





	[bookmark: _Toc521445766]Assignment 
	Due
	23:59 GMT

	
	
	Friday 10 August, 2018

	

Individually you will be required to undertake an in-depth strategic analysis, critiquing issues in the application of strategic management within your own organisation or one familiar to you. The analysis will culminate in appropriate recommendations for a new strategic approach, underpinned by relevant academic literature and theory. 

In undertaking the strategic analysis, you will begin by identifying the main strategic issues facing your chosen organisation in maintaining its competitive position. You should summarise the key external and internal issues identified in your situational analysis using a SWOT or TOWS framework. You will then be required to evaluate potential corporate level strategic directions that have been taken by the chosen organisation to date in order to develop and sustain its competitive position. This will give you an opportunity to demonstrate your ability to evaluate the strategic options you have identified in relation to the development of global competitive positioning as well as offering an understanding of the requirements of building competitive capabilities for leveraging across global markets. Specific frameworks eg Ansoff’s Matrix should be considered when considering specific strategies for developing and sustaining a global competitive strategy. 

Following on from the analysis you will then be expected to fully discuss the implications of the options taken for strategic management decision-making. In so doing you will demonstrate an appreciation of the wider implications for strategic management decisions and the incorporation of a new strategy on certain areas within the organisation. Finally you will be expected to provide appropriate recommendations largely based on your findings. 

Total word count: 4000 words 
Specific assessment details, including additional guidance and marking scheme, will be set out in a separate document for each cohort and so the following is given as a generic guide.
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Strategy planning and its formulation is an intricate process which involves intensive research and layers of procedures for proper resource management, allocation and risk assessment while working towards achieving organisational goals. 
Organisational purpose is defined by its overall objective on the basis of which a company comes into existence. The purpose and objective derive the day-to-day organisational procedures, decisions and actions by taking both internal and external resources into consideration and channelising efforts to pursue goal-oriented strategies that benefit the company in the long run (Alkhafaji and Nelson, 2013). Another major factor behind the formulation and implementation of the strategy is the huge amount of investment involved in the establishment of a company. A strong strategic framework is a capstone to any strategic planning process as it not only helps generate the expected return on investment but also signifies the strength of the internal operations (Furrer, 2016).
This report aims to the study different aspects of strategic management processes at Starbucks Corporation and assesses both the internal and external factors that affect the strategy formulation process. Moreover, this report will also analyse the current strategy through different theories and models along with a discussion on some major strategic management issues faced by Starbucks in recent years and concludes with recommendations to improve the overall strategic development and implementation process. 

[bookmark: _Toc18612_WPSOffice_Level1][bookmark: _Toc521445768]Company Overview - Starbucks Corporation 
[image: http://1000logos.net/wp-content/uploads/2016/12/Starbucks-Logo-Meaning.jpg]
Starbucks Corporation (Starbucks) was established in 1971 and is a US-based international speciality roaster, merchandiser and distributor of coffee. 
Presently, the company operates in 70 countries with more than 24,000 stores worldwide with three major operational divisions which include: Americas (United States, Canada, and Latin America), CAP (China/Asia Pacific) and EMEA, comprising of Europe, Middle East, and Africa. The company sources and roasts a wide variety of gourmet coffee with more than 30 premium blends along with handcrafted beverages and a range of fresh food items and snacks as well as the Starbucks merchandise. Starbucks also deals in a wide range of coffee and tea products and through trademark licensing enters new channels such as licensed stores, grocery shops and other food services. Moreover, Starbucks also offers goods and services under several other brands such as Teavana, Tazo Tea, Seattle's Best Coffee, Evolution Fresh and La Boulange (starbucks.com, 2018). 
Starbucks Corporation’s CAP and EMEA divisions include both company-owned and licensed businesses. The Americas, CAP and EMEA also include certain catering businesses, chiefly in Canada, Japan and the UK. The Channel Development division at Starbucks deals with sales outside of the retail coffee operations of products including roasted whole bean and ground coffee, Tazo teas, single serve products under the collaboration Tazo and other beverages, such as Frappuccino, Doubleshot and Refreshers (starbucks.com, 2018). This channel also focuses on selling other branded products globally through stores, supermarkets and retailers, warehouses, speciality dealers and caterers etc. 

