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[bookmark: _Toc521146789]Executive Summary
This report sheds light on how a company can ensure better customer experience by enhancing the company’s ability to maximize the value that they offer to their customers. The report displays the value chain model of Starbucks and analyses Starbucks’ techniques of increasing customer loyalty and advocacy by redefining the customer touch points. The customer value delivery framework further highlights the delivery quality of Starbucks, their customer intimacy skill and their ability to learn more about their customers. The report also sheds light on how quality control can enhance customer value and how Starbucks has been able to maximize customer value by ensuring quality sourcing to quality serving everyday across their thousands of stores worldwide. Finally the report shows the benefits and challenges of maintaining good customer relationship by analysing Starbucks’ ability to get, keep and grow loyal customer base.
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[bookmark: _Toc521146790]Introduction
Understanding what customer wants and providing them those things better than the competitors is the prerequisite of success for any organization (Imhoff, Loftis and Geiger, 2011). Companies who provide more values for the customers are usually the ones who make the most profit. Services Company as customers directly interact with the business and are can easily judge what they get and how they get. This is why Coffee chains like Starbucks put great emphasis in understanding customer needs and catering services for their ultimate satisfaction. Understanding customer value and ways of managing customer relationship definitely assists a company to better design value offering and customer interaction points through which the company can successfully nurture long term relationship with their customer base (Buttle, 2015). This is where the application of CRM further assists Starbucks in managing better customer relationship through their loyalty programs. How companies develops their CRM framework and provide more values to their customers based on their CRM techniques somewhat determine the strength of their bonding with their customers.












[bookmark: _Toc521146791]Critical analysis of the factors that influence Starbucks’ ability to maximise customer value

Companies compete with each other to create and deliver more values to customers. Customer value is the difference between the benefit customer gets from a product and the cost customer has to pay for acquiring it. The benefit can be derived from purchasing a product, signing up to a service, visiting a place or voting for someone. On the other hand, the cost can be of monetary or the time customer spends into acquiring a benefit or customer’s psychic cost involving physical and mental stress (Jobber and Ellis-Chadwick, 2016). The fundamental idea of Marketing is to create, communicate and delivers value to customers (Kotler and Armstrong, 2012). Thus a coffee shop creates value by producing coffee from coffee beans, communicate about the superior coffee quality by undertaking advertising and delivers coffee experience in the form of ready to drink coffee and cozy restaurant ambiance. Company’s sourcing, operations, sales, marketing and support activities all contribute to the creation of value.
These things also contribute to how customers perceive the company and their values. Customers tend to compare their perceived value of a product or service with similar products and services offered by competing companies. Customer’s perceived value can vary significantly based on what individual customer desires to get from a product or service (Kotler and Armstrong, 2012). Thus a customer might value the quick food delivery of a fast food retailer or the soothing ambiance of a restaurant before selecting an eatery. It is thus compulsory for companies to understand which values they can satisfy the best and position their business accordingly targeting the appropriate group of customers. Customer value delivery cycle involves steps through which a company can successfully tap into a customer segment with superior value offering. 



The steps are - 
· Step 1 – Company must understand what drives value for their customers by capturing customer data.
· Step 2 – Understanding company’s value proposition by analyzing the benefits and cost perceived by customers
· Step 3 – Selecting customer segments for which the company can create more value relative to competitors 
· Step 4 – Set a win-win price considering customer’s interest and company’s profit in mind
· Step 5 - Finally, focusing investment on company’s most valuable customers.
Successful value delivery is possible only when the company understands customer profile, market opportunities, competitor’s offering and select the most appropriate avenue for communicating the value (TVC, Banners, Digital Marketing etc.) and finally after listening to customer’s opinions about the value proposition (Marshall and Johnston, 2014). However, various factors influence company’s ability to create value and deliver value to the customers. It involves 
Starbucks is a world renowned coffee chain shop that operates in more than 75 countries and serves around 60 million customers from their 24,000 retail stores that they operate directly. Starbucks is famous for creating customer value in a way that no other coffee chains have ever created before. From procuring the best quality coffee beans from Latin American and African countries to hiring the friendliest groups of Baristas to strategically establishing Starbucks stores in the busy urban localities to offering customers a complete coffee consuming experience, Starbucks has mastered the art of value delivery. There are various factors that affect Starbucks’ ability to offer maximize value to its customer (Starbucks, 2018).



