forces analysis, we can concluded that 

only IKEA’s bargaining power of suppliers is low, while the other four forces 

are high, which are the threat of substitute, the threat of market entry, 

bargaining power of buyer and the competitor rivalry. Thus, horizontal 

integration is suggested to IKEA especially with Lianjia, an online property 

portal. Based on this suggestion, there are several advantages and 

disadvantages of IKEA having integration with Lianjia which advantages are 

having a broader access to different unreached markets, consolidate market 

and increased differentiation of IKEA in China market and disadvantages like 

wrong synergies and reduced flexibility may occurred. So, IKEA should make 

effort to improve those disadvantages while having integration in order to 

gain success and advantages of a success horizontal integration with Lianjia. 
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