[bookmark: _Toc18612_WPSOffice_Level2][bookmark: _Toc521445769]Vision Statement 
“To establish Starbucks as the premier purveyor of the finest coffee in the world while maintaining our uncompromising principles while we grow.”(Khadem and Khadem, 2017)
The vision statement depicts the company’s aim to become a market leader in the premium speciality coffee industry without compromising on the corporate values and principles they've set for themselves. Starbucks aims to grow with the changing dynamics of the market while preserving company standards. 
[bookmark: _Toc12691_WPSOffice_Level2]
[bookmark: _Toc521445770]Mission Statement 
“To inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time.” (starbucks.com, 2018)
Starbucks’ mission statement is more about their ideology towards the corporate culture rather than merely the financial gains. The mission statement interprets the nurturing nature of Starbucks philosophy towards the work environment as well as the overall human development which includes both employees and the consumers. 
[bookmark: _Toc12691_WPSOffice_Level1][bookmark: _Toc521445771]External Environment of the Coffee Retail Market

[bookmark: _Toc14584_WPSOffice_Level2][bookmark: _Toc521445772]Industry Overview & Analysis 
Starbucks mainly operates in the retail cafes and coffee shops segment. In recent time this segment has shown a tremendous growth since cafes have earned the status of social hubs attracting people from different demographics. 
The Cafes and Coffee Shops industry encompasses all the specialist unlicensed coffee houses and breweries that deals in coffee retail as well as other businesses that deal in hot and cold beverages, fresh foods and snacks. The performance evaluation of this industry is measured by considering both economic and social factors that are sensitive to the increase or decrease in the disposable household income, any changes in the tastes of the consumers when it comes to coffee blends or people switching from cafes to any alternate recreation/entertainment options. Coffee has become a staple beverage of the households in recent times due to which the industry revenue has shown a tremendous growth in the UK with a compound annual rate of 5.7% from 2013 and is expected to reach up to £6.2 billion in the current fiscal year (Ibisworld.co.uk, 2018). This industry possesses a low level of market share concentration with the top four players accumulating 36.1% of the revenue. In 2017, the UK coffee shop market grew by 7.3% and the turnover reached £9.3 billion. According to a report presented by Allegra World Coffee Portal, the coffee shop market added 1,215 stores in 2017 to reach 24,061, representing 5.3% of the total growth. Costa Coffee, Starbucks and Caffè Nero continue to dominate the branded coffee segment with 2,326, 956 and 675 outlets respectively. These top three brands carry 52.9% share of the total branded chain market altogether (Worldcoffeeportal.com, 2018). 
Along with the global speciality coffee brands, the UK market also includes a large number of independent cafes particularly operating in small localities where the big brands do not reach. 
Of the list of companies, Starbucks is the only non-British company in the ranking, yet Great Britain has the largest number of Starbucks stores than in any other European country. The brand has also seen an increasing number of licensed stores opening in the UK, while the number of company operated stores have been falling (Statista.com, 2018).

[bookmark: _Toc16434_WPSOffice_Level2][bookmark: _Toc521445773]Market Segmentation 
Starbucks targets its customers principally on the basis of geographic, demographic, behavioural and psychographic segmentation. Psychographic segmentation is based upon the activities, lifestyles, values, interests and brings out more powerful insights of the target consumers (Barry and Weinstein, 2009). Geographically, Starbucks has a huge presence in the global market, operating in the US, Canada, Latin America, Europe, Middle East, Africa, China and Asia Pacific region (Glowik, 2017). The major target segmentation groups are the male and females between 22 - 55+ years of age ranging from students to working professionals who are hard core coffee lovers and are willing to pay extra to relax, unwind and enjoy a high-quality cup of coffee in a peaceful environment. Starbucks, major profit comes from the Generation Y or Millennials, who were born between 1977 and 2000 and belong to the high spender or upper-middle class segment (Rubinfeld and Hemingway, 2009). Starbucks follows mass marketing and segment marketing strategies to reach its customers and targets people from a broader age range with the desired affordability (Khan, Yusop and Baharudin, 2018). However, a more specific approach might be beneficial for some niches like youngsters with high affordability ratio, ones who do not earn on their own but belong to the upper class.  