Quality Control and Standards
Quality control is an integral part of customer value for any organization. Maximizing customer value begins with offering customers with superior benefits (Sharp, 2013). Quality control makes a firm stands out among competitors in terms of production efficiency and service delivery method. Starbucks use various control plans and product specifications tools and techniques to ensure high quality. Quality control must be implemented at various stages of the Value Chain Network. 
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[bookmark: _Toc521146394][bookmark: _Toc521146795]Figure 1- Value Delivery Network of Starbucks (Sharp, 2013)

Value delivery at Starbucks starts from setting superior quality standard.
· Procuring ingredients locally – Starbucks procures raw ingredients like Milk, sugar, cream and other coffee additives from local suppliers and thus develop a strong community relationship with local people where it operates . It helps the company to get fresh supplies that are of high standard (supplychain247, 2018).
· Centralized Manufacturing – For managing Supply chain and logistics network, Starbucks uses centralized distribution centers located in 9 areas of the world from where they supply 500 million pounds of roasted beans to its 24,000 retail points across the continents. Thus Starbucks enjoy more control over the quality of their beans. 
· The Starbucks Experience – Starbucks has developed a ‘Coffee Lifestyle’ where drinking coffee is associated with hanging out with friends and families in Starbucks stores and having a relaxed break after a busy day’s office at Starbucks (Ritson, 2016). Soothing lighting, furniture, textures and colors of Starbucks stores offer a welcoming setting for customers. The company owns every coffee shop and employ baristas who remember their customers. Thus customers value ‘Starbucks Experience’ more than just a Starbucks cup of coffee.

Customer Service at Starbucks
Superior customer service leads to superior customer value as customer serivce is considered as a key benefit for enjoying any product or services (Peelen, 2014). Companies must realize what unique benefits their customers seek from them as they go for creating values for them. Customer value has got various characterisitics.
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[bookmark: _Toc521146395][bookmark: _Toc521146796]	Figure 2 - Fundamentals of Customer Value System (Peelen, 2014)
Starbucks is famous for their Customer Service. The company realized that Starbucks users would like the company to stay connected with them in various mediums and thus Starbucks constantly reached out to their customers in various social platforms and mobile applicaitons where they talk with each other about Starbucks and engaged with their audience regularly to stay on the top of their discussion. Starbucks is renowned for their focus on personalization. A regular Starbucks customer visit the store 6 times per month. The company realized that their customers want to feel special and want individual attention from the company. Thus Starbucks trained their employees to remember customer names and their personal details and order records and offer them customized product experience everytime they visit a Starbucks store. This is why Starbucks coffees are presented with each customer’s name handwritten on the coffee glass. This has turned regular Starbucks customers to ‘loyal customers’ whose store visit increased to 16 times per month. Starbucks also take customer feedbacks and suggestions seriously as they have realized that their customers want to take part in value creation. Various Starbucks coffee combinations are selected based on customer suggestions and customers are given proper credit for their contribution in value creation (Theguardian, 2018).
[bookmark: _Toc519212782]Customer value framework at Starbucks
Customer value framework guides a company to understand what really matters to the company’s cutomers (Stamatis, 2012). For a Coffee shop, It could be quick delivery of ordered coffee, richer coffee taste, friendly behavior of the baristas and so on. Starbucks must follow the path of Customer Intimacy which will guide them towards knowing their customer needs better. Another dimension involves customer knowing their own needs. The elements of Customer value framework indicates two dimension, One is company’s ability to know their customer’s needs and another is customer’s own ability to understanding their needs (Harrell, 2016). The two dimension however further creates four scenarios -
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[bookmark: _Toc521146396][bookmark: _Toc521146797]Figure 3 - Customer Value Framework (Stamatis, 2012)
1. Known-Known – The first box indicates a situation where both the company and customer know what customers want and thus company must try to deliver superior quality (Harrell, 2016). Starbucks knows that their customer want better quality coffee and more friendly store environment and thus the company strictly maintains their product quality and store ambiance across the countries. Starbucks sources green coffee beans from selected suppliers and maintain good relationship with them and thus ensure better coffee quality, moreover the company uses state of the art roasting technique to offer more creamy and authentic coffee taste to their customers. Starbucks stores are well-decorated and equipped with amibant lighting and spacious seating arragments for their customers.
2. Known-Unknown – This is a situation where company doesn’t really know what their customers want and thus must get intimate with them to know them better. Starbucks regularly engages with their customers in both off-line and on-line platforms to check what their customers think and talk about them. Starbucks also train up their employees to behave with customers in a well manner and know more about their expecations in the process. The company even collects feedback and suggestions from their customers and apply them in the business and thus materialize their customer’s needs.
3. Unknown-known – In this scenario, Starbucks would want to understand customer’s hidden desires and needs that are unknown to customers themselves. The idea is to make customers try out different flavors of coffee and different service techniques to understand more about their preference. Starbucks launched Coffee Ice-cubes as addon for 80 cents to replace traditional iced coffee that was warmly accepted by customers. The company also launched coffee delivery system that their customers were completely unfamiliar with and this was greatly appreciated by customers as it reduced their wait times during physical coffee orders.
4. Unknown-Unknown – Values that are unsought and unthough of from companies fall under this scenario. This is where Starbucks get the chance to completely differentiate their offering from competitors by introducing innovative products and services. Value co-creation can provide insights to both the parties regarding what can add more benefits to the existing offering. Starbucks launched Evolution Fresh Juice, a range of tropical fresh juice for their customers who want to quench their thrust in the hot summer days. However, customer didn’t quite like the concept as they couldn’t associate Starbucks with juice and thus the product failed miserably. However, Starbuck’s introduction of Artificial Intelligence to better understand customer preferences have been a success.