[bookmark: _Toc14584_WPSOffice_Level1][bookmark: _Toc521445774]Porter’s Five Forces Analysis
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As explained by Michael Porter, every industry is built on the foundation of an underlying framework or a set of inherent economic and technical traits that increase competitiveness in the market (Galbreath and Galvin, 2008). He describes five forces which include industry competition/rivalry, the threat of new entrants, threat of substitute products, bargaining power of suppliers and bargaining power of buyers that define or alter the strategic course of a company. Therefore, the Five Forces analysis tool will come in handy in assessing the current external condition as well as the competitive forces and their impact on the business model of Starbucks’ particularly in terms of strategy development.  

[bookmark: _Toc521445775]Industry Competition - Moderate to High 
[image: ]Competition in the coffee industry is considered to be exciting and dynamic since it encompasses a variety of businesses such as growers, processors, retailers and consumers etc. Therefore, it’s split into two broad segments; manufacturing/production and retail (Ireland, Hoskisson and Hitt, 2008). From the beginning, Starbucks’ major competitors have been small or medium scale cafes and independent coffee shop chains with a limited operational landscape, mainly restricted to a certain region only (Latif et al., 2014). When it comes to speciality coffee segment, it is more about the brand image rather than price. So, in the UK, Starbucks faces direct competition with Costa Coffee and Caffe Nero. In the consumer product segment which includes ready-made bottled beverages, energy drinks and instant coffee, Starbucks competes with brands like Nestle, P&G and Kraft Foods. In the non-speciality segment, the main contenders are M&S, Greggs, Waitrose, McDonald's, Dunkin Doughnuts Subway and Wetherspoon etc (Fenwick and Victor, 2015). Competition
High
Mod
Low

[bookmark: _Toc521445776]The Threat of New Entrants - Moderate to Low
The emergence of new players in the market elevates the competition particularly when they are heavy investors like the companies that are currently dominating the industry. The new entrants might change the entire market share distribution by introducing a differentiated product or new technology which might enable them to acquire all the necessary resources (Fleisher and Bensoussan, 2007). Major market players might also get competition from the medium or even small-scale firms if they are competing on several levels in the market (Porter, 2014). However, their chance of capturing the market of the top players is fairly moderate or low. Starbucks is one of the top three contenders in the speciality coffee market, has a strong brand presence in the market and strong buyer-supplier relationship which is why accessing quality raw material wouldn’t be a problem. Nevertheless, it is estimated that this industry will grow from £9 billion to £15 billion by 2020 with the number of outlets increasing from 20,000 to 30,000. This indicates that the coffee marketing is becoming more diverse with domestic chains and independent coffee houses like Coffee#1, 200degrees and Taylor Street Barista (Ferreira, 2018). The future growth prospects of the industry will surely toughen up competition for Starbucks both in the speciality and retail sector. Threat of
New Entrants
High
Mod
Low

That said, where major companies allow competition in, is due to their own short-sightedness and/or inability to understand social trends. Earlier this year Starbucks hit the headlines, but for the wrong reasons – having a black, non-patron arrested for wanting to use the toilets. As is the case with Generation Y and Millennials, social media is everything and the news went viral globally within hours. The negativity expresses by the general public was only calmed when the CEO, Howard Schultz, issued an apology, sent all staff on ‘re-education’ class and clarified the ruling on use of toilet facilities (The Independent, 2018).

[bookmark: _Toc521445777]Threat of Substitute Products: Moderate to Low
Substitute products are the ones that are produced in other industry but holds similar characteristics or benefits as the products produced within the industry (Winer and Dhar, 2014). Substitute products for coffee might be other hot or cold beverages like tea, energy drinks and other non-alcoholic beverages. When it comes to speciality or branded coffee the only alternative can be the regular coffee which cannot be considered as a threat. The speciality coffee mainly competes on the basis of exclusivity and brand image which is already offered at Starbucks. So, this threat is relatively low in the branded coffee business (Ha and Kim, 2013). Threat of
Substitutes
High
Mod
Low


[bookmark: _Toc521445778]Bargaining Power of the Buyers: Moderate to Low
Customers are the driving force of any industry and usually possess great control over the price, product, quality and service offered by companies. They have the power to pick and choose so it is easier for them to switch from one brand to another (Hill, Roche and Allen, 2007). However, buyer’s bargaining power is stronger when they can collectively impose pressure on the companies, purchase in large volumes or prefer buying standard products (Mellahi and Frynas, 2015). When it comes to the speciality coffee industry, the major buyers are the independent customers who are more quality conscious and less price sensitive. Starbucks has a diverse range of consumers who are willing to pay higher prices for the superior quality. Buyer
Power
High
Mod
Low


[bookmark: _Toc521445779]Bargaining Power of Suppliers - Low 
Suppliers can also have profound influences on the major players as they’re the primary source of raw materials and can elevate the risk of financial losses by providing low-quality supplies (Mellahi and Frynas, 2015). In the branded coffee segment suppliers usually, have a moderate-to-low bargaining power since brands carefully scrutinise their suppliers in order to maintain the ethical standards. Starbucks put great emphasis on its ethical sourcing policy and uses the supplier diversity policy for supplier selection which enables them to offer fair trade coffee to its customers. Starbucks also prioritises on supplier relationship management and aims to strengthen the buyer-supplier relationship with both coffee and tea producers by training and educating them to improve their farming practices (starbucks.com, 2018). Supplier
Power
High
Mod
Low

[bookmark: _Toc16434_WPSOffice_Level1][bookmark: _Toc521445780]Internal Analysis
[bookmark: _Toc26614_WPSOffice_Level2][bookmark: _Toc521445781]SWOT Analysis
S
Strengths
W
Weaknesses
O
Opportunities
T
Threats

Strengths:
· Strong market position and international brand recognition. 
· Differentiated, high quality products. 
· Store location, design and interior - Starbucks outlets are located at some of the most prime areas globally.
· Tech company
· Socially responsible organisation. 
· Loyal consumer base.
Weaknesses:
· Overpriced 
· Over-saturation of outlets across US.
· Excessive focus on the US market.
· Culture clash might affect company’s growth in some regions. 
Opportunities:
· Expanding into emerging markets
· Reinventing the product line.
· Extending retail operations, collaborating with food companies to promote packaged coffee.
· Expansion of Mobile Pour digital delivery system
· Product diversification
Threats:
· Increased competition
· Price fluctuation in the global coffee market. 
· Market saturation in developed economies might hurt revenue.
· Changing consumer taste/preferences.

Starbucks global presence, Q1/2018


[bookmark: _Toc26614_WPSOffice_Level1][bookmark: _Toc521445782]Starbucks Generic Strategy Analysis 

In today’s highly competitive global business environment, it is important for businesses to achieve sustainable development and competitive edge in order to increase profitability and productivity (Bleischwitz, Welfens and Zhang, 2017). Competitive advantage can be achieved through a number of sources, some companies solely rely on technology to achieve operational efficiency to offer value added products to the customers, and some focus on creating differentiated products to grab the attention of the targeted niche (Sum, 2011). According to Porter, the generic competitive strategies of a firm are recognized by two factors:
1. Target market which can be broad or narrow 
2. Competitive advantage which can be low cost or differentiation based 
[image: ]
This is further distinguished into three categories or generic strategies: cost leadership, differentiation and focus which can be subdivided into either cost or differentiation focus. 
Starbucks’ generic strategy falls into the differentiation category. Many firms adopt this strategy and differentiate their products and services depending on the industry they operate in. Primarily, differentiation is created through quality, endurance, utility, brand image as well as customer service. Starbucks differentiates on the basis of quality, strong customer relationship management and most importantly the brand image which enables it to stand out among the competitors. Starbucks puts time and effort to give a tailor-made solution to consumer needs while being conscious of the intricate details (Porter, 2014). 
On the one hand, this strategy helps the company to build and maintain a hard core consumer base, it also enables the company to expand into new niches and serve them better than the competitors to build stronger ties. However, the negative aspect of this strategy is when companies get too specific about being different from the competition; they may lose large demographic segments in the process. Starbucks mainly focuses on the upmarket consumers on the basis of the premium pricing strategy irrespective of what market it aims to expand into, this only enables it to target a specific sub-niche. For instance, Starbucks had a major marketing strategy failure in Australia as the brand was unable to grab the attention of the espresso-based Australian consumers by offering brewed coffee which was not a market suitable product. Consumers were also unwilling to play such high prices for something which was against their preferences (Lutz, 2014).   