Customer Centricity
Customer centricity is the way of operating business by putting customers at the center of operation (Harrell, 2016). It involves adopting customer focused leadership where employees are taught to put customer interest above all and designing a customer experience in a way that pleases them. Customer centricity also involves listening to customer feedback and taking steps based on their suggestions. Customer centric firms are the most capable of offering better customer experience through their services. 
A survey was conducted to determine factors that attribute to customer experience and Customer Centricity was ranked the highest.
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[bookmark: _Toc521146397][bookmark: _Toc521146798]Figure 4 - Requirements for Customer Experience (Campling, 2015)

Customer centricity requires firms to follow these four C. Culture, Community, Conversation and Consistency (Brouwer and Johnson, 2015). Starbucks is famous for their customer centric operation style. Starbuck’s culture has always been centered around their customers. Starbucks CEO states that “At Starbucks, I’ve always said we’re not in the coffee business serving people, we’re in the people business servicing coffee.” This is why Starbucks has positioned itself as the ‘Go-to’ Coffee shop for hanging out with friends and families rather than going for the ‘Best Quality’ coffee store tag. Even the company’s vision states that Starbucks nurtures human spirit with one person, one cup and one neighborhood at a time. Every Starbucks coffee is served with the person’s nick-name handwritten on it who has ordered the coffee to exhibit a sense of human touch. Starbucks maintains strong social media presence and regularly checks up on customers’ conversations to know about their thoughts and feelings for Starbucks (Starbucks Coffee Company, 2018).
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[bookmark: _Toc521146398][bookmark: _Toc521146799]Figure 5 - Starbucks Social Network Stats (Marketingmag, 2018)
Starbucks also launched a community website called MyStarbucksIdea.com where customers were invited to share ideas and suggestions on Starbucks services and customers were encouraged to make conversation about their Starbucks Experience. Consistent service is one of the most notable feature of Starbucks (WSJ, 2018). The company understands that customers like to drink coffee as early as possible in the morning and their coffee craving might incur at the late night as well and that is why Starbucks store opens daily as early as 7.00 a.m. to cater to the needs of local customers. Starbucks stores used to stop offering coffees to the customers after 10.15 p.m. though the closing hour was 10.30 p.m. as employees needed time to shut down the store operation. However, upon customer request, the company kept taking orders till 10.30 p.m.
Starbucks Ethical Considerations
Business ethics is directly linked with consumer value as companies that operate business ethically give a sense of social righteousness to customers who purchases their products or services. This is known to be a psychic value that increase the benefits of an offering significantly. Starbucks is named as one of the most ethical companies of the world for twelve consecutive years by the Ethisphere Institute. The company is famous for their ethical sourcing of Coffee beans. The company ethically acquires 99% of their raw coffee beans from growers who undertake fair and ethical farming using natural resources that are completely harmless to the environment. Ethical sourcing also involves making partnerships with small scale independent farmers who are considerably underprivileged and needy. They make sure farmers welfare is ensured by every means (WSJ, 2018).