[bookmark: _Toc14146_WPSOffice_Level1][bookmark: _Toc521445783]Key Corporate Strategies 

Starbucks strategic framework is dominated by the following strategies, these long-term strategies have played a vital role in Starbucks’ global success since its inception:
· Expansion 
· Product differentiation
· Mergers and acquisition 
This section aims to analyse Starbucks’ strategy through the Ansoff Matrix and highlight the pros and cons of each of the strategy discussed below. 

[bookmark: _Toc521445784]Ansoff Matrix
[image: ]

[bookmark: _Toc521445785]Market Penetration
Market penetration strategy has enabled Starbucks to achieve enormous growth and access to the foreign market. This has helped the company to increase its profitability particularly through effective expansion techniques like licensing, franchising and the company-owned stores in various countries. Starbucks’ aggressive expansion strategy in the coffee segment enables it to find new niches not only in the US but in countries like China where the company aims to add 3000 more stores over the next few years and 6000 by the end of 2022(Pham, 2018).  

[bookmark: _Toc521445786]Market Development
Starbucks uses this strategy for its existing products when it enters a foreign market. For instance, Starbucks’ existence in 75 countries across all the continents and its continued quest to spread the brand into new markets indicates that expansion is one of the key pillars to the growth of the company. This is also evident in the recently announced growth plan in which Starbucks announced to further extend its operational domain in China (news.starbucks.com, 2018). Starbucks also signed a 21-year partnership agreement with Arla foods to promote its ready-to-drink (RTD) coffee in the EMEA region (foodbev.com, 2018). However, the idea of rapid expansion didn’t work for Starbucks in Australia mainly due to the lack of market research and adaptability to the local consumer preferences.

[bookmark: _Toc521445787]Product Development
This strategy is adopted when Starbucks introduces new products into its existing markets. The core aim of this strategy is to maximise revenue and optimise the product portfolio. The company’s decision to release a vegan menu in January 2018 is one of the recent examples. Starbucks Europe division added vegan, gluten-free items to the menu to suit the taste of the health-conscious consumers (Bakar, 2018). 

[bookmark: _Toc521445788]Diversification
Diversification is introducing a new product into a new market in order to boost up the sales volume. Starbucks stepped into the food business in 2013 and since then the company has collaborated with other businesses to strengthen its presence in this segment. All the efforts worked in the favour of Starbucks and food now contributes 20% of the company revenue (Forbes.com, 2016). Recently, Starbucks’ partnered with an Italian artisan bakery, Princi located in Seattle (Alim, 2017). This partnership added to the quality feel of the products being offered.

[image: ]





[bookmark: _Toc14537_WPSOffice_Level1][bookmark: _Toc521445789]Key Challenges

[bookmark: _Toc521445790]Market Saturation
Presently, Starbucks’ major strategic issue is linked to its growth and expansion although this strategy earned them huge success both locally and internationally. The intense expansion strategy followed by the company may dent its brand image by over emphasising on increasing revenue and building an intricate network of Starbucks outlets. This may affect the product and service quality in the long run and damage the brand’s reputation and most importantly the consumer experience. In the US, Starbucks is at risk of market cannibalisation since each store has almost four other Starbucks stores within a mile. The store overlaps downgraded company’s shares in the BMO share market as it was revealed that the brand outlets are harming each other’s revenue (Franck, 2018). 

[bookmark: _Toc521445791]Growing Competition
Starbucks is facing tough competition both at home and abroad. The company’s business model was considered to be invincible and it was tough for competitors to replicate it completely. Although brands like McDonald’s McCafe were inspired by Starbucks’ espresso menu, it still fell short both in sales and consumer base. In recent years, however, Starbucks’ has seen this shortcoming reversed and is now facing increased competition from McDonald’s as well as Costa and Caffe Nero. Independent cafes are also giving tough competition to the brand by following the “third place” Philosophy of Starbucks (Mourdoukoutas, 2018) which has affected the foot traffic as well as the revenue. This is because the company increased the prices by 3.5% annually as compared to McDonald’s and others who have kept the prices flat for two straight years or slightly increased it by 1% (thenational.ae, 2018). 

[bookmark: _Toc521445792]Weak EMEA Sales 
Europe is still one of the weaker zones for Starbucks when it comes to sales. In 2016 Starbucks UK’s pre-tax profits dropped by 60% as compared to the previous year mainly due to the Brexit vote, as claimed by the company (Wood, 2018).  
[bookmark: _Toc23650_WPSOffice_Level1]










[bookmark: _Toc521445793]Recommendations 

International expansion is Starbucks’ key to achieve sustainable growth. Therefore, it is significant for the company to explore further into its EMEA segment, particularly Asia and Africa since they have a higher share of middle-class households. Expanding both locally and internationally, focusing on the emerging economies and altering the according to the demand will enable the company to earn a major market share. 
Starbucks must also focus on growing organically by the strength of the expanded sales in the foreign market by implementing its distinctive core competencies. Starbucks’ unique core competencies not only drive greater economic return but have also become the defining factor in achieving success on a global scale. 
Although Starbucks’ menu already includes a great variety of espressos, coffee and tea items as well as bottled drinks, the inclusion fresh juices and smoothies into the menu is one of the faster growing trends due to constant shifts in consumer tastes particularly when it comes to healthy lifestyle. Starbucks should also introduce tailored Keto menu which includes Keto coffee, snacks, salads and other light lunch options and expand the healthy product-line even further. 
Starbucks over-saturation in the US market is growing matter of concern for the top management. The market cannibalisation can be dealt with smart positioning strategies. Starbucks’ constant innovation of products and launching these new products into smaller niches can also help minimise this concern as new products will help increase the company’s footprint. Pricing of the new products will also be crucial and should be set at an optimal level in order to target consumers who are willing to pay slightly higher than they usually do when they visit Starbucks. 
[bookmark: _GoBack]Starbucks should also consider stepping up and offering greater variety of its packaged coffee retailing by collaborating with renowned food companies like Nestle, Unilever & P&G. This will help bring the packaged coffee into its international regional markets and reach more consumers and find more opportunities into Consumer Packaged Goods (CPG) and Food service segments. 
The transactions through Starbucks’ mobile apps grew up to 11% in the first quarter of 2018, therefore, it is important to make the app more user-friendly and in order to attract more customers, increase the overall user-base and improve the service quality by cutting down the in-store waiting time.  








[bookmark: _Toc21945_WPSOffice_Level1][bookmark: _Toc521445794]Conclusion 

Global expansion and growth strategy requires consistent innovation, market knowledge of the local as well as the potential international destination where the company wants to expand its business. There is no one-size-fits-all solution when it comes to developing the international growth strategy. Therefore, Starbucks must adhere to its approach to innovation and development in order to achieve sustainable financial growth on a global scale. Starbucks must focus on all of its operational segments particularly Europe, Africa and Asia as these regions still possess a lot of market potential and offer smartly positioned locally customized products and services to the customers to avoid any future setbacks in the foreign markets like Australia. Starbucks heavily invests into new age digital technology and constantly reinvents its store design and interior by adding features that compliment local consumer preferences. This enabled the company to elevate the consumer experience and still is one of its top most priorities. However, the company must continue to strive to enhance its product innovation and need improve its already successful product-line.   
Starbucks is already a globally recognized coffeehouse with its strong presence globally. The company knows the art of establishing into new markets due to their extensive experience over the years. Innovation, operational efficiency and brand experience have played a fundamental in company’s success. Therefore, Starbucks need to continuously re-evaluate its strategy and create differentiated products in order to stand out from its competitors and understand the consumer choices in a comprehensive manner. 
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