The company offers health benefits to both its full-time and part-time employee pool. They don’t hire employees under age 18 and offers the highest salary to their employees. Starbucks also have student friendly employment scheme that allows students to work during off class hours and be able to bear their educational expenses. The company do not treat employees discriminately rather every person at Starbucks are treated equally irrespective of their religion, culture, race and background. In 2016, Starbucks contributed 1 million hours in community service involving education and relief programs where more than 50,00 Starbucks employees were involved. Starbucks also provide loans to the farmers whom they call ‘Partners’ and help them explore innovative and new opportunities to make extra income. Environment Leadership is Starbuck’s crucial Ethical concern. The company ensured comprehensive recycling solution for their paper and plastic cups and established front-of-store recycling system near 1000 of their company owned stores. The company also reduced power consumption to 25% and shifted to 100% renewable energy since the year 2016 (Marketingmag, 2018). 
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Starbucks is a global leader in Coffee shop industry that serves 70,000 customers per week worldwide. The company has been ensuring quality coffees for their customers by following safety and health standards across the world. The success behind Starbuck’s global lead is their ability to provide the best quality coffee to its customers in the friendliest atmosphere where every customer feels catered. From procuring coffee beans to maintaining customer services, Starbucks follows strict guidelines that always ensures quality over quantity in 25,000 plus Starbucks stores across the world. Moreover, the company owns their stores and coffee roasting facilities which give them more control over quality assurance in the supply chain (First Coffee, 2018).
Quality Control at Starbucks
Quality control at Starbucks begins from procuring raw materials (Green Coffee Beans) from trusted farmers. The company follows a vertically integrated supply chain style where it keeps close control over its 300,000 coffee growers across three continents to ensure consistent coffee quality and flavor standards. Starbucks has their own Coffee and Farmer Equity standards (CAFÉ) which ensures that the company sources coffee beans only from farmers who meet certain ethical, sustainability and quality standard. The company also trains the farmers and educate them to make them better bean growers. Quality control continues as the company delivers unroasted coffee beans to its 6 closely monitored storage sites across USA and Europe from where coffee beans roasted are shipped to 8 central and 48 regional distribution centers from where the beans are delivered to retail stores. This limited number of centrally monitored facilities and movement of beans ensure that customers get the same taste of coffee each day across the world (HBS, 2018). 
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[bookmark: _Toc521146399][bookmark: _Toc521146800]Figure 6 - Starbucks Supply Chain Activities (First Coffee, 2018)
Starbucks also employs ‘Cuppers’ who tests 400 million of Starbucks coffee a year to check the various aspects and feel of Starbucks coffee beans over the time. The cuppers are considered to be ‘The last line of defense’ before a cup of coffee is served to customers. Cuppers are responsible to grade coffee beans and check whether the Starbucks quality is ensured or not. Starbucks operating model is based on four steps commonly known as Plan, Source, Make and Deliver which ensures that the company applies single streamlined logistics system that is cost-efficient in nature for its sourcing, manufacturing and delivery activities (theguardian, 2018). Digital technology has led the company to enjoy high level of efficacy and dexterity in meeting customer requirements. Starbucks also uses digital technology i.e. automated information system to monitor customer demand, inventory, capacity and scheduling in real time so that it can better serve the customers in timely manner and adjust its plan according to customer traffic during peak and non-peak hours (Starbucks, 2018). 
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[bookmark: _Toc521146400][bookmark: _Toc521146801]Figure 7 - Average wait times of Coffee stores (First Coffee, 2018)

Quality control at Starbucks continued as the company took revolutionary step in minimizing wait time for their customers. Starbucks was ranked poorly due to their long order processing time. By introducing digital pay system which allowed Starbucks customers to order a coffee from their smartphone and be present at the exact moment of the delivery of their ordered coffee, Starbucks revolutionized the coffee ordering system. Starbucks customer didn’t have to wait in the queue after ordering through the application and simply could show up at the counter right at the time of delivery. This has significantly helped office going people to save time and be more efficient at their day to day jobs. (Starbucks, 2018)
Companies are able to create more value for their customers when they develop and maintain amicable relationship with their customers over time. This is the fundamental theory of relationship marketing where companies cultivate long term relationship with their customers, know more about the customers purchase habit and order preference and offer benefits for their loyalty. Customer Relationship Management is a part of the modern marketing strategy where customer values are created in the form of loyalty programs. Starbucks is famous for the success of their loyalty programs as the programs tremendously satisfy customers as well as increase profit for the firm.
Better customer relationship and Improved profitability
Fundamentally CRM has three elements. Acquiring profitable customers, retaining profitable customers and Growing profitable customer base. Starbucks has been able to successfully flourish in these three jobs by means of their customer engagement system based on Customer services and Loyalty programs (Kunst and Lemmink, 2017). Starbuck’s loyalty program enabled the company to witness 8% increase in same-store sales in USA and 7% in rest of the world. Customer visits increased to 5% and Net revenue of Starbucks increased to a whopping 18% owing to the launch of Starbucks loyalty program. Starbucks Loyalty program is based on a mobile application called ‘My Starbucks Reward’ launched in 2009 which allow Starbucks customers to earn points based on their number of coffee purchases over the time. The reward program has three levels; Welcome level, Green Level and Gold Level. Customers earn ‘stars’ as a means of points based on their purchase numbers. Stars can be obtained not only by purchasing Starbucks coffees but also by purchasing grocery items and accessories from Starbucks stores. Customers can redeem star points for free food and drinks at Starbucks store (Ritson, 2016).
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[bookmark: _Toc521146401][bookmark: _Toc521146802]Figure 8 - Customer Relationship model of Starbucks (Ritson, 2016)

Bain and Company found that 5% customer retention rate can lead to 25-95% increase in profit for a firm and 80% of a company’s future sales will come from 20% of its loyal user base and thus Starbucks has been taking initiatives to retain their profitable customers by luring them towards earning the status of ‘Gold Customer’ status through the My Starbucks application (Peelen, 2014). Gold Customers are eligible to enjoy free refill of their coffees, teas and iced-coffees and obtaining a physical gold card with their name engraved on it. This makes the customers feel like they are a part of the exclusive club. Currently 10.3 million Starbucks customers are a part of the Loyalty Program which exhibits their success of pulling off a successful loyalty program. Growing profitable customer has not been an easy task for Starbucks. The company gives a more personal touch to the orders made at Starbucks stores by handwriting customer’s name on the coffee cups and calling them by their names to deliver their coffees. The company uses locally inspired themes for their interior decoration so that customers feel a homelier atmosphere at the Starbucks store as the company wanted their stores to be third most visited place after home and office for their customers (theguardian, 2018). 

Creating mobile experiences
Using the My Starbucks application, Consumers feel like being in a journey to reach in the elite Gold Level as the application inspires them to not just to order more Starbucks coffees but to engage and interact more with Starbucks experience. The app is Non-intrusive, Interactive, Personalized and Transparent which further inspires customers to stick to the Starbucks experience.
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[bookmark: _Toc521146402][bookmark: _Toc521146803]Figure 9 - Starbucks Customers Footprints (theguardian, 2018)

The data shows that Starbucks has seen quite a growth in the number of transactions and customer numbers since they have launched their Loyalty program. The program further accelerated the uses of Starbucks Card and Mobile App. Starbucks mobile payment option has been quite a success for them specially when other mobile payment services were struggling in the world. Currently, 20% of all Starbucks transaction are done from mobile resulting in 9 million mobile transactions weekly. They even give those customers noticeable advantages over traditional customers to encourage others to try out the e-Payment service. When consumers use digital medium to order and pay for their coffees, Starbucks get more accurate and real-time data on the demographics of the consumer and their purchase pattern helps them to design personalized coffee combo for their recurring customers (Thestreet, 2018).
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[bookmark: _Toc521146403][bookmark: _Toc521146804]Figure 10 - Mobile Payment Medium in USA (thestreet, 2018)

However, there are some challenges of developing good customer relationship for companies. Collecting customer data, storing the data and using the data requires sophisticated technological support for companies of small and large scale. Without computerized system, It is almost impossible to track millions of customers’ purchase history, purchase pattern and thus developing buyer personal becomes a challenging task for the company (Kunst and Lemmink, 2017). Starbucks faces certain challenges while serving their customers.
Companywide adoption to CRM
Implementing Customer Relationship Management requires an organizationwide approach to keep customer’s interest above all the other interests of the company. It involves setting an objective that is both in the interet of company and customers (Marshall and Johnston, 2014). However, It becomes tough for Starbucks as decisions usually are made at headquarters and Starbucks line employees are not allowed to make ad-hoc decisions based on unique customer requirement. This is a dillemma between catering to customer’s individual needs and maintaining a consistent service across all the chains of Starbucks across the world. The more centralized the decisions are the less the line employees are allowed to take independent decisions and thus going extra mile for serving customers becomes impossible. To tackle the issue, Starbucks regularly trains their baristas and staff to meet unique challenges to serving customers properly each time they visit a Starbucks store and set a very high standard of customer service quality across all its stores. Adoption of CRM requries companies to build long term and deep relationship with the suppliers as well. Since, it takes time for customers to develop brand loyalty, Starbucks must provide consistent quality of coffee to build a loyal customer base over a long period of time and that would require suppliers to consistently provide good quality coffes beans to Starbucks over time (Starbucks, 2018)
Slow Return on Investment 
Focusing on nurturing customer relationship via Loyalty programs requie a long time for the company to be benefitted from. Businesses have to invest heavily to establish CRM infrastructures yet the return is comparatively slower and comes in long term for the company. Unlike direct marketing approaches like Discounts and Sales promotion, CRM programs doesn’t lead to immediate gratification for the company and customers usually take time to get familiar with the program (Jobber and Ellis-Chadwick, 2016). Thus Starbucks has been seeing quite a slow groth in profitalbity from their My Starbucks loyalty program. The growth in profitability is slow but effective CRM leads to more loyal customers whose Life-time value is likely to surpass any numbers resulting from Sales promotion or discoutns. Moreover, CRM softwares and techniqeus require periodic modification and upgrade as competitors can easily imitate loyalty programs developed by Starbucks. Starbucks must also look for opportunities to add more feature to their existing loyalty program as CRM is an ongoing process any gap in analyzing customer data more meaningfully can lead to wasted potential for Starbucks (Starbucks, 2018).
Complexity and Regulation
Customer Relationship Management is difficult to implement in countries where consuemr act is strict and companies like Starbucks are not allowed to gather enough information about their customers (Stamatis, 2012). This issue was particularly daunting in China where Starbucks faced critical challenges from Chinese Consumer activist groups when they started collecting customer’s demographic information from various touchpoints (social media, apps etc.). Another complexity of CRM for Starbucks is that the company opens up new stores every now and then which leads to accumulation of plenty of customer data that require consistent analysis and loads of data might make the job difficult of Data analyst for developing meaningful information from available data . 
[bookmark: _Toc521146793]Conclusion
Being a customer centric business is the new trend these days as companies are shifting their focus entirely on how thet can better serve their customers and retain profitable customers for the long run who would further invite their friends and families to use the company’s service (Stamatis, 2012). To understand what customers want, how they want it; Starbucks critically analyzes their quality process and value chain framework to find ways of adding more values to each steps so that they can outperform their competitors. This can be achieved by adding more values to one of the various stages of value chain framework including sourcing, operations and support services (Harrell, 2016). However, the larger the company grows, the more difficult it becomes to ensure quality services and this is why Starbucks periodically monitors their service standard to satisfy the needs of customers of all ages.
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